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managing the impact of power shortages on poor regions. Accordingly, the
proposed operation supports government efforts in the following three areas:
1. Improving financial viability of the sector;

2. Enhancing sector governance, transparency and accountability; and

3. Managing the impact of power shortages on poor regions.

The program is at the core of the national Power Sector Development
Strategy 2012-2017 and is fully aligned with the objectives of the Country
Partnership Strategy for 2013-2017 and the World Bank’s objective to
reduce poverty and promote shared prosperity.

Result Indicators

1. Cash collected per kWh of power generated increased from 0.59
Som/kWh (2013) to 0.64 Som/kWh (2015)

2. Cash collected per Gcal of heat generated by Bishkek CHP increased
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3. Power sector revenue allocated based on the tariffs for power sector
companies set according to the approved methodology (2015)

4. State Regulatory Agency of the Fuel and Energy Complex is able to
perform key economic regulatory functions (licensing, tariff setting and
performance monitoring), as evidenced by the achievement of the target
indicators on tariff setting methodology (#3) and service quality (#5)
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5. Service quality indicators for the power sector are quarterly disclosed
(2015)

6. Public awareness about the country’s energy sector challenges and
reforms increased from 17 percent (2014) to 27 percent (2015) and the
State Regulatory Agency of the Fuel and Energy Complex holds at least
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7. Reduction in regional power consumption (2014/2015 consumption
compared to regional average consumption of previous three years) does
not differ by more than 5 percent across the regions
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PROPOSED ENERGY SECTOR DEVELOPMENT POLICY OPERATION
TO THE KYRGYZ REPUBLIC

1. INTRODUCTION AND COUNTRY CONTEXT

1. The proposed Energy Sector Development Policy Operation (ESDPO) will support
the Kyrgyz Republic’s reforms aimed at laying the foundations for long-term energy supply
reliability. To that end, the objectives of the operation are to improve the financial viability of the
energy sector, enhance its governance and accountability while managing the impact of power
shortages on poor regions. The program is at the core of the national Power Sector Development
Strategy 2012-2017 and is fully aligned with the objectives of the Country Partnership Strategy*
(CPS) for 2013-2017. The ESDPO will be a single tranche operation in the proposed amount of
US$24 million, of which 45 percent will be provided as a grant and 55 percent as a credit.

2. Economic growth has been volatile in the last few years, with a more challenging
outlook. Growth averaged around five percent since 2010 with considerable fluctuations due to
frequent shocks, including natural (land slide at the largest gold mine), external (food and energy
price spikes) as well as political factors (2010 revolution). Most recently, economic growth has
moderated in response to weaker growth in Russia, the closure of the Manas Transit Center and a
poor harvest. Overall, economic management has been adequate, but continues to rely largely on
ad-hoc measures rather than a systemic approach to structural reforms. Economic activity is
concentrated in few, low productivity sectors (agriculture, trade) characterized by high
informality. Continued sluggish growth in key trading partners and geopolitical factors are likely
to limit growth prospects over the next few years.

3. Volatile growth and frequent price shocks have kept poverty high. A remarkable
decline in poverty, from 62.6 percent down to 32 percent, was registered between 2000 and 2008
due to strong growth, additional job creation and surge in remittances. However, frequent shocks
in recent years, including food price spikes and political instability, somewhat reversed this trend.
In 2013, about 37 percent of the population lived in poverty, and an estimated 2.8 percent of the
population lived in extreme poverty. The Kyrgyz Republic remains one of the poorest countries in
Europe and Central Asia (ECA) with a GNI per capita of around US$1,200 in 2013. Social safety
nets have a limited role in supporting the most vulnerable; although public spending for social
transfers account for more than two percent of GDP, only one of the programs is targeting the
poor.

4. The Kyrgyz Republic is a young democracy undergoing a significant transformation
with nascent institutions and a challenging political situation. Since the April 2010 events,
significant progress has been made to improve democratic governance, rule of law, voice and
accountability. The national index of confidence in the government also shows increasing public
trust: in the second quarter of 2014, the confidence index reached 5.8 points compared to 3.5
points for the same period of the previous year and 4.0 points at the end of 2012. However,
corruption and political instability remain important obstacles for doing business and gaining
public trust.

L As discussed by the Board of Executive Directors on July 25, 2013.



5. Despite its potential, the energy sector is a source of significant vulnerability. The
sector suffers from deeply rooted structural issues. The Kyrgyz Republic has the lowest electricity
tariffs in the ECA region and one of the lowest worldwide, which contributes to the inefficient use
of energy, severe under-spending on maintenance and new investments, and resulting poor supply
reliability and quality. The patchwork regulatory framework, suboptimal contractual
arrangements and overall poor transparency and accountability result in operational inefficiencies
and undermine public trust. The sector is a source of significant quasi-fiscal deficit, which for the
power sector alone exceeds two percent of GDP per year. These underlying weaknesses of the
sector, when coupled with cycles of poor hydrology, lead to recurrent winter energy shortages
with serious repercussions for the population and the economy. The situation for the 2014/2015
winter is particularly alarming due to the unfavorable hydrological situation and the interruption
of gas imports in the south of the country. Expected power shortages equivalent to about 1.5
months of winter power consumption are estimated to translate into economic costs in excess of
US$300 million or 4.2 percent of GDP. Due to universal access to electricity, cold climate, large
reliance on electric heating and lack of alternatives, power supply is an essential need for the
Kyrgyz population. Based on the data from 2009-2010, when the Kyrgyz Republic experienced
winter energy shortages of similar magnitude to those expected for the 2014-15 winter, the impact
of power shortages are estimated to increase poverty in the range of 2-3 percentage points.

6. Failure to improve energy supply reliability in a sustainable manner could impact
political stability, both domestically and in the wider Central Asia region. Dissatisfaction
with energy sector policies and poor governance were fundamental causes of the political
upheavals in 2010 leading to the loss of lives and extensive infrastructure damage. Given the
delicate water-energy nexus in Central Asia, addressing the imminent winter power shortages in a
sustainable manner is important to preserve the regional stability. In the past, the political
relations in the region have significantly been affected by the water release patterns from
Toktogul reservoir given its importance for irrigation in both the Kyrgyz Republic and the
downstream countries (Kazakhstan, Uzbekistan and Turkmenistan). Should the reservoir be
heavily discharged in winter in an attempt to avoid load shedding, the water release may reduce
during the irrigation season.

7. The proposed ESDPO will support the Government’s energy sector reform program,
which has gained momentum in the face of yet another winter energy crisis. The weaknesses
of the energy sector were apparent for some time; however, a challenging political environment
undermined reform efforts. The Government has chosen to address the imminent energy crisis by
implementing structural reforms, thus, creating an opportunity for sustainable impact.
Specifically, the Government has established the legal basis for setting-up an economic regulator
and an independent settlement center and has initiated tariff reforms. The proposed ESDPO will
focus on three policy areas to support the Government’s reform program: (i) improving energy
sector financial viability to ensure essential investments, timely procurement of fuel, and
incentives for energy efficiency, which will contribute to improved reliability of power and heat
supply; (ii) enhancing sector governance, transparency and accountability to improve operational
efficiency of the energy sector and ensure larger acceptance of energy reforms; and (iii) managing
the impact of power shortages for the poor regions.

8. While this ESDPO is designed as a stand-alone operation, it is part of the broader
structural reform agenda supported by the World Bank. The operation builds on the energy
sector governance, transparency and accountability reform measures supported under the previous
DPO series. In addition, medium-term reforms to continue enhancing the financial sustainability
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of the energy sector, improving the social protection system for targeted support to the poor, and
strengthening sector governance and regulation could be supported through the future DPO series.
The proposed ESDPO is also closely linked to and complements the World Bank Group’s other
ongoing operations (see also section 4.3).

9. The operation is closely aligned with the goals of reducing poverty and boosting
shared prosperity. Previous episodes of growth in the Kyrgyz Republic have been closely
associated with poverty reduction and consumption growth of the bottom 40 percent. A
financially viable energy sector will enable higher investments in modernizing and maintaining
the sector, reduce the burden on public finances and improve the reliability of power supply. The
latter is not only critical for improving the competitiveness of businesses, but will also help to
improve the quality of life for people, especially the poor who have fewer alternatives of coping
with power shortages. Accordingly, reforms supported by this operation are expected to
contribute to both economic growth and poverty reduction.

10.  The operation faces high risks. Energy sector reforms have been delayed in the past due
to stakeholder resistance to tariff reforms. Major reasons behind the resistance were the lack of
confidence in the ability of the Government and sector companies to use additional revenues for
the benefit of the broader population and concerns that vulnerable groups will not be able to
afford higher tariffs.

2. MACROECONOMIC POLICY FRAMEWORK
2.1 RECENT ECONOMIC DEVELOPMENTS

11.  The Kyrgyz economy has shown some resilience in the face of numerous shocks in
recent years but faces serious structural challenges. Growth has averaged around five percent
a year since 2010 with large fluctuations due to natural, external and political shocks. The
excessive reliance of the economy on a few sectors or sources of finance (gold accounts for 40
percent of exports, transfers from abroad are 30 percent of GDP) and large informality (estimated
at 40 percent of GDP) exacerbate volatility and vulnerability. While higher government spending
supported demand, it also added to the fiscal deficit averaging 5.3 percent of GDP a year during
2010-2013. Key aspects of the business environment remain problematic, including functioning
of institutions, business sophistication, and quality of infrastructure.? Access to a reliable power
supply is especially challenging.®

12. Economic activity moderated in 2014 as higher investment and increased gold
exports were offset by a poor harvest and weak external demand. GDP expanded by 3.7
percent year-on-year (y-0-y) in the first ten months of 2014, driven by a 15.3 percent growth in
investment and a 2.4 percent increase in gold production. Construction increased by 23.8 percent
in the first ten months of 2014. Greater availability of construction land, pent-up demand and
stronger economic growth drove the recent construction boom, although the market may be
showing signs of saturation. Investment in the mining sector was up 5.1 percent (y-o-y) and
public capital spending remained high. On the other hand, higher inflation, stagnant remittances

2 The 2014-2015 Global Competitiveness report ranked the Kyrgyz Republic at 108th place globally, noting weaknesses across the
entire range of competitiveness pillars, including innovation (ranked 132nd), institutions (124th), business sophistication (119th),
and infrastructure (115th).

3 35 percent of businesses in Kyrgyz Republic identify electricity as a major constraint, compared to 18 percent in ECA region.
Source: 2013 Enterprise Survey,: http://www.enterprisesurveys.org/data/exploreeconomies/2013/kyrgyz-republic#infrastructure
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due to lower growth in Russia and modest wage growth affected disposable income and consumer
sentiments with consumption growth moderating to 2.2 percent (y-0-y) in the second quarter of
2014. Retail trade data suggest a mild improvement since. Also, weaker demand from main
trading partners reduced non-gold exports. Furthermore, the Manas Transit Center, a US air base
located at the Bishkek airport and contributing around 1 percent of GDP annually to economic
activity, was closed in mid-2014.

13. Lower imports and robust gold exports narrowed the current account balance in
2014. Total exports were flat in the first ten months of 2014 compared to a year ago as the 11.9
percent increase in gold exports offset the 8.6 percent decline in non-gold exports, mostly due to
declining re-exports suffering from weaker growth in main trading partners, the closure of the
Manas Transit Center and thicker borders. Imports declined by 4.5 percent as slowing
consumption added to the reduced demand for re-exports. Private transfers, including remittances
from the large Kyrgyz diaspora but also unregistered exports of goods and services, increased
slightly compared to a year earlier.

Table 1: Key Macroeconomic Indicators and Projections
(in percent of GDP unless otherwise noted)

2011 2012 2013 2014 2015 2016 2017

Act. Act. Act. Est. Proj. Proj. Proj.

Real sector

GDP, in US$ million 6,199 6,603 7,225 7,237 7,257 7,764 8,268

GDP per capita, in US$ 1,120 1,182 1,280 1,253 1,244 1,317 1,389

GDP growth, in percent 6.0 -0.1 10.5 3.0 3.5 4.5 5.0

Investment 24.0 26.2 25.6 26.5 28.1 28.4 28.6
Fiscal accounts

Revenues and grants 31.8 33.7 33.9 34.9 335 32.9 32.3

Expenditures 36.3 394 37.7 40.7 41.3 384 36.3

Balance (“-” deficit) -4.6 -5.7 -3.8 -5.7 -1.7 55 -4.0

Public debt 49.4 49.0 47.7 56.4 60.7 62.4 62.9
External accounts

Exports of goods and services 54.7 53.6 54.1 53.8 57.1 57.8 58.9

Imports of goods and services 82.3 97.7 95.8 95.2 101.1 100.8 101.1

Current account balance -6.0 -150 -14.1 -12.5 -14.2 -13.3 -12.4

External debt 76.7 81.3 84.4 87.4 93.2 94.5 95.2
Prices and exchange rates

Inflation, period average 16.6 2.8 6.6 7.6 9.3 7.0 6.5

Exchange rate, KGS/US$ 46.5 47.4 48.6 53.7

Source: Bank staff calculations based on data from national authorities.

14.  Borrowing, mostly by the public sector, compensated for reduced foreign direct
investment (FDI) in 2014. Smaller reinvested earnings (mostly by Kumtor, the largest gold
mine) as well as other inter-company transactions kept net FDI in the first three quarters of 2014
at US$122 million compared to US$535 million a year earlier. Still, debt-creating inflows
increased, pushing external debt to 86.1 percent of GDP by September with an estimated increase
to 87.4 percent of GDP by the end of 2014.

15. Higher non-tax revenues and a hike in excise tax rates helped offset the impact of
slower growth over tax revenues, but a spike in capital expenditures increased the fiscal
deficit. Slower growth affected Value Added Tax (VAT) and customs revenues, but stronger
grant support, higher telecom dividend, a hike in excises and stepped-up tax collection ensured a
robust revenue outturn in 2014. At the same time, more intensive works on foreign-financed
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projects increased public capital expenditures while current expenditures fell slightly as percent of
GDP because of lower purchases of goods and services. The deficit in the first ten months of 2014
was about three percent of GDP and was over-financed, increasing government deposits and debt.
By October 2014, the government’s net claims on the monetary sector were Kyrgyz som (KGS)
18.3 billion or 4.7 percent of GDP, strengthening its liquidity, while as of September 2014 public
debt reached 53 percent of GDP, a 5.8 percentage points of GDP increase compared to a year ago.
About half of the increase is due to the som depreciation (see paragraph below). The deficit is
expected to reach around 5.7 percent of GDP for the full year bringing public debt to 56.4 percent
of GDP.

16. Monetary policy has been tightened in response to rapid credit expansion, higher
inflation and increased pressures over the som. The National Bank of the Kyrgyz Republic
(NBKR) increased its main policy rate on four occasions since July 2014 by a total of 400 basis
points, bringing it to 10 percent by November 2014 and stepped-up interventions on the foreign
exchange market. Still, significant dollarization, low monetization and a predominantly cash-
based economy limit the effectiveness of the interest rate transmission channel. At the same time,
as currencies of key trading partners lost value, the som also came under pressure. From January
until November 2014, the som depreciated by 17 percent against the US dollar, much less than the
35 percent depreciation of the Russian ruble, with the NBRK selling US$390 million (or around
17 percent of the country’s international reserves) to smooth the adjustment. Gross foreign
exchange reserves stood at around US$2 billion at the end of November 2014, exceeding three
months of imports and covering almost fully broad money.

17. Financial sector indicators remain robust, although the sector remains shallow. With
credit growth exceeding 40 percent (y-0-y), also driven by the som depreciation, the loan-deposit
ratio reached around 108 by end-October 2014. Still, the capital adequacy ratio (21.5) remains
above prescribed levels and profitability indicators (return on assets of 2.8 and on equity of 19.5)
are sound. While non-performing loans (NPLs) are not high (4.1 percent), only 61.8 percent of
NPLs are provisioned. In addition, liquidity in the system has declined because of NBKR’s sales
of foreign exchange.

18. Headline inflation picked up as prices adjusted to the weaker Kyrgyz som against the
US dollar. Annual inflation surged to 10.2 percent in November 2014, up from 4 percent in
December last year, due to high pass-through from the exchange rate.* In addition, higher excise
tax rates on fuels increased domestic fuel prices. Average inflation in the first eleven months of
2014 climbed to 7.3 percent and is expected to increase to 7.6 percent by the end of the year.

2.2 MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

19.  The Kyrgyz economy is at an important juncture facing the need for significant
structural transformation. Elections in 2015 may cool business sentiments while the external
environment has become more challenging. The announced accession to the Belarus-Kazakhstan-
Russia Customs Union (BKR CU) is adding another layer of uncertainty. Still, oil and food prices
are projected to moderate while preferential access to the CU markets may provide some
opportunity for Kyrgyz exporters to gain market share. Against this background, continued
progress in advancing structural reforms, including actions supported by the proposed ESDPO,

4 The Kyrgyz Republic shares a number of the characteristics associated with high exchange rate pass-through to consumer prices,
including small size, import dependence (close to 60 percent of food is imported) and limited domestic production.
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will be important for sustainable and inclusive growth. Tackling key infrastructure bottlenecks,
especially in energy and transport, is critical for growth in the Kyrgyz Republic, a land-locked
country suffering from years of underinvestment (see Box 1). The availability of significant
amounts of near concessional financing over the medium-term provides an important opportunity
for the Kyrgyz Republic to address critical infrastructure needs. Still, making the most of this
opportunity requires strengthened public investment and debt management.

20.  The baseline scenario projects a modest pick-up in GDP growth to 4-5 percent a year
as higher public sector investment, increased FDI, larger gold production and stronger
credit to the private sector support demand. This scenario is based on World Bank’s
projections of economic developments in the region and the government’s plans articulated in its
2015-2017 fiscal framework. More precisely, significant investment in energy and transport are
ongoing or will be launched soon, including the construction of the line D of the Central Asia-
China gas pipeline, the Kyrgyz section of the Central Asia-South Asia (CASA-1000) transmission
line, the North-South road and gas pipeline, the rehabilitation of power plants and upgrade of road
links, with financing secured from China, FDI, and multilateral and regional development banks.
These projects are expected to address critical bottlenecks and considerably improve connectivity
and energy security of the Kyrgyz Republic allowing the country to utilize its trade and transit
potential. With a capital adequacy ratio of above 20 percent, the banking sector is well-placed to
support businesses if opportunities emerge. Remittances are also expected to recover in 2016 and
add to demand. Gold production and exports should benefit from stable gold prices and the
commissioning of new mines. The accession to the BKR CU will affect non-gold exports by
increasing input costs; however easier access to CU markets and preferential access to the
Russian market may off-set some of the negative impact (Box 2).

Box 1: Public Investment Program

The Kyrgyz authorities have initiated a large Public Investment Program (PIP) to upgrade critical
infrastructure in the country which will increase the fiscal deficit and public debt levels. The value of PIP
projects to be implemented during 2015-2017 is above US$2 billion, with most resources being allocated to
transport (US$900 million) and energy (US$630 million). The largest projects involve improving road and
energy connectivity between the North and South of the country, road connectivity on major regional trade
corridors, as well as upgrades of critical energy generation infrastructure (rehabilitation of the Combined Heat
and Power plant in Bishkek, and the Toktogul and Kambarata 2 hydro power plants). China has emerged as a
major source of financing for PIP projects, financing around 40 percent of the PIP. Other important financiers
include Asian Development Bank (ADB), Eurasian Development Bank, the World Bank and the Islamic
Development Bank.

With the Kyrgyz Republic being a land-locked country and its quality of infrastructure ranked at 96" place
globally (Global Competitiveness Report), there is a need to upgrade the infrastructure stock and the focus on
roads and energy appears appropriate. The largest projects are part of the country’s National Sustainable
Development Strategy and sector strategies. Still, the recent Public Expenditure Review (PER) found that
weaknesses in public investment management limit the gains from higher investments. Few domestically-
financed projects are subject to rigorous appraisal and there are no systematic procedures to select projects and
monitor implementation. Donor-financed projects, which comprise the bulk of public investment, are subject to
more rigorous project cycle management; however, it appears that the quality of procedures varies considerably.
Most projects have feasibility studies which indicate rates of return above generally accepted thresholds;
however, not all of them are publicly available. Debt management capacity is only gradually developing in the
Kyrgyz Republic and the development of a sound and comprehensive debt strategy that would cover the broader
public sector is still at early stages. To improve debt management, the government is updating its public debt
strategy and strengthening its ability to monitor developments in the 10 largest state-owned enterprises.

21.  The government’s medium-term fiscal framework envisages an investment-led
expansion addressing critical investment needs in energy and transport. This will bring the
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fiscal deficit up to 7.7 percent of GDP in 2015 before reducing it to four percent of GDP by
2017.% China has become an important financing source, providing most of the financing needs
with the World Bank, the ADB, the Eurasian Development Bank and other partners covering the
remaining financing needs (Table 3). While supportive of growth, stronger public sector spending
will significantly increase public debt which is projected to peak at around 63 percent of GDP by
2017, up from 48 percent of GDP at end-2013. The rapid increase in public debt will significantly
limit the ability of the authorities to respond to potential shocks or undertake new larger projects
without increasing the risk of debt distress in the future.

Table 2: Fiscal Accounts
(in percent of GDP)

2012 2013 2014 2015 2016 2017

Act. Act. Est. Proj. Proj. Proj.

Total revenue and grants 33.7 33.9 34.9 335 32.9 32.3
Tax revenues 25.5 25.6 25.3 25.7 25.8 25.8
Non-tax revenues 5.7 5.8 7.3 5.4 5.2 5.2
Grants 25 25 2.4 25 1.9 1.4
Total expenditures 39.4 37.7 40.6 41.3 38.4 36.3
Current expenditure 31.8 30.5 30.7 29.7 28.7 28.1
Wages 8.7 8.0 8.2 7.6 7.5 7.4
Transfers and subsidies 3.5 3.5 3.6 3.1 2.8 2.6
Social Fund expenditures 9.5 94 9.6 9.7 9.4 9.3
Interest 0.9 0.9 0.9 1.0 1.0 1.0
Goods and services 9.1 8.8 8.4 8.2 8.0 7.8
Capital expenditure and net lending 7.6 7.1 9.9 115 9.7 8.2
o/w foreign financed 6.6 5.1 6.5 9.1 7.9 5.8
Overall balance -5.7 -3.8 -5.7 -7.7 -55 -4.0

Source: Bank staff calculations based on data from national authorities
Note: Revenues and expenditure exclude social contributions for general government employees

22. A strong consolidation effort is envisaged for the non-investment budget. Excluding
capital spending, the budget is projected to run a surplus of around 4.1 percent of GDP on average
between 2015 and 2017 compared to only 1.1 percent of GDP during 2012-2013. The bulk of the
adjustment is envisioned from wage freezes for most of the public sector (some increases are
envisaged for limited sectors) as well as non-indexation of most of the social transfers. Ongoing
early reforms in education (roll-out of per-capita financing) also have the potential to improve
outcomes while generating savings. Savings are also expected from more transparent purchases of
goods and services as the new public procurement framework, supported under the earlier DPO-
series, is implemented. On the revenue side, the authorities plan to further increase excise tax
rates (expected to add around 0.2-0.3 percent of GDP to revenues) while strengthening
administration. A financially viable energy sector supported by this operation is expected to make
an important contribution to improved fiscal outcomes, largely thanks to eliminating the need for
budgetary transfers (around 0.5 percent of GDP in 2014), but also from increased tax revenues,
both from VAT on energy consumption (though these gains may be limited as residential
consumption is exempt from VAT) as well as eliminating the need for write-off of tax arrears of
energy companies that has taken place in the past.

23. Monetary policy will need to be responsive to price and exchange rate pressures
while financial sector policies should support stability. Inflation is expected to remain elevated
during 2015-2017 as prices adjust to the exchange rate developments and the energy prices are

5 Excluding on-lending, the projected deficit is 3.3 percent of GDP in 2015 falling to 2.3 percent of GDP by 2017.
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gradually increased. Still, the NBKR remains committed to price stability and keeping inflation in
single digits and recent actions give credibility to this commitment. Maintaining the flexible
exchange rate regime should preserve the economy’s competitiveness, though interventions are
likely to continue as the NBKR tries to smooth the volatility. Furthermore, improvements in the
transmission mechanism for monetary policy should enable the NBKR to more effectively steer
the economy. Better supervision and regulation of the financial sector, also supported by the
Bank’s Financial Sector Development Project, will help increase credit availability and keep risks
manageable.

Table 3: Financing Needs and Sources
(in percent of GDP)

Fiscal Financing External Financing
2014 2015 2016 2017 2014 2015 2016 2017
Est. Proj. Proj. Proj. Est. Proj. Proj. Proj.
Requirements 6.7 9.0 6.8 53 Requirements 126 191 174 16.1
Deficit 5.7 7.7 55 4.0 CAD 125 142 133 124
Amortization 1.0 1.2 13 13 Amortization* 2.9 2.8 25 2.1
Reserves -2.8 2.1 1.6 1.6
Sources 6.7 9.0 6.8 5.3
Loans 6.5 8.8 6.8 5.2 Sources 12.6 19.1 17.4 16.1
PIP 55 8.3 6.3 4.7 FDI 3.1 6.9 6.8 6.7
Budget sup. 1.0 0.5 0.5 0.5 Disbursements 6.0 8.7 8.5 7.4
Privatization 0.0 0.0 0.0 0.0 Capital inflows 35 34 2.1 2.1
Domestic* 0.2 0.1 0.0 0.1 Other flows* 0.0 0.0 0.0 0.0
Source: Bank staff calculations based on data from Ministry of ~ Source: Bank staff calculations based on data from Ministry of
Finance, NSC and IMF. Finance, NSC and IMF.
*/ negative value refers to deposits increase. */ includes errors and omissions.

24.  The current account deficit (CAD) will remain high and will be fully financed with
increased FDI and concessional borrowing. Exports are expected to grow slightly as higher
gold production and improved access to the CU markets off-set the declining re-exports and
higher input costs. Transfers are expected to recover in 2016 as growth recovers in key migrant
destinations (Russia and Kazakhstan). Investments to upgrade the capital stock, financed by FDI
and public borrowing, will keep imports and the current account deficit high in the next few
years. Under a reform scenario and given the proximity to China, access to markets in Russia and
Kazakhstan, and low labor costs, the Kyrgyz Republic is well positioned to attract increasing
investments. Trade credits and loans will cover the remaining financing gap (Table 3).

25.  According to the 2014 debt sustainability analysis (DSA), the country remains at a
moderate risk of debt distress, but vulnerability has considerably increased. Under the
current fiscal framework and with growth rates over the medium-term reduced, debt will be
increasing over the next couple of years and stabilize afterwards at slightly lower levels.
Similarly, external debt levels are expected to increase over the medium-term. Despite the
increase in debt levels, the country does not breach the sustainability threshold under the baseline
and historic scenarios thanks to the concessional nature of debt. However, risks have increased
with the country either coming close to or breaching the sustainability thresholds under several
alternative scenarios, including further delays in consolidation of fiscal accounts, lower GDP
growth or non-debt flows (FDI or transfers), stronger som depreciation or growing non-
concessional borrowing. Given the uncertain external environment and the country’s exposure to
various shocks, the probability of these scenarios materializing has increased and could see the
country move to high risk of debt distress.
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Figure 1: 2014 DSA Summary Charts
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Source: Bank-Fund 2014 DSA update.

26. Despite elevated risks, the macroeconomic policy framework is considered adequate
for the current operation. The current set of macroeconomic policies strike a balance between
the need to protect social spending, address critical infrastructure bottlenecks and maintain
stability. The fiscal balance is largely in line with targets and government deposits provide a
decent liquidity buffer. Monetary policy has, in general, responded adequately to the challenging
environment as it tightened monetary conditions and allowed for depreciation of the som. The
external imbalance has narrowed while the increase in inflation appears to be largely in response
to exchange rate developments and supply factors.

27. Downside risks to this outlook are significant, both external and domestic.
Remittances have so far been resilient to the slowdown in Russia (source of around 95 percent of
private transfers), but a protracted slowdown, the current slide in oil prices and larger tensions
with Ukraine could push consumption and investment in Russia into contraction, and therefore
will lower remittances and exports and may result in return of jobless migrants. Next, terms-of-
trade shocks also exist; a 10 percent reduction in the gold price will reduce exports by 1 percent
of GDP; though some relief is expected from the lower food and oil prices. The geopolitical
situation in the region remains fragile and could become more so after the pull-out of North-
Atlantic Treaty Organization (NATO) troops from Afghanistan. Domestically, the still evolving
political institutions may limit the ability of the government to implement reforms and test the
commitment to prudent macroeconomic policies. The country has limited instruments to
effectively respond to these risks in case they materialize which may expose it to a scenario of
lower growth, higher inflation and increased social pressures.
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Box 2: Implications of Accession to the BKR CU

On May 30, 2014, representatives of the Kyrgyz government and the leaders of the Eurasia Customs Union
signed the roadmap on the Kyrgyz accession to the BKR CU. The Roadmap contains legislative amendments
and infrastructure upgrades that would enable the Kyrgyz Republic to implement the regulations of the CU. The
authorities are targeting January 1, 2015, as the date of accession; however, this may be too ambitious. To
support the adjustments, the Kyrgyz and Russian governments reached an agreement on a US$200 million grant
facility to support the implementation of the Roadmap and a US$1 billion concessional credit facility to finance
development projects in the Kyrgyz Republic. The agreement on the facility was signed in November, 2014.

The accession of the Kyrgyz Republic to the CU is likely to significantly transform the Kyrgyz economy,
generating risks and opportunities. Adoption of the BKR CU Common External Tariff will increase the Kyrgyz
tariffs, in a number of cases above the Kyrgyz Republic’s World Trade Organization (WTO) bound rates, which
will have a one-off impact over domestic inflation. Also, the accession to the CU will reduce the scope for
application of the simplified customs clearance. The simple and cheap method of clearing goods has been an
important factor contributing to the growth of re-exports trade and the garments industry, the latter being a key
employer and foreign exchange earner in the country. For the garments sector, this will lead to increased tariffs
on imports and more formalization at the border, both of which can be expected to increase costs and hence
reduce the industry’s competitiveness. Recent simulations by the World Bank suggest that production costs may
increase between 3.6 percent and 7.7 percent, or perhaps even more. Re-exports, already declining for some time
due to more rigorous application of CU requirements by Kazakhstan, will also be affected.

The accession will also provide opportunities for Kyrgyz exporters, especially in food products and
investment opportunities. Opening borders to Kazakhstan and Russia can improve trade facilitation and reduce
trading costs. However, failure to meet CU standards and technical regulations may dent export opportunities.
Similarly, businesses may be attracted by the somewhat more liberal business environment in the Kyrgyz
economy compared to BKR CU members, although key aspects of the investment climate still remain difficult.
It is also expected that CU accession will improve reliability of energy supplies, preserve preferential rates and
improve the status of migrants.

28. Fiscal policies will need to be adjusted in case risks to stability materialize. While
authorities have expressed commitment to macroeconomic stability, capacity to translate this into
actual policies is still evolving and the authorities have largely relied on ad-hoc interventions to
meet policy targets. Keeping the external public debt below 60 percent of GDP may require a
delay in the execution of some PIP projects and a careful selection process of new projects.

29.  Without reforms in public service delivery, additional spending pressures may
emerge from current spending. While effective in the short-term, freezes on spending may
undermine the sustainability of the consolidation, especially with Parliamentary elections
scheduled for the second half of 2015. Higher spending may push the overall deficit up by around
1 percent of GDP and public debt to 65 percent of GDP by 2017. While strong government
deposits at the moment would allow the authorities to finance higher spending in 2015; solvency
could be put into question if the spending increases translate into permanent fixtures of the
budget. Instead of unsustainable freezes, public expenditure reforms, including those identified in
the recently completed PER, are needed to generate savings and improve outcomes of public
spending. Wage freezes should be replaced with the commitment to implement the 2013 Civil
Service reform package. Social protection and pensions policies need to be revamped, while
education and health reforms extended to provide more authority and accountability to service
providers. On the revenue side, bolder efforts in reforming the patent regimes and reducing VAT
exemptions may be needed to ensure a robust revenue outturn, promote greater equity in taxation
and reduce incentives for informality.

30.  While recent steps by NBKR demonstrate commitment, extended pressures on price
and external stability will test NBKR’s resolve. The external environment is likely to remain
volatile resulting in pressures on the som. Furthermore, inability to tightly control current fiscal
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spending may also increase demand pressures. Preserving stability will require strict
implementation of the monetary framework and adherence to the floating exchange regime with
interventions limited to smooth volatility.

31. Failure to rein in credit growth and strengthen NBKR’s capacity to supervise the
sector could increase risks to financial sector stability. Despite some moderation recently,
growth rates of credit to the private sector remain high and an abrupt disruption of economic
activity may put some banks in difficulties and the NBKR in a protracted process of resolving
problem banks. In the short-term, though the balance sheets of banks seem relatively sound and
partly mitigate risks; NBKR may need to take additional measures (further tightening monetary
conditions, macroprudential actions and closer surveillance) in case growth rates remain high.
Over the medium-term, strengthened role of NBKR in regulating and supervising the financial
sector and in resolving problem banks should also help in lowering risks to the sector.

2.3 IMF RELATIONS

32.  The authorities completed a three-year Extended Credit Facility (ECF) in mid-2014
and have initiated discussions on a new arrangement. The IMF approved an ECF in June 2011
to support economic recovery in the short term and a stronger, sustained and inclusive growth in
the medium-term by promoting gradual fiscal consolidation and strengthening of the financial
sector. The final review of the ECF was successfully completed in June 2014. Discussions on a
new arrangement were initiated in late October 2014 with the focus on the financial sector, tax
policy and public finance management. The discussions are expected to continue in early 2015.
World Bank and IMF staff collaborate closely resulting in largely shared views of the economic
situation and development priorities, including in the energy sector, the need to strengthen public
investment and debt management and safeguard sustainability. The IMF’s assessment of the
current situation is provided in Annex 2 to this document.

3. THE GOVERNMENT’S PROGRAM
3.1 ENERGY SECTOR CHALLENGES

33.  The energy sector of the Kyrgyz Republic, largely publicly owned, is relatively large
and has significant growth potential. The sector accounts for about four percent of GDP and 16
percent of the industrial production, and its performance is critical for the performance of the
Kyrgyz economy. The power sector has significant potential for exports that is unrealized. Other
advantages of the power sector are relatively low cost of power generation, reliance on clean
sources of energy, and the near universal access to power supply.

34.  Yet, the energy sector faces chronic crisis, which gets aggravated during years of
poor hydrology. Serious winter energy shortages are expected during the 2014/15 heating season
due to a combination of factors, including: (i) significantly reduced water inflows in Toktogul
reservoir caused by insufficient precipitation and glacier melting; (ii) low levels of coal and fuel
oil reserves due to the dire financial condition of the energy sector; and (iii) significant growth of
power demand in recent years, especially in winter months (Box 3).
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Box 3: Factors behind the Anticipated 2014/15 Winter Energy Crisis

The Kyrgyz power sector is dominated by hydro generation and is therefore highly susceptible to variations
in hydrology. The installed capacity of the power system is 3,786 MW, of which 3,070MW is hydro.
Hydropower plants account for more than 90 percent of gross generation with the balance provided by two
combined heat and power (CHP) plants. Winter power generation critically depends on the water level of
Toktogul reservoir. During January-September 2014, the water inflows to the reservoir were 30 percent lower
than the historical average (from 1979-2013); as of September 1, 2014, the water level of the reservoir was about
16 percent lower than the historical average.

Poor hydrology also impacts the sector’s ability to procure coal and fuel oil reserves used by the CHP
plants. Due to the low hydrology, the energy sector incurred significant financial losses in 2014, which are
estimated to be around US$90 million. This includes foregone power export revenues of about US$60 million,
costs of additional imports from Tajikistan in summer 2014 to preserve the water level in Toktogul reservoir,
and the costs of additional generation of CHP plants that will be required to meet power and heat supply needs
for the coming heating season. As a result, the dire financial condition of the sector has impacted the sector’s
ability to purchase sufficient coal and fuel oil reserves for the upcoming heating season. As of July 1, 2014, the
coal reserves for Bishkek CHP were 59 percent lower compared to the reserves of the past three years, while fuel
oil reserves for Bishkek and Osh CHPs were 47 percent lower. Coal, gas and fuel oil are the main fuel types
used for district heating, accounting for about 76 percent, 12 percent and 8 percent respectively of the fuel
consumed by the heating companies. In addition, about 40 percent of the urban households and around 75
percent of the rural households rely on furnaces primarily fueled by either coal or traditional wood-based
biomass.

The significant growth in power
demand has increased the sector’s
vulnerability to poor hydrology. From
2009 to 2013, power demand grew by 31
percent, with 84 percent of this growth
occurring during winter months. With the
increased demand, the sector is expected to
incur power shortages equivalent to 1.5 to
2 months of winter consumption.
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35. Underlying the energy sector crisis are structural challenges that result in poor
operational and financial performance of the sector. The principal challenges of the sector
include: (i) financial viability; (ii) power and heat supply reliability; (iii) affordability in future
years; and (iv) governance of the sector. These challenges are interlinked. Financially weak
energy sector companies are unable to properly maintain and invest in their assets, which leads to
further deterioration of the aging energy infrastructure. The deterioration of assets eventually
affects reliability and quality of energy supply. As a consequence, customers are unwilling to
accept tariff increases necessary to improve energy companies’ financial performance. Poorly
targeted subsidy schemes also make it difficult to increase tariffs, as some customers are
particularly vulnerable to tariff increases. In addition, weak sector governance exacerbates the
poor operational and financial performance of the sector undermining public trust and acceptance
of energy reforms.

36. Low energy tariffs are the main source of the poor financial condition of the energy
sector. In the power sector, below cost recovery tariffs account for about 79 percent of the energy
sector financial deficit, followed by losses (13 percent) and non-payment (8 percent). The power
sector’s actual costs incurred per kilowatt hour of domestic consumption were, on average, 35
percent higher than the average cash collected from domestic end-users. The gap between actual
costs and cash collections are a result of low tariffs, which fail to reflect recurrent costs, let alone
full costs of power and heat supply. Similarly, in the heating sector, residential end-user tariffs
were more than six times below the short-term cost recovery contributing to the large financial
deficit in the sector.
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37. Energy supply is unreliable because of aged and worn out energy assets and
significant growth of power demand. The four power distribution companies combined reported
an average of 43 power outages per day between 2009 and 2012 with outages occurring
predominantly in winter months. Service quality is also poor, as demonstrated by regular voltage
and frequency fluctuations of power supply. Poor supply reliability and quality, as well as high
technical losses are a result of the condition and age of assets. Power generation assets are on
average 34 years old; fifty percent of the transmission substations are over 25 years old, and 18
percent of the transmission lines are over 40 years old. Likewise, the assets in the heating sector
were commissioned some 20-40 years ago and are severely under-maintained with heat losses in
excess of 25 percent and operational capacity of heat generation facilities constrained to only 20
to 50 percent of design capacity. Growth in power consumption has begun to strain the capacity
of power sector assets, aggravating problems caused by the condition of assets. From 2009 to
2013, winter power consumption grew by 84 percent.

38. Energy affordability could be a challenge in the future due to poor targeting of social
safety nets. Household expenditure on energy is lower in the Kyrgyz Republic than in most
countries in the ECA region. Electricity spending accounts for 2.4 percent of household
expenditure, while heating expenditure amount to about 2.3 percent of household expenditure.
The social safety net in the Kyrgyz Republic is extensive, but not well targeted. The country
spends a relatively high proportion of GDP on social assistance — 2.4 percent in 2013 — above the
ECA regional average and significantly higher compared to peer countries. Only one of the social
assistance programs — the Monthly Benefit for Poor Families (MBPF) with children — explicitly
targets the poor, and its coverage is low. The MBPF covers less than one-third of the poorest 20
percent of the population and subsidizes only about 10 percent of their total consumption. Other
social assistance programs are aimed at certain social categories, such as households with widows
or disabled children. These other programs absorbed around 1.8 percent of GDP in 2013.

39. Many of the financial and operational challenges in the energy sector can be
attributed to problems with regulation and governance at both sectoral and company levels.
At the sectoral level, some of the key governance issues include: (i) overlapping roles and
responsibilities in policy-making, ownership and regulation of the sector; (ii) sub-optimal
contractual and settlement arrangements, which impede transparency and accountability of flow
of funds and electricity, and undermine incentives for sector companies to improve operational
and financial performance; (iii) unpredictable expenditure planning, which is done on a year-to-
year basis, and largely in a reactive manner rather than by prioritizing investments based on
transparent criteria and forward-looking sector planning; and (iv) an ambiguous regulatory
environment, including absence of clearly defined and transparent mechanisms for setting tariffs.
At the company level, manifestations of poor governance include deficient internal control
systems, inadequate corporate resource management and customer information systems, which
are largely based on manual entry and are not integrated, aggravating issues related to lack of
accountability, transparency and data reliability.

3.2 GOVERNMENT PROGRAM

40. Kyrgyz authorities are undertaking significant reforms to address the energy sector
challenges. These measures are anchored in the Power Sector Development Strategy for 2012-
2017, the detailed Action Plan for Reforming the Energy Sector in 2013-14, which aims to
operationalize implementation of the strategy and coordinate donor support, and the recently
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amended sector laws. Key measures envisaged by the Strategy include: (i) strengthening the
governance, transparency and accountability of the energy sector and companies; (ii)
implementation of a medium-term tariff policy; and (iii) a number of important energy
investments, including those aimed at expansion of regional trade and cooperation. The looming
energy crisis provided significant impetus for structural reforms; the Government made a
conscious decision and initiated several important steps to address winter energy shortages and
broader energy supply reliability issues in a sustainable manner. With recent amendments in the
key sector legislation, tariff reforms were depoliticized by removing the requirement for
parliamentary approval of end-user tariff changes for the power sector. The amendments also
created a legal basis for clearly delineating roles and responsibilities in the energy sector,
concentrating economic regulatory functions in a single entity and establishing an independent
settlement center. These are all bold actions given the stalled reform efforts in the past,
particularly the inability of the Government to raise residential electricity and heating tariffs since
2008.

4. THE PROPOSED OPERATION
4.1 LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

41.  The proposed ESDPO is designed to support selected reforms of the Government’s
Energy Sector Action Plan. The operation will focus on three policy areas: (i) improving
financial viability of the energy sector through tariff reforms; (ii) strengthening sector
governance, transparency and accountability through establishment of an economic regulator,
adoption of a clearly defined tariff setting methodology, implementation of a performance
reporting and monitoring framework, and public outreach and communication; and (iii) managing
the impact of power shortages on the poor regions through preparation and implementation of
power supply management plans for the regions based on the principles of transparency,
equitability, predictability, and preservation of essential services.

42.  The policy areas of the proposed ESDPO are interlinked and essential for addressing
energy supply reliability in a sustainable manner. Improved financial viability of the energy
sector through power and heating tariff reforms will allow investments in maintenance and system
improvements, and procurement of fuel for the CHP plants. The reduction of the gap between the
tariffs and the costs of power and heat supply will also improve price signals and create incentives
for energy conservation, thus, managing the future demand growth. Strengthened governance,
transparency and accountability of the sector will ensure that increased revenues are not
mismanaged and lead to improvements of sector operational and financial performance. In
addition, more rigorous reporting, monitoring and communication will ensure successful
implementation of tariff reforms and broader stakeholder support. Finally, the management of
power shortages will ensure that power rationing is equitable across the country and is not to the
detriment of poor regions. The ESDPO supported reforms will lay foundations for improving
reliability and quality of energy supply, which in turn is important for promoting economic
growth, reducing poverty and promoting shared prosperity.

43.  The improvement of energy supply reliability will require medium- to long-term
consistent reforms by the Government, some of which could be supported by the future
DPOs. These may include enactment of electricity and heat tariff increases in 2016 and 2017
based on the MTTP; adoption of a new multi-year tariff framework by 2017 to ensure that the
phased tariff reforms are implemented in a consistent manner; establishment of a predictable tariff
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setting methodology and performance reporting and monitoring framework for the heating sector;
and enhancement of the institutional capacity and independence of the economic regulator. These
reforms would need to be accompanied with improvement of the social protection system to
ensure that a basic level of electricity and heat consumption remain affordable for the poor
households.

44.  The design of the ESDPO draws on the experience of previous energy sector
operations and the first series of DPOs in the Kyrgyz Republic. The proposed operation
incorporates the following key lessons: (i) support complex and politically difficult reforms
through a dedicated sector DPO; (ii) concentrate on few policy areas that are fundamental for
addressing sector key challenges and have full ownership of the Government; and (iii)
complement the DPO with other instruments for Bank support, including investment project
financing, technical assistance and economic and sector work.

4.2. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS
Policy Area 1: Improving the Financial Viability of the Sector

Prior Action 1.1: The Recipient has approved the MTTP for electricity and heating for 2014-
2017.

Prior Action 1.2: The Recipient through the State Regulatory Agency of the Fuel and Energy
Complex has approved changes in electricity end-user tariffs for: (a) December 11, 2014-March
31, 2015, and (b) April 1, 2015.

Prior Action 1.3: The Recipient through the State Regulatory Agency of the Fuel and Energy
Complex has approved changes in district heating and hot water end-user tariffs for: (a)
December 11, 2014-March 31, 2015, and (b) April 1, 2015.

45, Improving the financial condition of the energy sector will be a major stride for
improving energy supply reliability. Tariffs set well below the cost-recovery level are the main
source of the financial deficit in the energy sector (see section 3.1). The sum of the fiscal and
quasi-fiscal deficit attributed to the power sector alone accounted for about 3 percent of GDP in
2012. In September 2014, the outstanding balance of sovereign-guaranteed debt to the power
sector was approximately US$1.6 billion, representing 45 percent of total public external debt and
22 percent of the GDP in 2013. At the absence of tariff reforms, the financial and operational
performance of the power sector will continue to deteriorate with the financial gap projected to
reach 12 percent of GDP on a cumulative basis by 2020. The financial condition of the heating
sector is similarly poor and largely dependent on extensive cross-subsidies from the power sector.
For example, the company transmitting and distributing heat generated by the CHP plant in
Bishkek purchases the heat at a price that covers less than a quarter of the heat generation costs.
The energy sector financial deficit needs to be addressed to ensure that the sector is able to
maintain its assets, make new investments to meet increasing demand and eventually ensure
reliable energy supply conductive to economic growth.

46.  The Government has embarked on tariff reforms aimed at a phased increase of end-
user energy tariffs. The Government approved the MTTP for the power and heating sectors for
2014-17 (Resolution N0.660, dated November 20, 2014). The MTTP envisages annual tariff
increases (Table 4) for different consumer groups so as to achieve short-term cost recovery by
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2017°. The MTTP envisages a 700kwh monthly threshold for residential electricity consumers
beyond which the residential consumers will be charged the short-term cost recovery tariff
(assessed for domestic power generation) plus the cost of imported power’ during the winter
months. The 700kWh threshold is the level of power consumption that can be satisfied through
domestic power generation. This threshold is therefore not a lifeline tariff; it is above the average
monthly power consumption (667kWh) of households during the 2013/14 winter season.
However, it will provide incentives for reducing power consumption. In line with the MTTP, the
State Regulatory Agency of the Fuel and Energy Complex (Regulatory Agency) has issued orders
(No.44, No.45, No.46 and No.47, dated December 11, 2014) enacting electricity, district heating
and hot water tariff increases for 2014 and 2015.

Table 4: Electricity, District Heating and Hot Water Tariff Revisions Envisaged by MTTP

Consumer Electricity in Som/kWh District Heating in Hot Water in Som/GCal
Categories (US$/kWh) Som/GCal (US$/GCal) (US$/GCal)
Before After Increases Before After Increases Before After Increases
Increases 2015* 2017* Increases 2015* 2017* Increases 2015* 2017*
Residential consumers 0.70 0.84 1.21 n/a n/a n/a n/a n/a n/a
(below 700kWh (0.012) | (0.015) | (0.021)
consumption for
electricity)
Residential consumers 0.70 | Weight | Weight 715 | 11348 1615.4 518.3 981.8 | 16154
(above 700kwWh (0.012) ed ed (12.42) | (19.71) | (28.06) (9.00) (17.2) | (28.06)
consumption for average | average
electricity) of 1.29 | of 1.47
(0.022) | (0.026)
+ +
import import
price price
Industrial, Agricultural 1.33 | Weight | Weight 929.2 | 1695.1 1981.3 929.2 | 1695.1 | 1981.3
and Other consumers (0.023) ed ed (16.14) | (29.45) | (34.42) (16.14) | (29.45) | (34.42)
average | average
of1.48 | of 1.69
(0.026) | (0.029)
+ +
import import
price price
Budgetary consumers 1.33 1.48 1.69 929.2 1695.1 1981.3 929.2 1695.1 1981.3
(0.023) | (0.026) | (0.029) (16.14) | (29.45) | (34.42) (16.14) | (29.45) | (34.42)
Pumping stations 0.70 0.78 0.89 n/a n/a n/a n/a n/a n/a
(0.012) | (0.014) | (0.015)

* Tariff revisions scheduled on April 1 of each year.

47.  The Government has committed to increase cash collected per kWh of power
generation by 10 percent and cash collected per GCal of heat generated by the Bishkek CHP
by 30 percent in 2015. In 2013, cash collected per unit of power and heat generated amounted to
0.59 Som/kWh (US$0.010/kWh) and 460 Som/GCal (US$7.99/kwWh) respectively. The
Government has committed to increase cash collected in the power sector to 0.64 Som/kWh
(US$0.011/kWh) and in the heating sector to 598 Som/Gcal (US$10.39/GCal) by 2015. To
achieve these indicators, tariffs for the power and heating sectors would need to increase as

6 The short term cost recovery tariff will allow the power and heating sector companies to recover recurrent expenses as well as the
debt service (interest and principal payments) in 2017. It will thus eliminate the financial gap of the two sectors in the short-term.
Further tariff increases would be needed to recover the sizable investment needs of the two sectors.

7 The Kyrgyz Government is currently negotiating the terms for importing power from Kazakhstan and possibly from
Turkeminstan. Preliminary agreements are for import of 1 billion kWh of electricity at a tariff of 5.4 Som/kWh (US$0.09).
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envisaged by the MTTP without deterioration of other operating performance indicators (e.g.
losses and collections) from 2013 levels.

Prior Action 1.4: The Recipient through: (a) the State Regulatory Department has approved a
tariff setting methodology for power sector companies; and (b) the State Regulatory Agency of the
Fuel and Energy Complex has established the 2015 tariffs for Electric Power Plants, National
Electricity Grid, Severelectro, Vostokelectro, Oshelectro and Jalalabadelectro consistent with
this methodology.®

48.  Tariff reforms need to be accompanied by a clear and consistently applied
methodology. While the MTTP for 2014-17 determines the planned electricity tariff increase for
end-users, there is no clearly defined methodology for setting tariffs for power sector companies.
The Electricity Law defines tariff setting principles and procedural requirements for setting and
revising power tariffs, which reflect good international practices. However, in practice, tariff
setting procedures have not followed these principles and have been subject to conflicting
methodologies due to overlapping responsibilities in economic regulation. At the absence of a
clearly defined tariff setting methodology and given the exceptionally low end-user tariffs, the
allocation of revenues between power sector companies has been determined based on frequent
negotiations between the Government and the sector companies. This method of tariff setting and
revenue distribution makes it difficult for the sector companies to realistically budget operating
and maintenance expenses, and to plan capital expenditures. It also undermines incentives for
companies to improve their operational performance.

49.  The Regulatory Agency has committed to allocate revenues between power sector
companies in 2015 based on the tariffs set according to the approved methodology. The
Regulatory Agency has developed a methodology that allows setting tariffs for the power sector
companies in a transparent and predictable manner. The Agency held public hearings with power
sector companies and other stakeholders to discuss the draft methodology on October 26 and 27,
2014 and subsequently finalized and approved it (Order No.32, dated November 10, 2014). The
Regulatory Agency issued Order No.50, dated December 15, 2014 approving power sector
company tariffs based on this new methodology. The sector revenue in 2015 will be consistently
allocated based on the approved tariffs.

Policy Area 2: Enhancing Sector Governance, Transparency and Accountability

Prior Action 2.1: The Recipient has established a framework pursuant to which the State
Regulatory Agency of the Fuel and Energy Complex shall carry out its economic regulatory
functions in the energy sector.

50. Delineating the roles and responsibilities in the energy sector with respect to
ownership, policy making and regulation is important to establish a clear framework for
sector regulation and governance. Overlapping responsibilities for sector governance and
regulation between Government entities caused confusion and inefficiency. Specifically, there

8 The State Regulatory Agency of the Fuel and Energy Complex is the successor of the State Regulatory Department
of the Fuel and Energy Complex (which was under the Ministry of Energy and Industry). Depending on the date of
the adoption of orders, the prior actions refer either to the State Regulatory Agency or the State Regulatory
Department.
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was significant overlap between the economic regulatory roles and responsibilities of the
Regulatory Department of the Fuel and Energy Complex and the Antimonopoly Agency.

51. The Kyrgyz authorities are implementing reforms to delineate roles and
responsibilities and to strengthen sector governance. The Parliament of the Kyrgyz Republic
approved amendments to the Law on Energy, the Law on Electricity and the Law on Natural
Monopolies on July 19, 2014. The amendments established the overall legal framework for
delineating the roles and responsibilities with respect to ownership, policy-making, economic
regulation, and technical inspection. The Government approved a resolution on the State
Regulatory Agency of the Fuel and Energy Complex (Resolution No0.650, dated November 14,
2014) establishing it as the single economic regulator in the energy sector. The resolution
prescribes the economic regulatory functions, including licensing, tariff setting, and performance
monitoring, entirely and exclusively to the Regulatory Agency. The resolution also specifies the
organizational set-up, initial staffing and financing arrangements for the Regulatory Agency.

52.  The Government has committed to ensure that the Regulatory Agency is able to
perform key economic regulatory functions. The ability of the Regulatory Agency to perform
economic regulatory functions will be assessed based on its satisfactory performance of tariff
setting and performance reporting and monitoring functions (evidenced by the achievement of the
target indicators for prior actions 1.4 and 2.2).

Prior Action 2.2: The Recipient through the State Regulatory Department of the Fuel and Energy
Complex has approved a performance reporting and monitoring framework for the power sector.

53.  Establishing a performance reporting and monitoring framework can help build
customer confidence and reduce opposition to tariff increases. The Qualitative Assessment of
Poverty and Social Impacts of Energy Tariff Reforms (World Bank, 2014) indicates that one of
the key reasons for public resistance to tariff reforms is the lack of confidence that increased
revenues of the sector will translate into improved service quality and reliability. Under the past
DPO series, a first step was made to increase the transparency of the power sector by mandating
sector companies to publish extensive information on their operational and financial performance.
However, the dispersed and changing responsibilities of economic regulation prevented
establishment of a systematic monitoring and evaluation framework that would allow adequate
tracking of the operational performance of power sector companies, in particular on power supply
reliability and quality. Establishing and enforcing a performance monitoring framework will
provide a clear path to better governance and accountability. The service quality indicators will
need to be regularly published to build consumer confidence in the sector, which is a critical
component of willingness to pay, especially in the Kyrgyz Republic.

54.  The Regulatory Agency has committed to monitor and quarterly publish service
quality indicators based on the approved performance reporting and monitoring
framework. The Regulatory Agency developed performance reporting and monitoring
regulation, specifying the service quality indicators that the power sector companies need to
quarterly report together with their calculation methodology and monitoring arrangements. The
Regulatory Agency held public hearings with power sector companies and other stakeholders on
October 26 and 27, 2014 to discuss the draft regulation and subsequently finalized and approved
it (Order No0.33, dated November 10, 2014). The service quality indicators for 2015 will be
published on the Regulatory Agency’s website on a quarterly basis at the end of the month
following the quarter end. After systematically monitoring and evaluating the service quality
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indicators for two years, the Regulatory Agency plans to set a baseline for key indicators and
define service quality standards against which the power sector companies will be held
accountable for.

Prior Action 2.3: The Recipient through the State Regulatory Department of the Fuel and Energy
Complex has established a working group to conduct public outreach campaigns and
institutionalize public hearings on its main economic regulatory decisions in the energy sector.

55.  Communications is critical in the success of major economic reforms, particularly
energy tariff reforms. As noted by the World Bank Group in its contribution to the G20 Energy
Sector Working Group titled “Technical Report on Transitional Policies to Assist the Poor While
Phasing Out Inefficient Fossil Fuel Subsidies That Encourage Wasteful Consumption,” regardless
of how well planned the transitional measures for subsidy removal are, if an effective
communication program is not implemented before, during, and after those measures go into
effect, it is very difficult to earn the public’s trust and foster understanding for the political
decisions. The experience of the Kyrgyz Republic also highlights this; as a young democracy with
influential stakeholder groups (population, parliament, civil society, private sector) tariff reforms
cannot be implemented in the country without consensus building. Reforms need to be well-
defined and explained in order to generate sufficient public support and understanding of the
rationale and longer term benefits associated with the proposed reforms. A well-designed
communication is important to enhancing the effectiveness of tariff reforms.

56.  The authorities recognize the importance of increasing public awareness about
energy sector challenges and reforms and the need to institutionalize the process of public
hearings for important decisions. As a first step, the Regulatory Agency set up a working group
(Order No.31, dated November 10, 2014) that works with a professional firm to initiate and
successfully implement a public outreach campaign for the planned reforms in 2014 and 2015.
With the support of the professional firm, the working group will institutionalize public hearings
for all decisions of the Regulatory Agency affecting economic interests of stakeholders. In 2015,
at least two public hearings are planned prior to the enactment of the annual tariff increases for
electricity and heating as envisaged by the MTTP. The expected outcomes of a successful public
outreach campaign will be increased public awareness about the rationale for energy tariffs
reforms. The baseline survey indicates that 17 percent of the respondents are aware about the
Government’s energy reform program. A targeted survey will also be conducted after the
campaign to measure the change in public awareness. Both the baseline and final survey will
include the collection of disaggregated data on gender and income levels.

Policy Area 3: Managing the Impact of Power Shortages on Poor Regions

Prior Action 3.1: The Recipient through its Ministry of Energy and Industry has established
monitoring and communication arrangements in the power supply management plans of the
regions consistent with the Fall-Winter Preparedness Plan 2014-2015.

57.  While the Government undertakes a set of important measures to address the winter
energy shortages, power shortages are inevitable in the short-term and need to be
adequately managed. Based on the water level of Toktogul reservoir, the operational capacity of
the existing CHP plants and the projected winter power demand, the power supply deficit is
expected to be 2.4 billion kWh, equivalent to about 1.5 months of power consumption. The tariff
reforms and accompanying governance and accountability reforms that the Government has
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initiated will take time to translate to improved reliability of energy supply and elimination of
winter power shortages. The Government therefore is also negotiating with neighboring countries
to import power and undertaking measures to adequately manage the expected shortage.

58.  The Government has prepared a Fall-Winter Preparedness Plan that includes power
system management plans for each region. Government issued Decree No.250, dated May 8,
2014 approving the Fall-Winter 2014/15 Winter Preparedness Plan and Decree N0.525, dated
September 4, 2014 as an addendum to Decree No 250. The two decrees include a set of measures
to address the imminent winter power shortages and to minimize the hardship for the population.
Adopted measures include the allocation of budget for purchasing fuel for heating of public
facilities, bringing the boilers running on coal and fuel oil into an operating condition, completing
urgent repairs and maintenance of power and heating assets, etc. Decree N0.525 also includes
power supply management plans for each region prepared based on a systematic forecast of power
supply and demand and resulting deficit. The plans aim to ensure that the distribution of load
rationing among regions is equitable (26 percent reduction of peak load is imposed on each
region) and that power restrictions are transparent and predictable for consumers. To ensure that
power rationing is applied transparently, equitably and predictably across the regions, the
Ministry of Energy and Industry has issued Order No.174, dated November 11, 2014 that defines
how regional energy consumption will be monitored, how power rationing will be enforced, and
how advance notification will be provided to consumers.

59.  The Ministry of Energy and Industry has committed to ensure that power rationing
IS equitable across the regions. The equitability of power rationing will be assessed by
comparing the regional power consumption in 2014/15 winter season against the regional average
power consumption of the previous three winter seasons and ensuring that resulting reduction (in
percentage terms) has less than 5 percent difference across the regions.

Table 5: Prior Actions and Analytical Underpinnings

Prior actions Analytical Underpinnings

Operation Policy Area 1: Improving Sector Financial Viability

Prior action # 1.1 The Recipient has approved the MTTP for | Power Sector Note, World Bank,
electricity and heating for 2014-2017 2014

Tariff Setting Methodology, World
Bank, ongoing

Urban  Heating and  Energy
Efficiency  Assessment, World
Bank, 2014

Prior action # 1.2 The Recipient through the State Regulatory Agency | Power Sector Note, World Bank,
of the Fuel and Energy Complex has approved changes in electricity | 2014
end-user tariffs for: (a) December 11, 2014-March 31, 2015; and (b) | Energy =~ Chapter ~ of  Public
April 1, 2015 Expenditure Review, World Bank,
2013

Prior action # 1.3 The Recipient through the State Regulatory Agency | Urban  Heating and  Energy
of the Fuel and Energy Complex has approved changes in district | Efficiency  Assessment, World
heating and hot water end-user tariffs for: (a) December 11, 2014- | Bank, 2014

March 31, 2015; and (b) April 1, 2015 Tariff Setting Methodology, World
Bank, ongoing

Prior action # 1.4 The Recipient through the (i) State Regulatory | Tariff Setting Methodology, World
Agency of the Fuel and Energy Complex has approved a tariff setting | Bank, ongoing
methodology for the power sector companies; and (ii) State Regulatory
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Prior actions

Analytical Underpinnings

Agency of the Fuel and Energy Complex has established the 2015
tariffs for Electric Power Plants, National Electricity Grid,
Severelectro, Vostokelectro, Oshelectro and Jalalabadelectro
consistent with this methodology

Policy Area 2: Enhancing Sector Governance, Transparency and Accountability

Prior action # 2.1 The Recipient has established a framework
pursuant to which the State Regulatory Agency of the Fuel and Energy
Complex shall carry out its economic regulatory functions in the
energy sector

Technical assistance under USAID
RESET Program (2014)

Prior action # 2.2 The Recipient through the State Regulatory
Department of the Fuel and Energy Complex has approved a
performance reporting and monitoring framework for the power sector

Tariff Setting Methodology, World
Bank, ongoing

Qualitative Assessment of Poverty
and Social Impacts of Tariff
Reforms, World Bank, 2014

Prior action # 2.3 The Recipient through the State Regulatory
Department of the Fuel and Energy Complex has established a
working group to conduct public outreach campaigns and
institutionalize public hearings on its main economic regulatory
decisions in the energy sector

Tariff Setting Methodology, World
Bank, ongoing

Public Information Program for
Sector Reforms and Tariffs, ADB,
ongoing

Policy Area 3: Managing Impact of Power Shortage

s on Poor Regions

Prior action # 3.1 The Recipient through its Ministry of Energy and
Industry has established monitoring and communication arrangements
in the power supply management plans of the regions consistent with

the Fall-Winter Preparedness Plan 2014-2015 .

4.3 LINK TO CPS AND OTHER BANK OPERATIONS

60.

The ESDPO is aligned with and supports the CPS for 2013-2017. The operation will

directly contribute to the third pillar of the CPS, improvement of management of natural resources

and infrastructure, by supporting policy measures that will
management in the energy sector. The operation will also contrib

strengthen governance and
ute to the second pillar of the

CPS, improvement of business environment and investment climate. According to the Business
Environment and Enterprise Performance Survey (2014), poor quality of power supply is one of
the biggest constraints to the business environment. The improved financial viability of the sector

would lead to improved service quality and supply reliability over
the business environment.

61.

time, thus helping to improve

The operation builds on the energy sector engagement of the World Bank Group,

which is focused on helping the Kyrgyz authorities to strengthen governance and accountability in

the sector, and enhance its financial viability (Box 4).
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Box 4: The World Bank Group Engagement in the Energy Sector of the Kyrgyz Republic

The World Bank Group (WBG) is engaged in the sector through investment financing operations,
analytical and advisory activities, and policy dialogue aimed at addressing the principal challenges in the
energy sector. The ESDPO will build on the ongoing WBG engagement, as explained below.

Energy Chapter of the PER (P129309) and the Power Sector Note: The PER and the Sector Note
analyzed the key challenges in the power sector of the Kyrgyz Republic and identified a comprehensive
package of measures to overcome them. The Government’s energy sector reform is guided by the analytical
underpinnings of this work. The ESDPO will further support several of the priority measures identified in the
PER and the Sector Note, including implementing tariff reforms, establishing a transparent and predictable
tariff setting methodology, and setting up a performance reporting and monitoring framework.

Technical Assistance on Tariff Setting Methodology (P146333): The technical assistance supports the
Regulatory Agency of the Fuel and Energy Complex in establishing a clear and predictable tariff setting
methodology for the power and heating sectors, assessing the distributional impact of tariffs, designing
mitigation measures and conducting a communication campaign to generate consensus for tariff reforms. The
support provided through this technical assistance will support the Regulatory Agency to implement several
of the policy measures of the ESDPO.

Heating and Energy Efficiency Assessment (P133058): The assessment identifies viable heating
solutions and energy efficiency measures for the urban building sector of the Kyrgyz Republic that would
help the country improve provision of heating services and address winter power shortages. The Government
intends to use the findings of the assessment to mobilize investment support from development partners. The
tariff reforms supported by the ESDPO will enhance the financial viability of heating and energy efficiency
investments and facilitate mobilization of funding.

Electricity Supply Accountability and Reliability Improvement Project (ESARIP) (P133446): The
recently approved ESARIP aims to strengthen the governance of the largest distribution company,
Severelectro, and improve the reliability of power supply in the project area. To achieve this objective, the
ESARIP envisages investments in metering, customer service and corporate management system
improvement, distribution infrastructure strengthening, and institutional strengthening and project
implementation support. By strengthening the governance and customer service of the largest distribution
company, the ESARIP will support implementation of the reforms supported by the ESDPO.

Central Asia South Asia Electricity Transmission and Trade Project (CASA-1000) (P145054): The
project aims to facilitate electricity trade between hydropower surplus countries in Central Asia and
electricity deficient countries in South Asia by putting in place the commercial and institutional arrangements
and the transmission infrastructure required for this trade. Additional export revenues generated through the
CASA-1000 will help improve the financial viability of the energy sector while the governance reforms
supported through the ESDPO will ensure that these revenues are used in an efficient and accountable

4.4 CONSULTATIONS, COLLABORATION WITH DEVELOPMENT PARTNERS

62.  The Government developed the Power Sector Development Strategy and the Energy
Sector Reform Action Plan through extensive consultations. The inclusiveness and
consultations while still nascent are becoming institutional features of the Government. In line
with the current practice in the country, all legal and regulatory changes are shared with the public
for discussion via the Government’s or the Ministry of Energy and Industry’s website. The
Energy Sector Reform Action Plan was prepared through extensive consultations with the donor
working group, and with the Fuel and Energy Transparency Initiative, a partnership of civil
society organizations and the Government aimed at increasing transparency, accountability and
opportunities of civic engagement in the energy sector. The Energy Sector Reform Action Plan
therefore has broad stakeholder support and the development partners support implementation of
measures outlined in the Action Plan.

63.  The Bank closely collaborated with development partners on the design of the
ESDPO. The Bank has closely coordinated the design of the DPO with the energy sector donor
working group represented by ADB, the World Bank, Japan International Cooperation Agency,
Germany Development Bank (KfW), and the United States Agency for International
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Development (USAID). ADB is supporting the Government with a public awareness campaign to
increase the overall awareness of energy sector challenges and reforms that are implemented to
address them. The USAID supported preparation of recent amendments to the energy sector laws,
which were approved by the Parliament on July 19, 2014. The Eurasian Development Bank
renewed its US$30 million rolling credit line to the main generation company Electric Power
Plants to finance preparations for the upcoming winter season.

5. OTHER DESIGN AND APPRAISAL ISSUES
5.1 POVERTY AND SOCIAL IMPACT

64.  The analysis assesses the impact of higher electricity tariffs and the impact of increased
district heating and hot water tariffs planned for 2015 for residential customers. The focus of the
analysis® is on estimating quantitative first round effect of the proposed tariff increases in the
short run'®, with the following scenarios being considered separately: (i) electricity price increase
of 20 percent; and (ii) district heating tariff increase of 44 percent and hot water tariff increase of
59 percent.

Electricity

65. Electricity tariff increases planned in 2015 are estimated to have a modest but
slightly regressive impact on household expenditures. In order to get the “worst case” scenario,
the impact of tariff increases was estimated without a reduction in the power consumption (in
volume terms). If this was to occur, the estimated reduction in real household income would be
0.5 percent for the bottom 40 percent. This presents an upper bound since generally consumption
behavior changes when prices rise. Also in the case of the Kyrgyz Republic, given the large
increase in electricity consumption over the last few years, there may be opportunities for
households to roll back some of their increased usage of electricity. The impact of the tariff
increases is likely to be moderately regressive with the lowest quintile experiencing a 0.6 percent
reduction in income compared to 0.5 for the top quintile.

Table 6: Electricity spending after price increase, by income quintile, 2015 — in percent

Quintile
Lowest Second Third Fourth Top Average
Share of electricity spending in
total expenditures AFTER price
increase 35 2.9 2.8 2.9 2.8 3.0
Reduction in real household
income 0.6 0.5 0.5 0.5 0.5 0.5

Source: World Bank calculations based on KIHS

66. Poverty is estimated to increase on average by 0.7 percentage points due to the
increase in electricity tariff, assuming no change in the residential electricity consumption
behavior. As indicated in the previous paragraph, the estimates of the poverty impact are based
on the assumption that households continue to consume the same amount of electricity pre- and

9 The basis for the analysis is the Kyrgyzstan Integrated Household Survey (KIHS) data for 2012 administered by National
Statistical Committee of the Kyrgyz Republic. This survey contains data on electricity and heat consumption by households, which
is used in the current analysis, preserving the 2012 patterns of electricity spending and total consumption as a baseline. The
simulations adopt forward looking approach i.e. the impact of energy price increases in 2015 is estimated, taking into account the
effect of growing GDP and related increase in household’s total expenditure.
10 The impact of electricity and heat tariffs reform will also have significant economy wide impact, affecting relative prices,
aggregate demand, labor market etc., creating second round effect, which is not focus of the current PSIA.
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post-tariff increases. If this were indeed to happen, the incidence of poverty would increase with
the biggest impact occurring in the two of the poorest oblasts (Jalal-Abad and Naryn) and in the
capital and relatively affluent city of Bishkek. These three areas would see an increase in poverty
rates of 1.1 to 1.5 percentage points.

Table 7: Change in Absolute Poverty Rates after Electricity Price Increase — in percent

Oblast Absolute poverty rate, Absolute poverty rate
baseline 2012 AFTER electricity price increase
Issyk-kul 28.1 | 28.4
Jalal-Abad 55.8 57.3
Naryn 39.9 ‘ 41.0
Batken 34.2 34.5
Osh 51.4 \ 51.6
Talas 39.6 40.2
Chui 16.6 \ 16.6
Bishkek 21.4 22.9

Source: World Bank calculations based on KIHS

District Heating and Hot Water

67.  Only a small portion of the population has access to district heating and hot water.
The majority of the households connected to the district heating system are located in Bishkek -
the city with the lowest poverty rate in the country (20 percent). An estimated 16 percent of the
total population (or 14 percent of all households) and 8 percent of the poor live in Bishkek. Thus,
the increase in district heating and hot water tariffs will affect a small portion of the overall poor
since the majority of households use other forms of energy for heating.

68.  The increase in tariffs for district heating and hot water tariffs by 44 and 59 percent
respectively will have a marginal impact on the level of poverty. Due to the lack of metering
and temperature controls, households are unable to measure and adjust their consumption.
Consequently, “norm-based” billing is applied that uses a formula based on the size of the unit
and the number of registered persons. This means that there is no price elasticity of consumption.
As can be seen in the table below, which depicts the result of simulations, the tariff increases
result in the share of heating expenditures in total expenditures increasing from 2.4 percent to 3.2
percent for district heating and from 2.0 to 3.2 percent for hot water for those households
connected to district heating — a relatively moderate impact. The decrease in real income is also
limited with 0.9 percent for district heating and 1.3 percent for hot water on average for the
poorest quintile of the population.
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Table 8: Implication of District Heating and Hot Water Tariffs Increase on Household

Spending and Incomes (only households connected to central heating and hot water), 2015 —
in percent

Quintile
Lowest Second Third Fourth Top Average
Expenditures in total household expenditures

w/ Old Tariff Prior to Medium-Term Tariff Policy

For District Heating 2.4 2.1 2.2 2.2 25 2.4
For Hot Water 2.2 2.1 2.2 2.1 1.7 2.0
w/ New Tariff
For District Heating 3.2 2.9 3.0 3.0 35 3.2
For Hot Water 35 34 3.6 3.3 2.7 3.2
Decrease in real income
w/ New Tariff
For District Heating 0.9 0.8 0.8 0.8 0.9 0.8
For Hot Water 1.3 1.3 14 1.3 1.0 1.2

Source: World Bank calculations based on KIHS

69.  The increase in tariffs implies a decrease in subsidies to households; some poor
households will be affected, though the main impact will be mainly on the non-poor. Most of
the households connected to district heating are located in Bishkek and are non-poor. The higher
tariffs will reduce the total amount of the implicit subsidies for district heating and hot water; the
distributional impact of the implicit subsidy remains unchanged after the tariff increase as the
absence of metering and norm-based billing means customers do not adjust their district heating
and hot water consumption according to affordability.

Figure 2: Distribution of implicit energy subsidies, by location— in percent
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Source: World Bank calculations based on KIHS
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70. At the absence of tariff and governance reforms and without adequate management
of power shortages, however, the poverty implications will be more severe. If the energy
sector’s fiscal sustainability is not addressed, there will be further power supply shortages. Tariff
and governance reforms are critical to ensuring reliable supply of energy. In the Kyrgyz Republic,
alternatives to power and district heating supply are limited, especially for the urban population,
who cannot easily switch to other sources of energy. Shortages in power supply will also likely
increase the price of alternative fuels such as coal, kerosene, and firewood - which are an
important source for heating and cooking, especially in rural areas. In addition, energy shortages
would also indirectly affect small businesses and thus, employment, as they may be unable to
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afford back-up options for power and heat supply (e.g., diesel generators). While the exact
quantitative poverty impact of electricity shortages is difficult to estimate, based on data from
2009-2010 (when the Kyrgyz Republic experienced a similar situation), the poverty rate increased
by 2-3 percentage points, due to, among other factors, problems in energy supply.

Social Impacts

71.  While the social impact of the proposed operation in the short-term is limited, the
ESDPO could contribute to generate a positive social impact in the longer term, especially
for women. Overall, the reforms supported by the operation, including tariff increases, will have
similar impacts on men and women. At the same time, the Qualitative Assessment of Poverty and
Social Impacts of Tariff Reforms (World Bank, 2014) indicated that women generally receive less
information and are less aware of energy reforms. Women may thus have different and more
acute needs in terms of receiving information on energy sector reform initiatives in the Kyrgyz
Republic. The nationally representative surveys that will be conducted prior and subsequent to the
public communication campaign will assess the change in awareness and acceptance of energy
reforms and will provide disaggregated data by gender and income level. In the medium- to long-
term, the improvement of energy supply reliability will have positive social impact, especially for
women. Women spend significantly more time at home than men. Labor force survey data (2012)
indicated that 23 percent of adult women report housekeeping as their main activity, this
compares to only 1 percent for men. Within the household, it is almost exclusively women’s
responsibility to do housekeeping chores, such as cooking, cleaning, laundering, ironing, and
repairing of clothing. Thus, women are the major users of household electricity, and frequent and
prolonged power interruptions affect them more acutely and increase their time burden. The time
and energy burden of household tasks reduces women’s time for educational pursuits, income-
generating activities, and family and community activities. Reliability of electricity supply
(lighting) in public spaces, such as on streets and in bus stops, would also create a safer
environment for women.

5.2 ENVIRONMENTAL ASPECTS

72.  The energy sector of the Kyrgyz Republic is highly sensitive to climate change.
According to the World Bank Report on Adapting to Climate Change in the ECA Region (2009),
the Kyrgyz Republic ranks among the three most vulnerable countries to climate change in the
ECA region and the upper 50 percent of countries in the region likely to experience a higher
increase in climate extremes in the future, including changing hydrology and glacier melting.
Given the strong dependency on hydropower, the energy sector in the Kyrgyz Republic is
particularly sensitive to the impact of climate change through a potential increase in the variability
of hydrology. As the report further highlights, under-investments in energy infrastructure, as is
the case in the Kyrgyz Republic, further accentuate the vulnerability to the impact of climate
change.

73.  The implementation of the policy actions supported by the proposed ESDPO is not
likely to have significant impact on environment, forests, and natural resources. By
supporting energy tariff reforms, which will help to correct distorted price signals, the operation is
likely to have positive environmental benefits. Energy intensity in terms of electricity
consumption per capita and square meter in buildings is relatively high in the Kyrgyz Republic
compared to countries with similar climates and/or income levels. Accordingly, gradually
increasing energy tariffs will create more incentives for households and industries to improve the
efficient use of energy and/or reduce consumption. Given that the current level of electricity and
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district heating tariffs is exceptionally low and switching to alternative fuels generally requires
upfront investments, the tariff increases are not likely to trigger households and business to switch
to alternative fuel sources, including more polluting fuels.

5.3 PUBLIC FINANCIAL MANAGEMENT, DISBURSEMENT AND AUDITING
ASPECTS

Accounting, Recording, and Reporting

74. Improvements in the systems of accounting, recording and reporting are necessary.
Automation of treasury functions is limited to partial reconciliation of information between
regional treasuries, local transit banks, the central treasury and the National Bank, there is no
comprehensive automation of accounting, recording, and reporting. A fully integrated system is
being developed. Quarterly reports are submitted to the president, the parliament and the prime
minister. By mid-May of each year, the government submits annual report for the execution of the
budget (cash-based) to the parliament. It includes extensive information on revenues and
expenditures; however, it does not include accounting policies and is not supported by
disclosures. The Republican government budget is published on the Ministry of Finance’s web
site (www.minfin.kg) and monthly execution tables are published on the web-site of the central
treasury (www.kazna.kg) within a month.

75. National accounting and reporting standards for the public sector are not developed
yet. The ongoing Public Financial Management (PFM) Trust Fund supports a few International
Public Sector Accounting Standards related activities, including development of a concept for the
methodological base and a limited number of introductory trainings to familiarize public
accountants.

Public Sector Auditing

76. Public sector auditing is performed by the Chamber of Accounts (CoA), the
equivalent of supreme audit institution. The CoA auditing activities are limited to the budget
execution report and no audit opinion is given; instead a lengthy report of errors and violations is
submitted to Parliament. The CoA audit of revenues and expenditure each year is not complete;
the standards in relation to audit of financial statements are not transparent. The CoA ongoing
technical assistance should enable the CoA to develop capacity to conduct financial audits in
accordance with international standards.

77. Internal audit is overall weak; however, recent measures should gradually
strengthen this function. The institutional capacity for effective internal audit practices is
limited, including capacity for quality assurance by the central harmonization unit in the Ministry
of Finance. The recently adopted legal and regulatory framework for Internal Audit needs to be
rolled out and serve its proper function in the whole of public sector.

Foreign Exchange Control Environment

78.  The last safeguards assessment update concluded that the NBKR has established
important safeguards in financial reporting, external and internal audits. The IMF
completed the update on October 28, 2011, and, in addition, highlighted some areas for
improvement in the NBKR operations, including more effective reporting by the audit committee.
The proposed new Banking Code is expected to strengthen the institutional autonomy and give
the NBKR sole responsibility for the governance of official foreign exchange reserves.
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79.  The NBKR has been audited regularly by internationally recognized audit firms. The
audit of the consolidated financial statements for 2013 was conducted by Grant Thornton, which
issued unmodified audit opinion. Previous financial statements audited by LLC KPMG Bishkek
have also been unmodified with no major issues raised in the management letter.

Public Procurement

80.  Recent changes to the legal and institutional framework for public procurement are
bringing it in line with international good practices. As part of the past DPOs 1 and 2
substantial progress was achieved in improving and modernizing public procurement in the
country. The revised Public Procurement Law (PPL) is under discussion in the parliament. The
Government issued a regulation to create a public procurement regulatory body and shared
regulation to create an independent complaint review commission, which will be ratified after the
new PPL is ratified. The Government successfully launched e-procurement and public
procurement portal. The public procurement portal will contain procurement plans, bidding
opportunities and contract awards. The Bank continues to support procurement capacity building
(with ECA PFM TF) and institutional capacity building (regulatory body and complaint review
commission) with an IDF Grant. With the above initiatives, the capacity and the legal framework
will considerably improve. This should strengthen the adherence to procurement rules, a critical
weakness in the existing system and reduce corruption in procurement.

Budget

81. Enactment of the Budget Code, currently in Parliament approval procedure, will
significantly strengthen budget processes in the future. The draft submitted to the Parliament
in October 2012 and approved in the first reading in June 2014 strengthens controls over non-
allocated funds in the treasury, advances the introduction of internal audit and medium-term
budgeting, and provides more clarity to the overall budget cycle.

Disbursement and Audit

82.  The credit and grant proceeds would be made available to the Kyrgyz Republic upon
the effectiveness of the Financing Agreement and submission of withdrawal applications for
the credit and grant. IDA will disburse the amount into a foreign currency deposit account that
forms part of the country’s official foreign exchange reserves and is opened for that purpose in
NBKR. This account is available for budget financing and will be managed by and subject to the
control of the Ministry of Finance. The Recipient shall ensure that upon deposit of the proceeds of
the credit and grant into the said account, and conversion into national currency, an equivalent
amount will be credited in the Recipient’s budget management system, in a manner acceptable to
the IDA, that is: the current Treasury account will be credited with the Kyrgyz som equivalent at
the official exchange rate. The foreign exchange proceeds of the proposed ESDPO will be sold by
the NBKR or held in reserves, in accordance with the objectives of monetary policy. The
authorities will report to the World Bank the amount deposited in the account and confirm its
availability to finance budget expenditures within 30 days of receiving such funds. If, after
depositing funds in this account, the proceeds of the credit and/or grant are used for ineligible
purposes as defined in the Financing Agreement, the World Bank will require the authorities to
refund the amount to the World Bank. Money refunded to IDA in respect of payments made for
ineligible expenditures would be cancelled.

83.  The administration and accounting of the credit will be the responsibility of the
Ministry of Finance. The Ministry of Finance will be responsible for the credit and grant
administration and for preparing the withdrawal application. The Ministry of Finance, with the
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assistance of the NBKR, will maintain records of all transactions under the credit in accordance
with sound accounting practices.

84.  Auditing. Considering the Bank’s knowledge of the PFM systems and the ongoing
improvements of these systems, the positive assessment of the NBKR made by the IMF, previous
unmodified audit reports issued by the NBKR’s auditor on the recent years’ financial statements,
no additional fiduciary arrangements, including audit, will be required for the deposit account.
Given that this is a high risk fiduciary operation, the Bank reserves the right to request an audit of
the foreign currency deposit account.

Overall Assessment

85.  The overall fiduciary environment is weak. Functioning foreign exchange control
environment in the NBKR in which the ESDPO proceeds are deposited as well as current budget
execution reporting requirements are sufficient for the purposes of the proposed ESDPO funds
flow.

5.4 MONITORING AND EVALUATION

86.  The Ministry of Energy and Industry and the State Regulatory Agency of the Fuel
and Energy Complex are jointly responsible for the monitoring and evaluation of the
proposed operation. Monitoring and evaluation will largely rely on the techno-economic
indicators that the Regulatory Agency receives from the energy sector companies. The results
indicator related to public communication will be collected by an independent professional firm
that will support the Regulatory Agency with the public communication campaign. Although
reliability of data is a serious issue for the energy sector due to the overall weak governance and
lack of adequate information management systems, the results indicators for the proposed
operation are based on data that is easy to monitor and verify.

6. SUMMARY OF RISKS AND MITIGATION

87.  The overall risk of the proposed operation is high. The main risks to the proposed
program’s outcomes are political and governance risks, macroeconomic risks, operational
sustainability risks and stakeholder risks.

88. Political and governance risks. The political environment in the Kyrgyz Republic has
stabilized over the past year. However, the country still faces challenges as a young democracy
and changes/reshuffling of the Government are likely to continue. The parliamentary elections in
October 2015 may contribute to political instability and so may the winter energy shortages, if not
managed adequately. Stability will also depend on the state’s ability to fight corruption. The
proposed DPO measures designed to strengthen energy sector governance, transparency and
accountability should help to reduce political and governance risks. Nevertheless, the residual risk
is high.

89.  Macroeconomic risks. Macroeconomic risks have increased. Lower growth in Russia and
Kazakhstan could weaken inflows of remittances, Kyrgyz exports and lead to further pressures on
the exchange rate and prices. Another disruption in gold production or a significant deterioration
in the terms-of-trade (decline in gold prices or spike in food and energy prices) will negatively
impact the external balance. The medium-term fiscal policy for 2015-2017, while addressing
bottlenecks in key infrastructure sector, will also increase fiscal risks, which if not managed
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properly could jeopardize sustainability. The Bank’s planned continued engagement through
budget support programs and the announced intentions of the authorities to enter into an
arrangement with the IMF will partly mitigate these risks; however, the remaining risk is high.

90.  Sector strategies and policies. The institutional arrangements in the energy sector are
sub-optimal and there is significant overlap of roles and responsibilities, particularly with respect
to economic regulation. The absence of clear responsibility for regulation has discouraged the
development of a robust framework for economic regulation. The establishing of an economic
regulator in November 2014 is a significant step to improve the institutional framework. Adoption
of a transparent and predictable tariff setting methodology and establishment of an adequate
performance monitoring framework supported by this ESDPO should further strengthen the
regulatory framework. However, further progress in this area would be needed. The
Government’s planned establishment of an independent settlement center and strengthening of the
capacity of the Regulatory Agency should help reduce these risks.

91. Institutional capacity for implementation and sustainability risks. The policy
measures supported by the ESDPO are largely focused on developing and implementing
resolutions, regulations and plans in line with the revisions of primary legislation that has been
already enacted. This should facilitate the implementation. However, tariff reforms are highly
sensitive and have been reversed in the past. Therefore, sustainability risk is high. To mitigate this
risk, the Government has launched an extensive public communication campaign related to the
planned energy sector reforms, while the ESDPO supports the energy regulator in
institutionalizing public hearings for main economic regulatory decisions in the future.

92.  Fiduciary risks. Fiduciary environment is overall weak. The authorities have made
important PFM reform steps under the past DPO series, including adoption of the Law on Internal
Audit, enactment of Budget Code, and measures taken to enhance transparency and accountability
of public procurement. However, these reforms take time to produce visible results. Fiduciary
arrangements specific to the proposed ESDPO appear adequate.

93.  Stakeholder risks. Tariff reforms have faced significant resistance in the past due to lack
of consultation and communication and lack of confidence that the increased revenues of the
energy sector will benefit the broader population. To mitigate these risks, the operation supports
establishment of more rigorous reporting, communication and accountability measures. Still, the
stakeholder risk remains high.

Risk Categories Rating

1. Political and governance High

2. Macroeconomic High

3. Sector strategies and policies Substantial
4. Technical design of program Low

5. Institutional capacity for implementation and sustainability | High

6. Fiduciary High

7. Environment and social Moderate
8. Stakeholders High
Overall High
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ANNEX 1: POLICY AND RESULTS MATRIX

Prior actions and Triggers

Results

Policy Area 1: |

mproving Sector Financial Viability

Prior action # 1.1 The Recipient has approved the MTTP for
Electricity and Heating for 2014-2017 pursuant to Resolution
No.660, dated November 20, 2014, and effective on December
10, 2014.

Financial viability of the power and heating sectors improved

Baseline: measured by the baseline indicators of prior actions #1.2 and #1.3
Target: measured by target indicators of prior actions #1.2 and #1.3

Prior action # 1.2 The Recipient, through the State Regulatory
Agency of the Fuel and Energy Complex has approved changes
in electricity end-user tariffs for: (a) December 11, 2014 - March
31, 2015, pursuant to Order No.45, dated December 11, 2014,
and (b) April 1, 2015, pursuant to Order No.47, dated December
11, 2014.

Cash collected per kWh of power generated

Baseline: 0.59 Som/kwh (2013)
Target: 0.64 Som/kWh (2015)

Prior action # 1.3 The Recipient, through the State Regulatory
Agency of the Fuel and Energy Complex has approved changes
in district heating and hot water end-user tariffs for: (a)
December 11, 2014 — March 31, 2015, pursuant to Order No.44,
dated December 11, 2014 and (b) April 1, 2015, pursuant to
Order No0.46, dated December 11, 2014.

Cash collected per Gcal of heat generated by Bishkek CHP

Baseline: 460 Som/GCal (2013/14)
Target: 598 Som/Gcal (2014/15)

Prior action # 1.4 The Recipient, through the: (a) State
Regulatory Department of the Fuel and Energy Complex has
approved a tariff setting methodology for the power sector
companies pursuant to Order No.32, dated November 10, 2014;
and, (b) State Regulatory Agency of the Fuel and Energy
Complex has established the 2015 tariffs for Electric Power
Plants, National Electricity Grid of Kyrgyzstan, Severelectro,
Vostokelectro, Oshelectro and Jalala-abatelectro, consistent with
the methodology in said Order No.32 and pursuant to Order

Power sector revenues are allocated based on tariffs for power sector companies set
according to the approved methodology

Baseline: Lack of tariff setting methodology for company tariffs (2013)
Target: power sector revenue is allocated based on the tariffs for power sector
companies set according to the approved methodology (2015)

No.50, dated December 15, 2014.

Policy Area 2: Enhancing Sector Governance, Transparency and Accountability
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Prior actions and Triggers

Results

Prior action # 2.1 The Recipient has established a framework
pursuant to which the State Regulatory Agency of the Fuel and
Energy Complex Recipient shall carry out its economic
regulatory functions in the energy sector, pursuant to Resolution
No0.650, dated November 14, 2014, and effective on November
25, 2014.

State Regulatory Agency of the Fuel and Energy Complex is able to perform key
economic regulatory functions (licensing, tariff setting and performance monitoring)
as evidenced by achievement of target indicators #1.4 and #2.2

Baseline: Economic regulatory responsibilities are not consistently performed (2013)
Target: Economic regulatory responsibilities are consistently performed as evidenced
by the achievement of target indicators of prior actions #1.4 and #2.2 (2015).

Prior action # 2.2 The Recipient, through the State Regulatory
Department of the Fuel and Energy Complex has approved a
performance reporting and monitoring framework for the power
sector pursuant to Order No.33, dated November 10, 2014.

Service quality indicators for the power sector are regularly monitored and disclosed

Baseline: Service quality indicators for the power sector are not systematically
collected and disclosed (2013)
Target: Service quality indicators for the power sector are quarterly disclosed (2015)

Prior action # 2.3 The Recipient, through the State Regulatory
Department of the Fuel and Energy Complex has established a
working group to conduct public outreach campaigns and
institutionalize public hearings on its main economic regulatory
decisions in the energy sector pursuant to Order No.31, dated
November 10, 2014.

(i) Public awareness about the country’s energy sector challenges and reforms
increased; (ii) public hearings held by the State Regulatory Agency of the Fuel and
Energy Complex

Baseline: (i) 17.2 percent of respondents aware of energy sector challenges and
reforms (2014); and (ii) no public hearings conducted (2013)

Target: (i) 27 percent of respondents aware of energy sector challenges and reforms
(2015); and (ii) State Regulatory Agency of the Fuel and Energy Complex holds at
least two public hearings (2015)

Policy Area 3: Managing

Impact of Power Shortages on Poor Regions

Prior action # 3.1 The Recipient, through its Ministry of Energy
and Industry has established monitoring and communication
arrangements for the power supply management plans of the
Recipient’s regions consistent with the Fall-Winter Preparedness
Plan 2014-2015, pursuant to Order No.174, dated November 11,
2014.

The load rationing is equitable among the regions

Baseline: Power supply management plans for the regions are not available (2013)
Target: Reduction in regional power consumption (2014/2015 consumption compared
to regional average consumption of previous three years) does not differ by more than
5% across the regions
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ANNEX 2: LETTER OF DEVELOPMENT POLICY

Official Translation
His Excellency Jim Yong Kim,
President of the World Bank Group
1818 H Street, N.W.
Washington DC, 20433

December 23, 2014

Your Excellency,

The Kyrgyz Republic would like to express its gratitude and appreciation to the World Bank for
being a trusted partner and supporting the country in its efforts to foster sustainable socio-
economic development. Our reform agenda is grounded on the National Strategy for Sustainable
Development 2013-17, which sets the strategic direction of sustainable development, sovereignty
and national security through appropriate economic policies, building up of human capital and
strengthening of environment protection and crisis preparedness. The energy sector is central to
the reform agenda since it has significant potential for growth and yet is a major bottleneck for the
business environment and for sustainable economic development.

| am writing to request on behalf of the Government of the Kyrgyz Republic an Energy Sector
Development Policy Operation (DPO) of US$24 million to support our program of measures that
aims to gradually improve the reliability of the energy supply by strengthening the financial
viability of the sector and enhancing its governance, while managing the impact of power
shortages on poor regions. In this letter we outline the energy sector reform program of the
Government.

Recent Macroeconomic Developments

The external economic environment has become more challenging during 2014. Our main trading
partners - Russia and Kazakhstan - saw significant slowdown in economic activity; they reduced
their economic growth projections on three occasions and their currencies are depreciating. This
affected the non-gold exports, the inflow of private transfers as well as consumer and investor
sentiments and put pressure on the local currency (som), thus increasing inflation. Furthermore,
the poor harvest affected agriculture output. In response, we undertook serious steps to support
economic activity and safeguard macroeconomic stability, including significantly stepping up the
implementation of infrastructure projects and increasing the Government’s deposits.

The Kyrgyz Republic recorded positive economic growth in the first nine months of 2014;
however, the growth has been slowing down notably since the beginning of the year. Based on the
preliminary estimates of the Kyrgyz National Statistics Committee, the country’s nominal GDP
reached KGS 266.6 billion (US$5.1 billion) and grew by 3.0 percent in real terms during the
period from January to September 2014 compared to 8.9 percent a year earlier.

Our fiscal policy during 2014 was aimed at supporting economic activity, protecting the

vulnerable and safeguarding fiscal solvency. We were able to off-set the negative impact of the
slowdown over our revenues by increasing excise taxes on tobacco and alcohol products,
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increasing grants and non-tax revenues (mostly from dividends from government shares in
companies) as well as improving tax administration. We continued to implement prudent
expenditure policies. We fully met our social obligations and were able to increase allocations for
means-tested social transfers while wage increases were limited to critical parts of the public
sector (law enforcement agencies) and the civil servants with the lowest earnings. At the same
time, we implemented stronger controls over spending on goods and services. Finally, we were
able to increase public capital spending by more than 50 percent trying to tackle key infrastructure
gaps in transport and energy.

Pressures on the exchange rate of the som and higher imported fuel prices resulted in a pick-up in
inflation. Annual inflation surged to 8.5 percent in June 2014, its highest level since late 2011 and
up from 4 percent in December last year, but has since retreated to 7.4% in September. The
National Bank of the Kyrgyz Republic (NBKR) remains committed to maintaining inflation in
single-digit levels and is actively using its instruments to achieve this objective. The NBKR
increased the discount rate in October 2014 bringing it to 9%. The NBKR also stepped up its
interventions on the market and withdrew som liquidity to smooth large fluctuations of som.

Our macroeconomic policies over the medium-term are aimed at actively supporting economic
activity while safeguarding macroeconomic stability. The medium-term outlook for the external
environment remains uncertain. We are also aware that while our accession to the Belarus-
Kazakhstan-Russia Customs Union would be beneficial in the long-run, there will be significant
challenges in the short-run, especially for our vibrant re-export sector. In response, our 2015-2017
fiscal policy will provide an investment-led stimulus to the economy. We plan to increase our
capital spending to around 10 percent of GDP to finance investments in key infrastructure sectors
(energy sector and roads). At the same time, we are committed to tightly control the current
spending. With financing already secured from affordable external sources and with the planned
tax policy (higher excises, reduced VAT exemptions) and administration reforms, we are
confident that we will maintain fiscal solvency and contribute to macroeconomic stability. At the
same time, the NBKR remains committed to maintaining price and financial sector stability. In
order to do so, the NBKR will continue to improve the recently introduced monetary policy
framework and to enhance its regulatory and supervisory functions, including through gradual
adoption of risk-based supervision.

With the support of development partners, we are also implementing reforms to improve the
functioning of public institutions and enhance the business environment. We continue with the
implementation of our anti-corruption agenda, including on prevention of conflict of interest and
increasing transparency in the operations of the public administration and the assets of civil
servants. For example, in the area of public financial management, the new Republican Budget
Law for 2015 and Public Procurement Law are currently in parliamentary approval process and
we remain committed to introducing good international practice in these areas. We also continue
to make efforts to implement a fully integrated treasury management information system and
strengthen internal and external audit arrangements in the public sector. We are also committed to
improving the business environment by reducing, streamlining and automating procedures. As in
the past, we hope that the implementation of these measures will be supported by the future
development policy operations of the World Bank.

Energy Sector Challenges
The energy sector faces a serious crisis, which may undermine the economic growth and the
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social wellbeing. Due to poor hydrology in 2014, the water inflow of Toktogul water reservoir
was low this year amounting to less than 63 percent of the historical average in summer months.
Our projections indicate that the water volume in Toktogul reservoir will be about 9.1 billion
cubic meters by January 1, 2015, and 6.7 billion cubic meters by April 1, 2015. At the same time,
in the past few years the power demand increased substantially, especially in winter. This means
that the country will likely experience significant power shortages during the 2014-15 winter
season, estimated at 2.4 billion kwWh or about 1.5 months of power consumption.

The looming energy crisis, while intensified by the poor hydrology, is triggered by a number of

structural weaknesses. These include:

e Financial losses of the energy sector due to low tariffs and resulting significant under-
recovery of costs associated with power and heat supply. As a result, the maintenance,
modernization, and construction of energy assets have been deferred,;

e Aging assets (50 percent of energy sector assets have the end of their useful life) that are in
poor condition;

e Low operational performance of the sector characterized by frequent power outages and high
technical losses;

e Weak governance of the sector with low level of transparency and accountability in its
operations;

e Lack of trust of the general public towards the energy sector and therefore lack of acceptance
for reforms.

We intend to transform the crisis situation into an opportunity and carry out much needed reforms
in the energy sector. The reform program will address the above weaknesses in a systematic and
sustainable manner; and help tackle such crisis in the future (poor hydrology has been repeating
every 5-6 years). Simultaneously, we plan to undertake measures to minimize the impact of the
imminent crisis as discussed later in this letter.

Energy Sector Reform Program Goals

The overarching goal of the medium-term Power Sector Development Strategy (2012-2017) is to
develop a reliable, efficient and transparent energy sector that meets the needs of Kyrgyz
population and its economy in a sustainable manner. The Strategy also aims to transform the
energy sector from a financial burden to a financial contributor to the state budget with sector
companies able to competitively attract private capital based on the strength of their balance
sheets. To translate these goals into attainable actions and to coordinate donor support to the
sector, the Government adopted the Energy Sector Reform Action Plan for 2013-14, which
defines policy actions that will create the foundation for achieving the medium term goals. The
sections that follow outline the policy actions that the Government pursues, including those which
are supported by the proposed Energy Sector Development Policy Operation.

Governance, Transparency and Accountability Reforms

Governance, transparency and accountability reforms aim to enhance the operational efficiency of
the energy sector and rebuild consumer trust towards the sector. We have already undertaken a
number of policy actions in this area. Thus, on July 19, 2014, several key laws were amended (the
Law on Energy, the Law on Electricity and the Law on Natural Monopolies) to clearly delineate
the policy-making, ownership and economic regulation functions in the energy sector. The
amendments also removed the requirement for the Parliamentary approval of electricity end-user
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tariff revisions and created the legal basis for the establishment of an energy sector regulator and
an independent settlement center.

Based on the legal amendments, the Government has issued Resolution No0.650, dated November
14, 2014 approving the Regulation on the State Regulatory Agency of the Fuel and Energy
Complex under the Government of the Kyrgyz Republic. The Resolution assigns to the Regulatory
Agency all key functions of economic regulation, including licensing, tariff setting and
performance reporting and monitoring. The Resolution also specifies the number of staff,
structure and sources of financing of the Regulatory Agency. Going forward, the newly created
Regulatory Agency will play an important role in the energy sector. To that end, we prioritize the
need to strengthens its institutional capacity (staffing and qualifications of staff), enhance its
governance (internal decision making and consultations), and ensure adequate financial resources
for its functioning. We count on the support of development partners, especially of the World
Bank Group, to support the establishment and strengthening of the Regulatory Agency.

The Regulatory Department of the Fuel and Energy Complex has started developing key
regulations for the energy sector. It has established a tariff setting methodology for the power
sector (see next section) has also issued an Order No.33, dated November 10, 2014 establishing a
performance reporting and monitoring framework for the power companies. The framework
defines the service quality indicators the power sector companies will report on and which will be
monitored, verified and published quarterly by the Regulatory Agency. The publication of 2014
service quality indicators is planned in February 2015 and thereafter on quarterly basis. We
consider this an important accountability measure that should accompany tariff reforms. Based on
the ongoing technical assistance of the World Bank, the Regulatory Agency will also establish a
performance reporting and monitoring framework for the heating sector by March 2015. After
monitoring the service quality indicators for two years, the Regulatory Agency will establish a
baseline and set service quality standards against this baseline that the energy sector companies
should meet over time. In addition, the Regulatory Agency will establish a multi-year investment
planning framework that will link with service quality standards and improve the investment
planning, prioritization and implementation by the energy sector companies.

Based on recent amendments in the legislation, we also plan to establish an independent
settlement center in the power sector. The settlement center will allow for transparent accounting
and monitoring of electricity and financial flows between the power sector companies.

While the independent settlement center will enhance the transparency at the wholesale level, we
also undertake measures to strengthen the transparency and accountability at the company level.
The Electricity Supply Accountability and Reliability Improvement Project funded by the World
Bank supports strengthening of the governance of the largest distribution company, Severelectro,
by incorporating Management Information Systems to provide real-time and reliable corporate
and commercial information and therefore ensure that business operations are efficient, traceable,
and transparent. We plan to replicate the same measures for the other large power sector
companies with the support of development partners and increasingly through the private sector
participation.

Going forward, we will strengthen the management of the energy sector companies and their

internal controls. To that end, we intend to hire the senior managers of the companies
competitively based on clearly specified Terms of References and qualification requirements for a
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minimum tenure. We will also re-engineer business processes of the companies to strengthen the
systems of checks and balances and to optimize the roles and responsibilities.

We recognize that the public communication is an essential part of our governance and
transparency reforms so as to rebuild the customers’ trust towards the energy sector. To that end,
we have launched an extensive public communication campaign supported by the Asian
Development Bank. In addition, the Regulatory Department of the Fuel and Energy Complex has
issued Order No.31, dated November 10, 2014 institutionalizing the process of public hearings
and approving a working group for conducting public outreach campaign. Through this Order,
the Regulatory Department has committed that all decisions and reforms concerning the economic
interests of energy sector stakeholders will be made following a due process of consultations.
Through the support of a professional PR firm hired under the World Bank supported technical
assistance, the Regulatory Department held two public hearings on October 27 and 28, 2014 to
discuss the draft tariff setting methodology and the performance reporting and monitoring
framework [http://www.regulatortek.kg/node/251 and http://www.regulatortek.kg/node/258 ]. The
working group established pursuant to the above Order is implementing a public communication
campaign with the support of the World Bank to generate consensus around the policy measures
that we currently pursue and that are supported by the proposed Energy Sector DPO.

Financial Sustainability Reforms

We recognize that the failure to increase electricity and heating tariffs for an extended period has
resulted in inability of the companies to make required investments both in new assets and in
modernization, upgrading and maintenance of existing assets. As a result, the energy sector assets
are in poor condition leading to frequent equipment failures and system overloads. This in turn
leads to poor quality and reliability of energy supply.

Understanding that this situation is not sustainable and aggravates over time, we have decided to
increase the end-user electricity, heating and hot water tariffs in a consistent and phased manner.
The Government has issued Resolution No. 660, dated November 20, 2014 on Medium Term
Tariff Policy (MTTP) for Power and Heating for 2014-2017 fiscal years ensuring annual end-
user tariff revisions to attain short-term cost recovery by 2017. The MTTP sets the multi-year
end-user tariff revision framework based on which the Regulatory Agency of the Fuel and Energy
Complex enacts annual tariff changes. To that end, the Regulatory Agency has issued Orders
No.45 and No.47, dated December 11, 2014, approving changes in electricity end-user tariffs for
December 11, 2014 to March 31, 2015 and for April 1, 2015, respectively. The Regulatory
Agency has also issued Orders No. 44 and 46, dated December 11, 2014, approving changes in
district heating and hot-water end-user tariffs for December 11, 2014 to March 31, 2015 and for
April 1, 2015, respectively, based on the MTTP. The 2014-17 MTTP is the first step to ensure
long-term cost recovery of electricity, district heating and hot water tariffs, which is important for
attracting investments, increasingly through private sector participation. A number of initiatives
will facilitate tariff setting for end-consumers and sector companies in future years, including the
planned revaluation of energy sector assets, which will be conducted under a recently approved
project financed by the Asian Development Bank, and improved reliability of energy sector data,
which will be facilitated through the recently approved Electricity Supply Accountability and
Reliability Improvement Project financed by the World Bank. We will prepare a new multi-year
tariff policy in 2016 to continue revising tariffs towards long-term cost-recovery levels in a
gradual and predictable manner.
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In addition, the Regulatory Department has issued Order No.32, dated November 10, 2014
approving a tariff setting methodology that details the approach for defining tariffs for power
sector companies. The methodology will allow allocating sector revenues between companies
transparently and in a predictable manner. The Regulatory Agency has also issued an Order No.
50, dated December 15, 2014 setting 2015 tariffs for Electric Power Plants, National Electricity
Grid, Severelectro, Vostokelectro, Oshelectro and Jalalabadelectro in accordance with this
methodology. The World Bank technical assistance also supports the Regulatory Agency with the
preparation of a tariff setting methodology for the heating sector; this methodology will be issued
for consultations in December 2014 for its subsequent finalization and approval by February
2015.

To enhance the energy sector financial viability, we also prioritize investment and policy
measures aimed at reducing technical and commercial losses in the energy sector. To that end, we
implement a number of investment projects and reform initiatives aimed at improving the
metering and the management information systems in the power sector and at strengthening the
governance and internal controls in the energy companies.

Subsidy and Other Mitigation Reforms

We are committed to ensure that a basic level of energy consumption remains affordable for the
low income households. To that end, the Resolution No.660, dated November 20, 2014 approving
the MTTP envisages a gradual increase of residential electricity, district heating and hot water
tariffs. In addition, we have a number of energy-related social assistance programs targeted at
specific population categories (e.g. pensioners, public sector employees, recipients of
compensations in lieu of privileges, people living in high-mountain and remote areas). Since these
programs cover a large share of the population and are adjusted annually, we are confident that
the existing programs will mitigate the impact of tariff reforms on the low income households in
the short-run.

We, however, understand that the existing social assistance programs while being extensive are
not sufficiently targeted given that the eligibility of beneficiaries in these programs is defined on
the basis of specific population categories (categorical benefits). The monthly benefit for low-
income families with children, targets poor families with children; however, this program is
limited to families with children and reaches less than two thirds of the poorest 20 percent of the
population. As we continue pursuing tariff reforms under current and future MTTPs, the existing
social assistance system will need to be strengthened to properly channel assistance to the poorest
members of the society and to mitigate the impact of rising energy prices. In the medium term,
therefore, we plan to improve the social assistance system so that it can play a critical role in
assuring energy affordability for the poorest members of the society. To that end, we will prepare
and implement measures to strengthen the poverty alleviation program. The existing programs
that target the poor will be strengthened in terms of their targeting efficiency and coverage
capacity. We will also enhance the categorical programs. While this approach will not impose
additional fiscal burden on the state budget, it will help mitigating the impact of future tariff
increases on the poor in a targeted and cost-effective manner. The main objective is to have a
program(s) in place by 2017 that can be rapidly scaled up to poor households with and without
children.

In parallel to the reforms, we have initiated several measures to address the looming energy crisis.
In summer we did not export power and, instead, imported power from Tajikistan to preserve
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water level in Tokotgul reservoir for winter power generation. We carried out negotiations with
the neighboring countries to import power during winter months and reduce the anticipated power
deficit. We have also issued Decree No. 250 from May 8, 2014 and its addendum (Decree No 525
from September 4, 2014) approving the Fall Winter Preparedness Plan for the 2014/15. The Plan
involves a comprehensive set of measures necessary for the energy sector’s winter preparedness,
such as allocation of funding for procurement of fuel for public facilities, maintenance and repair
of important energy sector assets, ensuring that the boiler houses are in operational condition, etc.
As part of these measures, we have prepared regional power supply management plans so as to
ensure that the power rationing will be implemented transparently, predictably and equitably. The
Ministry of Energy and Industry has issued Order No.174, dated November 11, 2014, for the
implementation of the Fall-Winter Preparedness Plan for the 2014-2015 heating season
specifying monitoring and communication arrangements for the power supply management plans
of the regions.

Investment mobilization and regional cooperation

In the recent years, we have mobilized significant financing to rehabilitate and upgrade the
existing assets and to invest in new assets. These investments are aimed at improving the
reliability of energy supply, enhancing the energy security of the country and fostering regional
cooperation.

Some of our sizable investments that are already completed include:

o Construction of the 500 kV Datka substation and 220 kV power lines to increase the
power supply in the southern regions (US$208 million);
o Modern metering and data acquisition system of the largest distribution company

Severelectro (US$45 million);

o 500 kV transmission line Datka - Kemin and 500 kV Kemin substation to supply
electricity for the northern part of the country without depending on neighboring countries
(US$390 million);

o Rehabilitation of the largest Toktogul hydropower plant (US$55 million);

o Renovation of substations in Bishkek and Osh, the two largest cities in the country
(US$23 million);
o Construction of Aigul Tash-Samat 110 kV transmission line and related substations for

supplying power to Leilek district of Batken Region independently through the power
system of Kyrgyz Republic (US $11.99 million);

o Rehabilitation of At-Bashi HPP with a 10% increase in capacity (24.7 million Swiss
Francs).

In addition, a number of projects have been launched recently to meet winter energy shortages
and/or increase export potential, including:

o Construction of Upper Naryn Cascade of HPPs (US$728 million);

o Construction of Kambarata-1 HPP;

o Modernization of Bishkek Combined Heat and Power Plant (US$386 million);

[ ]

Improvement of electricity supply reliability for the largest distribution company
Severelectro and strengthening its governance (US$25 million);

Central Asia South Asia (CASA- 1000) Transmission Project;
o Rehabilitation/construction of natural gas transmission and distribution network.
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We recognize that the reforms aimed at enhancing the financial viability of the energy sector and
strengthening its governance, transparency and accountability are essential for ensuring efficient
and effective use of the investment financing and its sustainability. These reforms will also create
enabling conditions for increasingly attracting private sector participation and financing in the
energy sector.

In conclusion, we would like to reiterate our strong commitment to energy sector reform program
and hope that the implementation of tariff and associated governance reforms will continue to be
supported by the future development policy operations of the World Bank. We look forward to
our future cooperation for improving energy supply reliability and quality for the benefit of
Kyrgyz population and economy.

Sincerely yours,
D. Otorbaev

Prime Minister
of the Kyrgyz Republic
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KEBIFT BI3 MPEMBEP-MHHHCTP
PECINYBEIHKACKRHLIH KLIPTBI3CKOR
NMPEMLEP-MHHHCTPH PECIHYBJIHKH

TR, bk 1L, A0 s o Y ol worL, 20T TIHIA, i B, ARLysiosiyvoen. 07

mi ¥ ana A3 AL o A5 479

Mpezupenty I'pynne
Beesmuproro Ganka
r-ny Ty Hour Kumy

Veawaemurii rocnogus Txum Honr Kus,

Mpassrenserne  Kupritiekod  Pecny(aHkH — BpamacT  CROKD
GRAarogapHOCTE H  HpHIHATeneHOCTE  Beemupuowmy  JaHkEy 30 HanemHoe
NapTHEPCTRO M OKATAHHYHK NOQICPHEY CTPAHE, HANPABNSHHYK HA YCToRYHaO
COUHATEHO-3ROHOMHMSCKDe patakTie. Hama nporpassa peiflops 0CcHOBAHE Ha
Hatonans o ¢TpaTerdd yeroRansoro passdTia Kepreizckod Pecnylnuxx na
nepuwon 2013-2017 rogsl, 8 KOTOpOH ONpSQeitHBl CIPRTErHYSCEH BKHLIE
HANPABTEHHS  VOTOIsMBOre  paipdTHA, NOLACPEAHME CYBEpeHHTETA M
GelOMACHOCTH  rOCYIApCTEE ONOCPEACTBOM  pPealMIAUHH  COOTRETCTAVIOICH
ILOHOMHYIECKDHE  NONUTHEH, JQOPMAPOBIHMA  YeI0BEYSCEeITD  KalMTala,
VCHAEHHA OXpaHel OKpyHaiomedl cpeikl B FOTOBHOCTH K EPHIMCHEIM
CHTYALHA M, HIIEFIJ*ETH'-]EtEHH CEETOPR  ABTA2TCHd KIARKPIERBELM  3ICMEHTOM
NMporpaMMil - polOpMEPOBAHMA, TAK HAK  POCTIOMArRST  CYLMECTBEHHBIM
MOTEHUHATOM POCTA H OPH 3TOM NPeCTABIRET coDOil 0CEOBHOE NPeNRTCTEHE
s DHsHec-cpelil H VeTORIHBOID 3ROHOMHYECKOrD PATEHTHS,

Mpasnrenscteo  Koprecxoid Pecnyinukn  olpamaercd ¥k Baa ¢
npocsiolt o empeneHnH 24 wmne gomnapoe CUIA s pamkax Onepauxn =
NOLIEPEKY OONHTHEH paseHTHA (danee - OIIIIP) qins ssepretHyeckoro cekropa
B OOAICPEKY HALEA [OpOrpaMMmel Mep, HANPARISHHOHR Ha NMOCTeNeHHOoe
MOBSIUCHHE HAMCHHOCTH IMEKTPOCHA0MeNHA Hepes YNPOHHeHHE dIMHAHCOBOH
VETOHIHBOCTH CEKTORA H ONTHMHAIANHID YIPARIEHHE BOILeficTEReM aedrunTa
AMEKTPOSHEPIHE He DeaHEe CA0H HRCeIeHHS B perdonax pecnyiInKm.

B HacToRmeM MECEME OPHEOIHTCA  KPETKOE OIHCAHHE (POIPasiMi]
[IpapHTEIbCTER Krpreiscxoi Pecriybnukn na peiopMUPOBEHIID
IHEpreTHYBCKOTD CEKTOPR,

Chosmpuinacs Ma KO A eC A s CHTY RN

Ha nporsgenns 2014 roga pHOHER SEOHOMHYECKAS CHTYAUMY cTana
Gonee cnowHOR. CyECTBEHHOE HEMELICHHE IKOHOMHHYECKODD pocTa Ouuto
OTRIEYEHD ¥ HAMHS NIRFHLE TORroBeix NapTHEROE — B Pacendicroi '-'I-"':.."l!:[!-i.'l[ll-lll
# Pecnvonuee Kazaxcram. B otux cTpasax Obuid COKPALSHE OPOFHOSHLIS
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OOEAEATENH  JKOHOMHYECKOID  PaIBMTHE (410 OMOO  BRIEBAHG  TPEMH
NPHYAHEME), STO NPHECIO K ODCCHCHHBAHHKY HAUHOHANLHOH HRNKOTE. 3TH
faxToph 3ATPOHYAH OOBEMBl IKCTIOPTA TORAPOR (KPOME 30M0TA), 9acTHEIX
AeHe#EHBIY OEpeE0I06a, ]'IIII'IFrEﬁH'['-EIlI;-i'.:J':.Hl: B HHBSCTHUHOHHBIE HACTpsHHA,
OREIATH JQURBASHWE HA MECTHYH) BAMIOTY (KBIPUEIECKHI COM), H TeM CRMEIM
NPHEETH K pocTy HEduaonn B Kuprencuodi PecoyGoake. EKpose Toro, Huswsi
Yposkall ckazancAa B HA  obBeMax NpoH3IBOOCTRA  CeNbCReX0IARCTReHHOH
npoaykurs, Hamm oTeeTHRIe CopeedHBle WANH BMKIKOHAIACE B IOLACPREKE
IHOHOMHYECHDE  ISATENRHOCTH W COXPEHSHHH  MAKPOIKOHOMHYECEOH
CTAOHAEHOCTH, B TOM HHCIE, 3JHAYHTENRHOM PACHIMPCHHH  PEaIHIALHH
HEHGPRCTPYETY PHEIX NPOSKTOR H YBEAHYSHHA [PABHTENLCTBEHHEN 1en0IHTOR,

B Kmpresceon PecnyGnnge oTMeUIcs moNoaHTEIEHER IKOHOMEYCCKRE
pocT 3a 9 mecages 2014 roga, 0aHAKD 3TOT POCT CYINSCTECHHD 3AMSILIHICH ©
Ha4wana i, Mo N NEIPHTEARH B GUEHRERM HauuoransHoro
CcTATHCTHUeCKOrD KoMHTeTa Kuiprimckoii PecnyOnmxn, somupanenwiii BBIT
CTPAHEL JOCTHE 266,0 Mapa coMor (3,1 mapa aonnapes CHLIA ) B YeeasaHIcs Ha
3,00 MpoleHTa B PEATEHOM BEIPLGKEHHH B [EPHOL © HHBAPY 10 C2HTHOpL
2014 roaa no cpapdeHuio ¢ B9 npoussta 38 Npowisii ro.

B 2014 roagy wanoroso-tiogmerHas noaxTHya Ksiprazexoi Pecnybnnxm
GBIE HAMPABIEHA HA NOUIEEEY FROHOMHYECKOH TenTEnBHOCTH, FallHTy
VAIDHMBIY CIOEB HacenenAd i obecneyenne doameTHol naLTeRecnocolHoCTH.
Myl cMOrIH KOMNEHCHPOEATE OTPHUATCABHOE BO3NEACTEHS CHHMECHER TCMIOB
POCTa HA HANIH A0XOIH MOCPECTROM NOBMIEHHA CTARKH AKUHIHMY HATONoE
Ha Talaunbie AMIEAHA o AIKOIOILGHYHY NPOIYELHRH, YBSIHYEHHE IPRHTORE
CPEdCTE H HeHAAOIOBRIX NOCTYMASHUN (B OCHOBHOM 34 CHeT IHBHISHIOE HA
rOCYASPCTECHHYEY [OONHy AKOHE B KOMOAHHAX), 8 TAKES ITHMEIEIHH
HAMOMOBOMD  aMMHAACTPHpoRaNHS. M Dpoioiksnn pewiHEuHie
GnaropazyMyof HLIOros0-M0mReTHON NOTATHEN 1 8 TOMHOH Mepe BRIT0IHAIH
HALW COMRANbHBE O0R3ATENBCTEL H CMOTITH YESIHUHTE paiMephl COURNTERRIY
BRMIIAT, MPeIoCTABISHHBEE ¢ YYeTOM HYyBILSMOCTH, [IPH 3TOM, NOBBILMHEE
IAPAOOTHOR NIATEl KOCHYIIOCE TONEKD COTPYAHHEDE OCHOBHBIX KOMIOHZHTOE
MCYIAPCTRCHHOND CERTOp (MpapoOXPaAHETENRHLE OpPTAAR] H
rocyIaAPCTREHHBIXN CAVKALIHY ¢ HHIKHM YpoBies aapabornon maaret, B 1o we
BPEMH MLl YECCTOMHAH EOHTPOIE HAL PACHOOAMH HA TOBAPEL M YCIYTH.
HagoHel, ML TRKKE CMOTTH YEEIHYHTh MOCyIapCcTREHHEE KaHTANORENHSHHS
fomee  wesd  Ha 50 OpoueHTOB, NWTAACE  BOCHOAHHTE  OCHOBHEBRE
HHGPACTPYRTYPHELE PAIPHBE B TRAHCIOPTHOM i SHEPIETHHECKOM CEETOPEL.

Poct  wadingmsn  Gein BeIRBAE  naEneHMen  Ha ofMeHHEEE  Evpe
KRPrEECEOMD CORE H MOBLIEHHEM HaH HA HMITORTHPYepeSs TOILTHDO, [onopan
HHpIALHEA pe3ke vBelMsniacs oo £5 npoucerta B mwione 2014 roga — cammii
BHICOKAHE ypoeeHs © xoHUA 2011 roga — W yeeawsdnack Ha 4 mpouedTta o
nexabpd OpolINOTO MOZA, HO N0CHe dero CcHEamaack o 4 npouesTa @
ceHTRipe Tervilero roga. Hannonansueti Ganx Kuprescwkodt Pecnyfimaxn
(Aanee - HBEP) coxpanseT NpHEeEEEHHOCTR YAEPHAHHIO YpOBHA WHPIALAY Ha
YpobHe OQHOMO NpOUSHTHOID  OYHKEDE M OKTHEHO  HCOOALIYET  CHOH
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HECTPYMEHRTH N4 JocTH#eHHA ool uend, B oxtabpe 20014 roga HBRP
MOBEEICAD WHeTHVEY CcTaeey a0 9 npousHra, HBEP tegse pacwmpan cpon
HHTEPECHUHH HA PHIHEC H H3RRT MIOEITONHVED MHEBHIHOCTE HAUHOHAIEHON
ETHITR] LN CMaceHHA KMPrMEcEard CoMa OT CEPREIHRMY KonedaHni.

MaxposkoHOMEHECKHE NOIHTHYECKHS Mephl ERpralaceoi PecnvOnHen B
CREOHCCPOMHOM — DEPHOOE  HENPAETEHEL  HA  BETHBHYH}  [OJULSOGEEY
INOHOMMSMECKOTT  JeATeNBHOCTH M CONPRACHHE  MAKPOIKOHOMHYeCKo
crediasHocTd. COXpaHRETCR HEOnpeleleHHotTh ¢ HOPMUIHIAUHER BHeLIHER
CHTYRUMH E CPeaHeCPOMHOM NporHode. Hawm TaE®e MIReCTHS, ST0, HECMOTPA Hi
T, 9To BCTYNIeRwe Kupresckoft Pecnybomsn B TamomeHHndl Comd n
EnnnomMy agoHOMAYECKOMY npocTpancTay Pecnybaonkn benapyes, Pecnyiaun
Kamxcran n Pocomfickol Pepepanss OvieT BEIOLARM B JOITOCPOTHOM
NeEpHoas, 5 KPATROCPOMHOM NEpHOLE OEHIAKITCH  CRpheiibe  TPVIHGETH,
B ocoleHHOCTH OHH, JATPOHYT HAID YVBCTEMTENRHRA CcexTop peaxcnopra. B
EAYeCTRE OTRETHON Mepel B DIODKSTHOR TONHTHES Ha nepuol 20152017 rozon
NPEIYCMOTPSHO  CTHMYIHPOBAHNE IKOHOMHKH B UEIHX  [IPHEISHSHHAH
nEBecTHINE, Ml nnaAupyeM NOBRCATE HAIMH KAMUTANOBIOMEHHA MPHMEPHD
ao 10 mpouentes BBIT mns dumancHposadna HHBECTAUHA B OCHOBHRIC
HHPPECTPYKTYPHEIE CEKTOPE! {SHEPIETHUECKHA H TPAHCOOPTHEA CEKTOPH )
[ipn 3ToM, MBI COXpaHREM MNPHBECPECHHOCTE EECTKOMY HKOHTPMIRY Hal
TEEYIIHMH packoddMi. B oTHOIERHH COMAAThHEX PECKOI0B BBl YESITHHHM
BRINAATEL, [peAGCTARASHHBIE ¢ YUSTOM HYAUIACMOCTH, H B 70 e Bpei
COXPEHHM HETCTOPMANLHEE noco0ns. BupmuseM  yECPEHHOCTE, STO Mol
COXPAHEM  DROARETHYRY  NIATEWECNOCODHOCTE W EHeceM  EBKNA3 &
MR PO OO M A Y Y IO CTRODHNLHOCTE 39 CUST COBCTIEUeHHOMD l:]'l]'ll'f&IIEI-'IF'l'I HAHH
M3 AO0CTYIHEIN BHCIIHHY HCTOSMHHEGE W PELTHZLOHE  RILIEHHPOBEHHOH
HANOTOROH MONHTHEH (MOBLIICHHE aKIHIHEIX CTABOK, COXPAUICHHNE KATCropHH
HANOTOMIETENMIHKOR, 0cBOGomAeHRRN 0T YIAaTel HIC) 1 pedops B ofnacta
ammuancTpeposasis.  Mesny Tem  HBEP  coxpasut  npHeepmediocTh
NOJIIEPAERHID HeHOEOH cTABNIBHOCTH | CTERMNEHOCTH MHEHCOEOID COKTODA
B amux nenax HBKP npoforsHT CoOBSpPEHCTROBAHHE HeTaBHO MPEHATOR
DeHEEHO-EPEINTHOH paMotMHOd TOMHTHEH W ONTHMUIMPYCT CBOM GOVHKLHH
PETYAHPOBIHHE W HAA30pa, B TOM 4HCIE 32 CHeT NOCTENeHHOrO BHEIpPCHNA
HILTIOTIL, OCHOBEHIOrS Bl OLSHEE DHGK.

[pyn noagepeExe HAWMX NAPTHEPOB B ODIACTH PUSBHTHE B HACTOHLLES
BpeMAs  TAKHE OCYIIECTRIRIOTCA  pediopME Mo wayHwenHio  padolsl
FOCYARPCTEEHHBIX YUPOKASHHA H COBEPLICHCTBOBANHIG GHIACC-cpeanl, Mel
MpOIMGEHM  PEATHZAIHED HASH AHTHEORPPYILHOHHON DporpasMel, B ToM
HHCTE B MACTH TMPSlYNPeseHHs XORUIAKTa WHTEPECOE H  MOBBILIEHHR
NpOIPAYHOCTH  ONEpallii  FOCYIApCTBEHEONO  VIPARTEHHA W HMY[LecTsa
FOCYABPCTBSHHEIY.  onysammx.  Hanpasep, wio  KACACTCE  YOPLBIEHHME
FOCYARPCTECHHEIMH  HAHCAMI, B HACTOROIEE BPEMA HI  PACCMOTPCHHH
NApTAMSHTA MEXOIHTCA HOBLIA Jagon o plll:;il'[}'ﬁ-.l'[l-{lti.tllt.':]-:t.:-r-i GIOKeTe Ha
cooTBeTCTEYROIOME rog # 3aEon o) rocynapoTBEHHEIK  laxynkaxs. M
COXpAHAEM  MPHBEPRSHHOCTE BHEIpPEeHHK TNPHHUHNGE  MemIyHApOaHoH
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MepenoBoid NPAKTHKR B 3THX obmactax., Mel Tamse npolofskEs BHEIpeHNe
MOMHOCTEED HETCTPHPOBAHHON vIpaBncH4ueckoi HadOpMALBOHHOR CHCTEME! B
KaznaselicTee W yCHIHM BHYTPCHHHE B BHELIHHS AyOHTOPCEHE [POBSPKH B
rocYIapcTREHHOM —cexTope, ME Takme COXPARHAGM  NPHECPHCHHOCTE
FAYYHLIEHHE E]-‘I'IH!:'!E:-CPE:.[[E] AW CHET COKPAIIEHNT, YTIP0MeHAA 3 aETOMaTHEIRA
npomeryp. Kag o panes, Mbl HAZSSMOR, 4T0 PEQIHIALHA JAHHLX Mep [OIY9HT
MoAIep®EY B paMEax IUaHApyeMix Onepaunii mo [OOOepKEs NONHTHEH
pazErTHA Beesupeoro Oaika,

BrizoBs FHepreTH9eCKOrs CeRTOpa

FHepreTHIecKAN CexTop HAXOODATCA B ravDoKOM KPHINCE, KOTOPEI
cnocobed  BecTRlHNHIMPOBATE  BROHOMHMECKHMH  poCT  H  COUNANBHOC
GnarococTosdne. B CEEIM ¢ MUIOBOIHBIM NepHOOOM  DPHTOK  BOJLL B
TOKTOrYVIECKDE BOAOXPRHWIHILE B TOEYUIEM TOay Obl1 HCIHAMHTENLHEAR H
COCTABKA Mefdee 03 NPpOleHTOR OT CpeHEro YPOBHA B JCTHHE MOCALLL
Cornacso Hamms nporsomis, & 1 osapaps 2005 roga olkes BOJR B
ToKTOryNIECKOM BOAOKPEHAIAIE cOCTABHT oxomo 9.1 mapm w0 o k 1 anpsis
2005 raga - &,7 mapa M. C Apyrofi CTOPOME], 33 MDOCNCIHHS HOTKOABKOD T
FHAMHTEABHO BOIPOC CAPOC HA WEKTPOIHEprHi, OcoBeHHO B SHMHCE BPeME,
3T0 IHAMUT, 9T0, CKOPE: BOErD, CTPAHA CTONKHETCH © CephEIHbIM NefHIHTOM
WEKTPOIHEPrdy B IMMHEAN nepuog 2014-2015 rogos, xoTophlil, No DUCHEIM,
cocTaEUT 2.4 MIpI KHATOBETT-YacoB, WIH okoae 1,5 smecaua moTpelnerms
WCKTPOFHCPTHH.

YrposarolHi HaM SHepreTHHECKHE KpU3UC, ¥eYTyONeHHBH MAToBOIHEIM
MEPHOO0M, CAPOBMIHPOREH PLaos CASIVIOIHE CTPYETYPHEIK HOROCTATECE!

- HHHAHCOBRIC YOBITKH IHCProCeKTORd [0 OPHYHOC HHIKHX TapHfos o
COMYTCTEYEROUIETD FHASATENEHOND HEHOIMCHICHHA IATPar  Hil ICKTpo- |
TenaocHabKenHe, Kak cleIcTBHe, OTKILABIBAKITSA ]IIEIE'-'-"TH [0 TEXKHHYOCKOMY
DOCIYREBAHHID, MOJCPHIIALHA M CTPONTENECTBO 3HEPTETHYSCKIN 00BEKTOR,

- ¢TaperoiHe obBexThl (cpok caysdn 30 OpoUEHTOR JHCPreTHYHECKHX
OFBEKTOR MOANGIAT K KOHIY ) HAXOIATCS B HEWCMPABHOM COCTOMMN;

- HHIKHE [DOKAEATENH ONSPALMOHHOA JeSTelLHOCTH  CeKTopa, YTO
BRIPAXASTCA B YACTEX ABAPHHHLIX OTENHMCHHEX —SICKTPOCHAGHEHHEE U
BECOKHY TEXHHYECKHY NOTepEx;

- HeaDDEETHEHOS  VIPAANCHHS CSKTOPOM  NPH HHSKOM  ¥YPORHE
MPOIPAMHOCTH B NOTOTYETHOCTH N0 OTEPANOHHG AeaTeIBHOCTH;

- HegoBEpHE WHPOKOH ODUMECTHEHHOCTH K AHEProceKTopy M, Kik
peayIETaT- COMPOTHANCHUE peciopyan.

Mp HaMmepeHb NpecdpaloRaTh KPHINCHYIO CHTVALHID B BOIMOWHOCTE H
DOBECTH Q0 ECHUA CTOE HE0OX0OHMEE peopsbl B 3HEPTeTHISCKOM CexTope.
Bnarofaps  peanHiIamdy  OpOrpAMME]  PoOPMHPOBIHMAE  BhILIEYKEIAHHBIE
HeROCTATEH OyAVT MNaHOMepHO M yeTOHYHBO YOTPaHATRCE, W EOTCHUMATEHEI
BHENOIHYHE EpPHIHC (MAMOBOOHBIR NEpHON MOBTORAETCA Kamkame 3-0 meT)
Byaet mpeogonce, Ips aToM, ME NIAHAPYEM PCAIMIALHKY MEP IO CMAIYCHHIO
BIHAHHA MPAIYILETD KPHINCE, KEK OMHCHIBAETCA Jaiee B HACTOHLIIEM [THCEME.
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Janaqn IporpasMmel pedopMapoBania 3HePreTHHECKOID CeRTa

Kmouesas Tagava CpeqHecpoiHof CTPaTerun PERIBHTHE
snekTposHepreTisd (20012-2017 roaw) = 10 pAIBHTHE  HANEAHOTO,
MPOMIBOAHTENLHOTD H OPOIPANHOND JHEPreTHHECKOND CerTOpd, OTBeYMaRLLero
noTpeGHOCTAM HacemeHna Kupruaceod Pecny@nHeEH o 3XOHOMMEN CTPRHE! Hi
YeToHUHBROH ocHoRe, CTPaTerda Takke HANPaaneHz Ha npeolpaiobsiHmHe
FHEProCexTopa H3 hHHAHCOBOrO GpeMeHd B HETOMHAK MOCTYIUIEHHA CpalcTh &
roCYMAPCTECHHER Oe0/EeT, TPH 3TOM KOMMOAHHH CEETOPRa CMOIYT NPHBNCEATE
YRCTHHA KaNIHTAN HA PHEOTHEIX YCTOBHSX Onarogaps Npodaoay qusaHcosomy
nonmgedno. 18 opespaligHHes ITHX IWIEY B BRENOIAHMEE JeACTRHA H R
EMAX KOOPAHHAUMEH goHOopckoli mogacpmen nna cextopa, [lpeemtesscrao
Kepreiackof PecnyOnnkm npaaaro [lnan geficTeni mo peopMupoBIHHiD
sHeprocexTopa Ha 20032014 rofpl, B KOTOpoM onpeleiedsl [TOTHTHM2CKHE
MEPEL, BEOYIOHE K JANEEHHED YHASMEHTL JUIR  SOCTHHSHHA 369104
CpelHecpoYHOTO MepHOaa. B paigenax HHMe ONMACKIBAKOTCA [TOIHTHYCCKHC
sepbl [lpasnrenscrea, B ToM YHCIE MEPLI, CONMACYICIIHECH C TIPE/LIRIBEMEIMH
OnepanmaMy N0 MOLICPKES NOIHTHEH POIBHTHA 08 SHEPreTHEHeckors
CEXTOpA.

Pedropmer ynpasacnus, npoipaaiceT] B 0Q0TSeTHOSTH

PefropMe! yNpagneans, TPO3PatTHOCTH ¥ MOAOTHETHOCTH HANPABRIEHE! HI
NOBHMEeRHe  HpekTHRHOCTH padoThl  3HEPTOCEKTOPE M BOCCTAHORICHHE
Aoeepua moTpeburenei x cekropy. Mel yaoe npeanpMicid paa NOMHTHYECKAX
Mep B 3ToM HanpasmeHnd, 1% wous 20014 roga OLH BHECEHR OONPAEKK B
AEKOTOPRE KMOUEBBE 1AKOHL B Cfepe apepreTAKN (Gakois «O8 sHepreTHRER,
w8 31eKTpOIHCpreTHES) o #0) SCTECTBEHHBIX H POIPELUCHHBIX MOHOIGIHA K )
¢ UCNhED  HETKOND  pamieneHNs QyHELHE  (OPMHPOBAHHA  OOIHTHER,
OTHEETUTIEHIMOCTH H o JROHOMASSCERTD  DeTYIHEOELHHS R SHEDMOCeRTOE.
Cornecko NOOPREEAM Takke OLOM OTMeHeHB TPeDOBIHHE ¥ NOOYHEHHIO
OAoDpeHHS T3NaMaHTOM HIMEHeHHA TapH{MBE ATH KOHEHHBIX OOTPoOMTCNCH
WEKTPOMIEPrHE B OLUIA TANosens 3aE0oHOIATeNLHAdS Gaza JUid  co3gaHHd
PErYIATOPE B 0ONACTH FHEPTETHEH B HEIABHCHMOTO PRCHMETHOTD LEHTPA,

B COOTBETCTEWM C BHECCHHEMA WiMeHeHHAMN [IpasnrenscTac npuHaic
nocrapomienae o1 14 woadpa 2004 roga M 650w ponpocax
["DCyIapcTEEHHOIT ATEHTCTEL N0 PErYIHPOBRHHK TOILIHBHO-IHEPIe THYSC KOG
KomiLerca NpH IpaeaTenseTie Krprsckof Pecnybangne, B cooTReTeTaHN ©
FEASMHMES MOCTRHORISHHSM VI pRaeno IMonowenne, MTATHAE MHCISHHOCTE,
OpraHH3ELUHOHHAR  CTPYETYpa H  WCTOMHHEM  (IMHAHCHPOBEHHA  paboThl
Fncyn:ap::‘me:-n-]:::m ATEATCTEA N0 PErVIHPORZORED TOMNHEHO-OHEPreTHNEC RO
kosarrekca npn [Ipasprteascree Kepresekoi Pecnybnuen (nanee - Arenrcrns
Mo peryiupoBanvi). Kpose Toro, B COOTBSTCTEMH © TNOCTEHOBICHHCM
ATHTCTRY N0 PeryTHpOBRHMED  NepeisHil  RBee  KIKMERLe  yHKLMU
FROHOMPHECKOD  PEryAHpOBAHHE, B 0 TOM  49HCOE  JIHUSHIHPOBAHHE,
perviApoBaHie  TapHpHEX cTapok, c0op OT9ETHOCTH N0 NOKAZATEOSM
ACATENBHOCTH H OCYIISCTRIEHHE MOHHTOpHHMA. B gansHefimes cosiasHoe

(=]
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ATEHTCTEO NO PCTYIHPOEAHHED CHIMPACT HEMANOBGKHYIO POIE B 3HEPTOCCRTOE.
B oarol chadM  Aamed  OpUopHTeTHON  3aaadecil ABIASTCH  YEPETUTEHE
HHCTHTYLHOMUIEHOMO NOTERIHANLE (KAOpORRMA COCTAR H KBANWQHEEUHOHHES
JAHHEIC COTPYIHHKOEB), COBSPLICHCTBOBLAME MOLeTH YNpaBlesHd (NpHHATHE
pereHrit Ha BHYTPEHHEM YPOBHE H KOHCYIBTALMN) H o0eCcnedenine aleknaribix
PHHAHCOBMX CpefcTE  nad  pabote  Aresreres. Mu  paccudTHBASM  HR
MOLIEPAKY GO CTOPOAE] HAIIHK NapTHEPOB B oONacTH pajlEnTHA (B HACTHOCTH,
Mpynner BroemupsEoro Gadka) B opaore 0o VipeskOeHHRE H  YEPETIEHHIG
ATeHTCTRA.

FocyanpeTBedaEIl - AeMapTaMeRT N0 PerylIHPOEAHHKY  TOTUIHBHO-
IHEPreTHHCCKOMD KoMmdekcn nOpH MBHHCTepCTEE  JHEpPreTHEM o
MpoMEIIIEHHOCTH Keipruzckoit Pecmyfnnxn  wogan  paspaborxy  oCHOBHEIX
HOPMATHBHBLX oo eH il nnE IHCPTOCERTOPA. Mocy naporeeHi B
nemapraMedt  paspaloranl  MeTeNONOrHIO  VOTAHOBNEeHHA  Tapudiok U
HeprocexTopa (oM. cregyiuumil paigen) w waman lpekm ot 10 woabps
2014 pona Mo 33 of veTaHORTIEHHH CHCTEME COOPa OTYETHOCTH M MOHHTOPMHTA
MOEEIATENSH TeATENRHOCTH KOMIMHKE SHeprocexTopa, B cHeTeMe onpeneneHl
MOKE3ITENN  KAYCCTEA OOCOVEHBAHNA, 00 KOTOPbIM OVIVT OTUHTHBATHCS
KOMITAHHH IHEPrOCEXTOpa. AMCHTCTED MO PETYVIHPOBAHHED BYACT OCYINECTRIHTE
_ EWEEBAPTANLHLIA MOHHTOPHHT H NPORepATE MNOKEIATENN, MOCIE Hero oHi OyIyT
onvonukosadHe., B eppane 2005 roma  naasHHpyetcd  onybiIHKOBAHNE
nokazatensf KavecTra obocovamseanua 3a 2004 rog, # B JansHEHWCM
nokpdnTeny 0vayvT MyOMHEOBATLCE eReKEpTanbie. Mbl cunTaes 3ty paboTy
BREHEM HIEMEHTOM NOTIOTYSTHOCTH, EOTORRA JQOKeH TORUIHHTE BEOYIIHECH
Tapndisee pedoprel. Bnarogapa Texymed Texaxdeckod noMows Boesupuoro
Ganka, n0 mapTa 2015 rona AreHTCTBO N0 PECYIHPORAHKIO TAXHe pailpadoract
cHCcTeMY cOpa OTHETHOCTH W MOHHTOPHHIE MOKEIATEASH JIeATeILHOCTH UIN
CEXTOpA  TelUIoaHepreTHkH. Tlocne r.-mt-m'rnpm-:m noKazaTedsl  KAYMeCcTBR
o0 IYEHBEHAA B TCUCHHS ABYVX NeT ATEHTCTBO [0 PeryIHpOBAHHIG OTpeleinT
GaloERC MApaMeTPR H CTAHOEPTE KEHECTEA O0CTYMHBAHNA HA OCHOBE DaI0nLIX
nagaserpod. Co  BpeMedHeM  KOMNAHWH  3HeprocektTopa  GynyT  obalad
coODMIOARTE YERIAHHBE CTRHARPTH Xauecrsa obonysHeands. Kpose Toro,
ATEHTCTED o Py IHPOBEHHED TAKHEE paIpadOTAST CIPYETY Y
HABECTHLHOHAOM MIAHHPOBARHA HA TOOTOCPOYMHEA nepuon, koTopas Oyact
VESIAHA <O CTAMIAPTAMH KavecTea o0C/yRHBAHHY H PRIACHANHIHpYET
MpOLeccEl MIAHHPOBAHNA KANHTATORIOGECHME, OTPCItIcHHE NPHOPHTETHOUTH
HABECTHIIHA B OCBOEHHA EANWTANBHEIX CPLOCTE KOMITAHHAMH FHCProCCETOPR,

YulTelpad  HeLABOHE NMipabkH B 3aK0HOOAT2IRCTES, Mhl  TARKWHD
MIAHHPYEM CO3AETE HOIAEHCHMEN pacHeTHRI WeHTP B sHepretHie. PacueTHiid
eMTp MXABOIRT CCYMBCTRAATE MPOIpadnabii YYeT W MOHHTOPHHT NepeToRcE
MCKTPOIHCPTAH M IBMECHHS  [ICHOEHEX CPCICTE  MERILY  KOMOAHHAMEH
FHEPrOCEXTOPA,

I to BpeMA, KAk HEIBHCHMEBIR PReYeTHRIR MeHETD MODLICHT NP03paiHes T
Ha ONTOROM YPOEHE, MEl T3KKE NPCONPHMEM MCPal N0 ¥EPCIUHEHHID
MPOSPAYHOCTH H NOAOTYSTHOCTH HA ypobHe KoMOaddA, B sanasn Tlpoekta no

f
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NOBEBIUICHHE NOAOTHSTHOCTH W WAYVYILNCHHKY FLOTEHHOCTH 'ﬁllﬂml:l‘lﬂﬁ'?ﬁﬁﬂl-l!{.
-III-H[-La.HEHp_}'EHﬂI‘-D EEI,’.‘MI-IFIH]:-IH GAHEOM, BXOOHT COBECDIICHCTEORAHNS CHOTORMLI
yOpamienns B EpymHefAmed  pacmpeaenwTensHofi | komnaHEn QAL
wCeBepanexTpoy MOCPEACTBOM BHEAPEHHA YIIPABIEHYECKHY HHPOPMAHOHHER
CHCTeM gaR  OoDccrcuwcHHE HAACHHOH KOPNOPATHBHOE M KOMMOPYECKOH
HHOPMAIHHE B pesnMe oHRale, NpH 3ToM COECNeYHaaETCE PeIyIbTATHEHOCTE,

NPOCHEHEHBIEMOCTE M NpOSPAIHOCTE JeNOBRX onepaunmid. Me1 naaswpyem -

THROAHPOBATE JaHHYD pabloTy 8 IPYIHX KPYOHLN KOMIGHHEX 3HEProcekTopl
NpH NoJIeeKe MAPTHEPOE B ODIACTH PAIBNTHA H NPH AKTHEHOM Y4YACTHH
WRETHOMD CeETORA.

B nanedeiimes M OITHMMIHpVEM  VIPABASHUCCHKYHD TPAKTHEY B
KOMOAHHAX JHCPrOCCKTOPE H CHCTEME! BHYTPCHHEIO HKOHTPOJIH, JUIH Yer0 Mbl
HaMepeHsl NPHEIEY: B XOMNAHWUE pyEoROINTencd  Bncnero 3geHa  Ha
MHHAMATEHBIA cpok. Janmueie maua OyayT OTOOPRHB HA KOHEVPCHOHR OCHORES
COTHECHO SMETHO ONPEACISHHEN cifepas NonHOMOSHE H EBANHOUERIHOHHBIM
TpebopannsM, Mel Tapse nepecTpodmM DHIHEC-NPOUSCCH KOMOAHHA B Neasx
YEPSIUIEHHA CHCTEME CASPHEK H NPOTHBOBSCOR H oNTHMHIAUEH D0THEHOCTHEX
chRIaHAGCTeH.

Mul npHatzeM, 910 HHPOPMHPOBaHHE 05IECTEEHHOCTH SEAETCE BLHHOH
COCTURMAIOMIEH Hamux pedopy YIpaBieHEd H MOBLILISHHA NPOIPAasTHOCTH, TeM
CamMEIM, BOCCTAHABNIHEAETCA moBepHe moTpebuTenedl x sHeprocekTopy. O sToif
ek Ml FTAMYCTHAH  [OHPOEYRDY  KabdlmaHeD M 'l'![-lifl_I'l:lFll'-1l'l|'l'3!-|'5-'11'1|-|l':il
oDIECTECHHOCTA OpH NogaepsEe Ajmsrckort Damks paapntis. Kpome toro,
lNocyaapcTEeHHEIM - CMARTAMEHTOM o PECVIIHPOBAHHNY  TOILIHBHO-
AHEPTETHYSCKOTD FOMOTERSA MmpE HI'[HHI:T'E].‘-II.‘-‘TB-E FHEPTETHHREH H
npomscHAceTE Kuprecceoi PecnvOnuen sagax [lpsxas ot [0 posbps
2014 roge Ne 31 off HMHCTHTYOHOHAAMIAMAH NpoUeccd  OGIISCTBEHHEIN
KOHCVIGTAMAA M oIobpeHdH cocTapa pabouel rpyone ong  OpoReieHHA
KaMMaHeil 1o HHEDODPMUPOBRHHED OOIEeCTECHHOCTH, COrucHo  JTaHHOMY
Tpseasy [ocynapcTReHHBA IenNapTasMedT OpHHAN Ha ceba obazaTentcTao A
TOM, Y4TO BOE PElUSHHA H PeOpMBl, IRTPLIMENUHEE JKCHOMHYSCKHE HHTEPeCh]
IAHHTCPCCOBAHHEIX CTOPOH JHEPTETHHOCKOTD CEKTOpPR, OVIYT NPHHATE M
PeanHIoRAREl B paMEax  HALIeMalEere npoiecca  koHcoyaeTaudid.  [lpa
NOOACPEE: NpopeccHONANEHOR koMnanny, peboTammei » chepe cpaiei
COLECTECHHOCTRED, HEHATOH E paMiEax TexHMHeckol nosmoin BoomupHOro
Ganka, 27 ¥ 28 opTabpa 2014 roaa veasaHasA ooy 1apeTeeHNBE TenapTaMedT
npopen  ODMISCTESHHEBE KOHCVIBTAOHMH, [OIe O0CyHEIANacs  METOAGIOrHA
YCTAHOBNIEHHA TapHOE U CHCTEMEl OTHETHOCTH H MOHHTOPMHIE Nokazarerei
NeATeNEHOCTH {http: Sananw regulatortek kg/node/25 § M
http:/fwww regulatortek ke'node/258). B Hacro=mwee gpema Pabouwas rpynna,
COITAHHAA  BRINEYMOMAHYTRM  [IpRKaszom, OpOBOAHT  EKAMNEHME 00
HEDOPMAPOBEHHIG O0LIECTREHHOCTH NpH Noflspake BeeMmupHory Savka 100
OOCTHHMEHAA COMMacHA ©  TOIHTHYeCKHME  ReficTEHAMM, FOTOPRIC  ME]
NPEANMPHHAMBEM B HACTOHILLES BPSME H KOTOPRE COrMOCYHOTCA ¢ NpeLiiarteson
QIITIF ana 3RepreTHYMecKoro CEKTOpa,
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Pedopsia B obaacTn grHAHCOBOH YeTORYNBOCTH

MEl HpHIHAEM, ST HENOIYIAPHOE PEIICHHE O MOBRIUICHHH TAPH{OD Hi
WIEKTPHYECKYIO M TEUIOBYHY JHEpPTrHKY Ha LOHTeNbHEIH Cpok OBAC BEIBAHO
HECTEOCOOHOCTRED SHEPIOKOMIAHHA BACERTL HeODXOIHMEIE CpefCTEl B HOBEIC
AKETHERI, MOIEPHHZAUNED, O0HOBISHME M TexHMdeckoe 0BTy RuBaHWe
NeACTRYIOIHY  OCHORHKX (poHmOoR. B peayneTare 4Horo OCHOBHLIE (OHLE]
IHSPTETHYUCCEDND CeRTOpE NaxOoiaTed B HEHCPEAEHGM COCTOARNI, 9TD, B CEORD
OMEPEAR, TPNBOANT K HACThIM OTEEIAM OOOPVI0BRHKA H NepSrpyIkin CHeTeMbI.
Kax cnegcrsHe, KavecTso lexTpochalEeHud noTtpelnreinell HHIKos B
HEHISHHOE,

[NpusEuMan 8O BHAMBHHAE HeYVCTORUEBRMA XapakTep Tekylled CHTYAUHK n
e NoCTeneHHoe O0OCTPEHHE, MBI NPHHATH PEIUCHHS O [MOCISACEATEIRHOM 1
MO TATEGM M RRINNE I Tapudior  anx KOHEYHBIX norpeburensi
AMERTPOSHEDIHE, TEMNOBOH dHepriH B ropsued ok, TIpasuTeNkCTED NPHHEAILD
noctanosledre o7 20 poxdps 2014 roga Ne 660 « 0 Cpeanecpounch Taprdgmod
NOTHTHEE HE AexTpHYecKyld H Temnoeyw spmepruio Ha 2014-20017 rogess,
NpeayCMaTPHBMGIER eXerOIHYK) EOpPeRTHPOBKY TapudoE (N8 KOHCMHELX
norpeinTensii gam goBeaeHHdAa Tapadgon 00 YpoBHE OOEPMTHA 3aTpaT =
KpaTEocpoaHoM nepuoge & 2017 rogy. CpensecposHas TapuhHas monMTHE:
(nanee - CCTIT) mpeIycMaTpHB@eT CXeMY @XeroIHOIG NepecMoTpa Tapxipos
ANE  KOHCHHEIX — noTpednTeneli, CornecHo KoTopoR AMEHTOTED  mo
PEryIHPORAHMED EXereIH0 KOPPeXTHPYET TApHgHENR CTABKM. B CBAZN C THM, B
neaax peanmaandd CCTIT ArenTeThoM No peryIHpoRAHER HIJAHE TpHEaIL
{or 11 pexabpa 2014 roge Ne 45 w 47), yvroepsaainme TapHQel Ha
ANEKTPOIHEPHWID ANA KOHCHHEIY noTtpebnrenel ¢ 11 mekadpa 2004 roge no 3]
sapra 2015 roga W ¢ 1 ampeaa 2013 rona COOTESTCTECHHO. ATCHTCTEO 10
PETYIHPOBAHKED TAKME W3Aane npueadsl (or 11 nexabps 2014 rona Ko 44 1 46)
O HIMEHEHHAX TApH(0B A KOHCHHEIX NOTpeORTeIcll TCNMoBOH 3HCPIHM H
ropaqell pols ¢ 11 gexkabpa 2014 roga no 31 smapta 2015 rona s ¢ | anpena
2015 roga coorsercreeHHo. CCTIT pa 2014-2017 roawl — 310 nepbuil war
ofgcneveHHy BOIMEIeHHE FATPAT HA  WIEKTPOIHCPTHE),  LHeHTRlbHOS
OTOMNSHHSE H Fopade: BOSOCHADHKEHHE 3 CUeT ﬁpH'.’tl':.':'B B NGQroCpoHHEOs
MEpHOAe, YTO0 BEKHD 08 MPHENCHCHNE HHBSCTHIMA, o Boe 8 Goanmei mepe -
LIA YYacTHA HYWacTHOTO cexTopa. Paa HHAUMaTHE OyOcT HanpasicH Ha
YETRHOBASHHS Tapron U8 KoHeuHEX norpelAaTensd B OTPAcIeBsIx KOMIAHAN
B AaneHSHIDCM NEPHOIS, B TOM YHCIS MUAHHPYCOMAS OSPEOUCHERD CCHOBHEIX
IIII-:'.'AIIJ.I.'I'.‘IH AMepreTHYeCKan: CeRTapda (A paskEax HENdEHG '1!'.-'JI-'H-_!'|'IEHH'-'-'I i+ [POCETH
ANETCROID DAHED PEIBHTHA], A TAKHKS [OBBILSHHAR JOCTORPHOCTH JaHHRIX 10
IHCPrOCERTORY, STo Oyaer obecnescHO B PAMEAX HEOABHO  OA00peHHO
Beemipabiv Ganxom [lpoekta mo moBRILOSHEK NOIOTYETHOCTH H HEJSHHOCTH
aneETpocHabmenna. B 2016 rogy Me moaroTossM HoBYE) Tapudguiyie ITHTHEY
Ha J0NrocpodHBl mepsol AT8 nocneaynei RopperkTHpOBEM TapudioR @0
¥popHE  BoAMelitHHAR celRCTORMOCTH B OCRTTOC P HOs NCEFHe Ha
TNIGCTENCHASH H NpeAcKasy MOl OCHOBS.
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Kpore ToT0, [O0CYRapCTBeHHBIN ICNapPTaAMCHT N0 PEryIHLOBLHKI
TOILTHBHO-HSPIETHYSCKOM?  KOMNIeECa TpH  MBEHHCTCPCTES IHCPICTHEN M
nposennnennoctn Kepretickod PecnybGmakn wigan [Npakaz o1 10 zosGpa
2014 roga Mo 312 o ogo0peHME METOIOMOMAM YOTAHOBNSHHA TapH(os, &
KOTOPOH OMHCaH NeTaNbHBA NOIXol K ONpelelcHile TAPHOOE 108 KOMILHH
sneprocexTopa,  MeToTonorHs  VOTAHARTHEAST TNPHHIAN  PARCOPeIe/IeHHE
AOXOQOE CEETOPa MEXIY KOMIAHMAMH Hi  OCHOBE [OpoIpaydocTH W
MPEACKATYEMOCTH, ATEHTCTRO To PeTyAHpOEIHMI0 Tarme ogodpun [lpukns (or
15 pexabpa 2014 roga Ne 50} of yeTaHOBIeHHH TapH(or Ha 2015 roa gag OAQ
s«PnexTpuyeckne  craHmpEHy, OAD  aHaunnonanenss  wWiekTpHUSCEaN  CeTh
Kupreicranas, OAQ  wlesepanestpor, OAOQ  «Bocromwaerrpos, OAO
aQmanekTpor, H OAQ oiananadaTanexTpor B COOTHCTCTEHH C  QEHHOE
meTogomnornei. B pamxax  Texsnueckod  nosown  BeemupHoro  GaHxa
ATEHTCTEY MO PEryIHPOBAHHIC TAKKE ORASHIBRSTCR NOLISPHER O [UTOTOBKE
METOROMOTHE  TapHdoobpasopaHna MR TeMIOGHEPreTHNECKOMD  COKTORE.
Hawnaz merogonorud Gyper nepenala ATEHTCTRY M0 PEryIHPOBRHMKD LTS
EoHCYIsTAUNA B aexalpe 2014 roga B Uensx JaibHEHIUETD OROHYETSNLHONO
COrMACOBAHHA W YTRepKIeHNA B deapane 2015 roga.

Ana nossiwends GHAAHCOBOR YCTORTHBOCTH 3HEPrOCEKTOPA M THKES
_pazpaaTuiBacM [OPHEOPHTETHRIE MHBSCTHLHOHHBE H MOIATHYECKHE MEepEl,
HATIpARIeHHHE HA CHEReHHE TeXHHYECKHX W KOMMCPHWECKHMX NOTeph ©
sHeprocexTope. C 37Tof Lenbio MBI peaisyeM pAl HHBSCTHUMOHHEIX OPOCKTOR
M HHMIAATHE pedOopMHWPOBZHHSE, HAMpPEEICHHBIX  HE  YIYHIICHHS  Y42IH
moTpel/iedHd H YIpapieHYeckiy HEPOPMALHOHHRY CHCTEM B 3HEPIOCCKTORS 1
YCHICHNES YIPABNCHHA B CHCTEM BHY TPEHHET 0 KOHTPONA B SHSPTOROMIAHNAN.

CyBenann n npodie pedioprng mo CMsirenin nociefcTeHi

Me  coxpasmeM  [IpHBEESHHOCTE  JOCTYOHOCTH  (az0BOro  YPOBRHA
NOTPeGACHHA IMEETPOSHEPIHH ANA ManoobecnedeHHBN cloen Hacencimd,
1ol uenele nocTanomtendes [lpaprmenteTia o1 200 Hosbps 2014 roaa Ne 660
of onobpenun CCT11 npeayemaTpuBacTos NOCTENEHHOE MOBLIINSHHS TapH(a
HE WIEKTPOAHEpPrHH AnA OeToBEIX notpelwreneii, Tapuda Ha Tennomymo
IHEpTHIO H MOopauyie pogy, KpoMe Toro, neffcTRYeT pAA NPOrPass coOuHanbiod
MOMOIH, CBATEAHHEIX C 3HeproHocHTeasMu. [IporpaMusl npelHaiHageHsl nna
COSUMpHMECKHY MPYIN HACENeHHA {HANPHUMED, NEHCHOHEPE], FOCY IAPCTICHHLIS
COVAELIHS, OOIYMATCIN KOMASHCAUHOHHEX BERIIAT BXMEH JBrOT, JIHOa,
NPOEHEAKIAE E REICOKOTOPHRIN W OTAafNeHHEN paifonax). Tax wak o
nporpaMMbl  OXBATEBAIOT OUBLIOVIC YacTh HaCeleHHS W KOPPeETHPYEITCH
eMer0HD, MEl YEEPEHEL, WTO TEKVILHC MPOrpaMMEL, BEYTIE © TAPHHON 00 Hopae
norpelnenid Teniopoll SHePrug, cMATIaT nocnereTakrs Tapudnodi pedopuel Ha
smanoobecneHeHHOE HACSIEHHE B KPUTKOCPOYHOM NepROIE,

(gHAaK0, HeCMOTpE HA  MACWTAOHOCTE  MEACTBYEOLOMX  [POTPEs
COUHMTEHOR MOMOIIH, MB OTMeYaeM HeROCTATOMHEIH YPOBCHE 8NPECHOCTH, TAK
Kax [MPaB0 HA MOOYHCHAS MOMOWMME B PAMKAX JSHHELX ODPOrpaMs oNpeieTacTed
COTARCHO NPHHAONEWHOCTH K COCHMIMSMESCEHM  FPYNDAM  HOCEACHWHA

4
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(KaTeropHancible Nocolug). Ememecyanoe nocobHe L0 manoobecnesieHiLix
cemelil © JeTEMH — HAMNPARACHA HA MANOHMYIIHS CoMBH © ACTEMH. CJIHAKO
neficTane 3T0H NporpasMMel OTPEHRSMHABSETCE CEMEBAMH C DEThME H OXEATEIERST
MeHee 23 or 20 % Gegmelwmyx cnoes Hacenedws. B nmpouecce peanmiannmx
Tapudroi pedopMB, B COOTBETCTEHH ¢ TeKyIHMH ®H Oyaymass CCOTLLL
JefiCTEVIOUIAA CHCTEME COLHANLHOR JLMHTH Q00%HA DRTE NOIEpernIens B
HEnAX Hagmexameli opHEeHTHPOBEHHOCTH MOMOLIN HA GCOHBIS CNOH HACCICHHR
H CHMAMeHES nocielcTer POCTa O2H HR JHSprolesMTSTH, B CPedHeCOYHOM
NCpHoGe MEl IUIAHHPYEM  YCOBCPIICHCTEOBETE CHOTEMY COUMMIBHON 3ailMThL ©
Tend, WTODR OHA HIPANa BLEHYH pPOAs B ODBCNEHCHHH  O0CTYIHOCTH
FHEprOHOCHTENSH mne OeaHMX <oes HaceneHHa, C  3ToH  Uensls Ml
MOANOTOEM B PEAIHIVER MEePR [0 ONTHMEMUHE OPpOrpisa CuMErdenig
Gennoctd. JleHcTEYIOMIHE NpOrpaMMel, OPHEHTHPOBAHHEIE HE MATOAMYILCC
FEacelenHe, lﬁ}'ﬂ'}"l' VOODePIISHCTBOBAHLI, B YMaCTH HX [OTeéHUHANRHOW
PCIVIBTETHBHOCTH M OXBaTa. Taxee Oyaoer nposoauTeed  paboTa o
ONTHMHIAINE  KATEMOPHATRHLIX  OPOrpaMs. 2ToT NOoENOD  HE  HANArasT
JONGAHATEALHOSe  uEHancopoe Operd  Ha MOCYAapoeTRerned  Swoawer, a,
HAMPOTHE, [TOMOMET OMEMHTS COCHeIcTEHA  JANbHeRuero  NoBLienHd
TAPHDOR HE MATOHMYIIHE CION HACCICHHA HA AJPeCHOH M MANO3IaTPETHON
ocHORE, CICHOBHAA 1ENh JARAKMASTCH B0 BHeJpeHHH nporpasuel £ 2007 rogy,
HOTOPasA MOMET OLThE PABEPHYTA H OXBATHT MATOHMYIIHE CeMbH ¢ ISTEMH HIK
fies geted.

[MapuraenbHo © TAHHEME PefOpMamMHE M HHHLHAPOBAIH HeCKOIBKD Mep
Nno peilcHmn NpeAcToAIlero IHepreTHyecKoro Kphnaxca. [letom Texywero roaa
IECITOPT  ICETPOIHEPrAN  HEe  OCYLOeCTRIATCH, HH-I'I_[‘II:ITHB. ANeETROAHEPMHE
HMITOPTHPOBAMACE M3 [ADEHEKHCTEHA, HTOO0L COXPAHHThE O0LEMBL BOAL O
ToKTOryIRCKOM BOAOKPAHAIHILE ANH ERpaloTEd 3MCKTPOIHCDIHHE B 3MMHSS
ppeda. Mo OpobelH NepercBopbl ¢ COCENIHAMH CTPaHaMH 10 HMOSPTY
WIEKTPOFEEPTHH B ZHMHHE  MEeCHUE H CHHMEHHNY  OHHOREMOro
sHeprogedHimMTa, ITpasHTeThe TRO MPHHATD MOCTAHOBIEHHE OT & Maa 2014 roaa
Ne 250 M cooTBETCTBYIOLEHE NONPaBkH K HeMy (OOCTalohjienHe oT 4 cenTalipa
2014 roaa Ne 525) of ogoGpenns [liaHa roTosxoCTH K NPoXOIKISHAR OCeHES-
apMHere neproga 2004-2015 ronoe. [Tnad COOCPHAT KOMMACKS HoOOXOIHMED
MEp  ANH  NOATOTOBRKH  OJHEPrOCeXTOpd K IHMHSMY Nepredy, HanpHsep,
BRIACTICHAE JHHAHCOBRX CPEICTH HA IAKYVIKY TOMIHEN O0H MOy IapCrseHHLIX
yupekIeHAR, TexHHYeckoe ODCIVIEHEAHHE H PeMOHTHEE r.-nﬁu:{rm Ha EAWHLIX
IHEPreTHHECKHY 00BeKTaX, 00eCIeYEHHE HENPILBHOT0 COCTOAHME KOTENLHEIX,
T.J. B paMmxax yEasaHHBIX MeEp M NOAMOTOBWIH PerdHOHANBHBIC NELHLL 10
VIPABACHHKY NOTPelIeHHes SEKTPoIHSDIHA, < Ted, uYTobel obecnevyHTE
MpO3IpATHOe, npelckazyemos H CTpaRe I THEOE HOPHPOAEHHC
anexTponoTpelnenss.  MHHACTSPCTBO  JHEPreTHEH H NPOMEIIIIEHHOCTE
Keprerceodl Pecnyfmnxn npaxazos ot 11 poabpa 2014 roga N 174 ogobpuian
P TH A LI lNMnasa DOATOTOREH ¥ MPeXMEOeHAHY  OTONHTEIERGMD SC30HA
OCeHHe-INMEHEro nepuona 20014-2015 rogop, © YEARAHHEM MEpOOpPHATHA 010
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MOHHTOPHBEDY H I-[HI:]JIJ]:IF.{I.'IPI:IEE[-IH.I-I:I o TITTaHAX o peryJidpossH e
WeRTpOCHROKEHHA PETHOHOR.

[Mpuesederne REBECTHUNE B PErHONAALNOE COTPYAHNYCTTRO

Fa mocneIHHe TIE ME] IPHEISEIH CYIIECTECHHEE 00heME (DHHAHCOBEIN
CPENCTE L0 PEROHCTPYRIMH H  OOHOBIEHHA TeXYIIHX AxTHBOA M
KAMHTANORAMKEHHE B HoBhie 00bekTsl, JaHALe HARSCTHLIHH HANPERIEHE] HA
TIOBLIUCHHE HAJCHHOCTH INCKTPOCHEOMCHHA, YEPCILICHHS SHEPreTHYeckoR
Ge30MAcHOCTH CTPAHE! M PRCIIAPERHE PErNOHANTBEOTO COTPY I HHYSCTEL

B qrene Haunx EpyIHBIY KATHTAIOBTOMEHHH !

- crpontenscTeo moacreHuME o Jarkas 500 xB ow JIOIT 220 kB aox
TIOBRIISHHA IMEETPOCHAOMEHHA B ORHEIX obnactax (208 mn  gonmapos
CILA),

- COBPEMCHHAA CHCTEMA V4eTa8 noTpelneHHs u cBopa JAHHBK B
kpymAeimed pacnpenenntensiof komnawnr OAQ «Cepepancerpor (45 i
nonnapos CLIIA)

- J130 «Jarea-Kesae 500 B » noacranups «Kesuun 500 gD nos
Nepedaus  ANSKTROSHeRIHH B CERepHbIC OGmaeTH CTPaHEl, WTO YCTPaHRAET
WBHCHMOCTE OT [OCTAROK Yeped coCe e cTpad {390 pmaH zoanapos CIILAY
5 = peROHCTPYEUHS Kpyoecimei TosToryasceod D0 (55 mian zoniapos
CILIAY;

- COHOBIEHHE MOICTRHUMA B ropoaax BHmkes n Ow — B amyx
KPYITHCHINX ropogax cTpasHe {23 snd aonnapos CHLA ).

- crpourenescTRo  JIIT 110 kB aAfryne-Tam -  Casate =
COMYTCTEVIOWHY MOQCTAHUME ANH ABTOHOMHBEX TOCTABOK WeKTpO3HepriH B
Neiinercknii pafion Batxenceodt ofnecTw nmo smeprockcTese  Kmprerceoit
PecnyOnuen (11,99 man gonsapon CHIA)

- pexocTpyEnpA At-bammwuckoil '3, © noBpiUcHHes MOMMOCTH
Ha 10 % (24,7 van meefuapcsss Gpankos).

Kpome Toro, s Hejapsmem ppemed ObUl JR0YLWIEH paiq NpoesTos LA
MOKPETHA JHEProae@HNTa B 3MMHCE BPEMA H (NIH) OBSIUCHES JKCOOPTHOTD
MOTENUHATA, B TOM YHCDE!

- crpomTenecTe  Bepxse-Hapeisckoro Kackaga 2O (VI8 mannd
nonnapos CHOITA),

« CTpoHTeIReTEO Kavdapartanckorn [230-1,

- moaeparsauud T30 ropoge brmxex (386 san nonnapos CLIAY

= MOBRIMEHHE HATEHHOCTH 5.'.||:I-|:'1'_|:IL'I-I:I{E.E:IB:|:[-I:HH AIH B:F}fnﬂtﬁumiji
pacnpefeHTensHol  komnandd DAD  «CepepanekTpor H  MOJSPHH3RIEE
vapaeacrnd (25 san aonnapos CLUAY;

- MPOEKT M0 Nepegaye amexTpooHeprHd LlenTparenas Azun — Mlwnam
Azpa (CASA- 1000,

- PEROHCTPYEIHA/CTPOHTETRC TR CETH TPaHCTIGPTHPOSKEH H
pacnpencieH A rala.

MB  noHHMa2eM, 970 038 MMMEKTHEHOM® H  PeIVIETATHEHOTO
HCOOIEIOBAHHA  KANHTLUIORIOEEHHA W YCTORYHBOCTH - NPHELLHNHAILHD
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IHANENHE HMET pedopMbl, HRNpaBNeHHME HA YEpemacHHe QHHAHCOBOH
VCTONYHEBOCTH  DJHCPrOCOKTODA, MOIEPHHIALHIG VIPABNSHHY, NOBLILEHHE
NPOIPAMHOCTH W MopoTdeTHOCTH.  JlasHele pediopME  Taxme  COITAIYT
GRaronpHATHEE YCOOBHA L4 OPHENEYeRH SACTHOMD CeXTOpa M (HMHEHCOBRIX
CPEOCTE B 3HEPTOCEETOP.

B aazmoueHrs Mbl XOTend 0Okl BHOBE 398BHTE O HAWER Thepool

MpHBeRERAOCTH MpoTpaMMe pediopMApoEaHNE HeprocekTopa. Mer saneemcn, -

4TO  BRIMOAHEHHe TapHgHOR pedopMbl H  CONYTCTBYROMER  pedopMid
VIIPERICHHA M Janee OyAeT Noaydars NOLISQEEY B PAMEAX NEPCIeKTHBHLIY
Cmepatnil no NoaepaKe MOTHTHER peasnTia Bresuproro Ganka.

Bripasaes yRepeHHOCTH, YT COTPYIHMYECTBO B 0DJACTH NOBRILICHHES
HADEHHOCTH H YIYHIIEHHE KAYSCTEA WIEKTPOCHADMERHS B 1100 NOCTYKHT Ha
Gnaro wacenenns Kepremceodt PecoyBnuen B 3ROHOMUYECKOMY PRISHTHIO

CTAME.

C yBameHHex, ?’
!
fn/]

IMpeMeep-MEHENCTR IMI

a2

T K. Oropiaes
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ANNEX 3: FUND RELATIONS ANNEX

KYRGYZ REPUBLIC—ASSESSMENT LETTER TO THE WORLD BANK 1
(Board discussion of Energy Sector Development Policy Operation)
December 9, 2014

This assessment letter provides an update on the Kyrgyz Republic’s economic developments and
performance. It reflects discussions with the authorities during the November 2014 mission.

1. Under the ECF-supported program completed in July 2014, the Kyrgyz

Republic made good progress towards macro-economic stability by pursuing fiscal
consolidation and embarking on key structural reforms.. To move to the next stage in
economic development, more needs to be done to stabilize growth, fight poverty, and reduce
dependency on gold, remittances, and aid. These challenges are amplified by a deteriorating
regional outlook, driven by the Russia-Ukraine conflict and uncertainty surrounding accession to
the Eurasian Economic Union (EEU).

2. The authorities are developing an economic reform program that aims at strengthening
and diversifying the economy, enhancing macro-economic stability, and sustaining the
development of the financial sector. It also includes structural reforms to build strong
institutions and sustain inclusive growth.

3. The November mission held productive discussions with the authorities on a possible IMF
successor program that would support these reforms. We plan to remain in close contact with
the authorities as they finalize the planned measures in the reform program to achieve their goals.
In this context, measures to safeguard financial sector soundness and to enhance transparency
regarding public investment plans and new borrowing will be critical to avoid deterioration in the
risk of debt distress and to safeguard macroeconomic and financial stability. A follow up mission
is expected to return to Bishkek in the coming period to continue discussions.

4. Adverse weather and regional developments have led to a slowdown in growth and an
uptick in inflation. Real GDP growth is expected to fall to 2.7 percent this year reflecting
slowing economies in the region, exacerbated by the Russia/Ukraine crisis, weaker than expected
agricultural season and downward revisions to growth in the services and construction sectors.
Inflation is expected to reach around 10 percent by end-2014, fueled by the weakening of the
som. The som has depreciated by about 17 percent against the U.S. dollar since the beginning of
2014, mainly as a result of the fall of the ruble and the tenge.

5. The faster than expected execution of the government’s public investment

program (PIP) has led to a widening of the fiscal deficit. The fiscal stance in 2014 was
expansionary with deficit including on-lending widening to 6.4 percent of GDP due to higher than
expected foreign-financed investment projects. However, the operating surplus is projected to
improve to 4.4 percent of GDP. The authorities are also expected to tighten current expenditures,
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1 The views expressed in this letter are those of the IMF staff not its Executive Board.
2 The IMF Board concluded the last Article IV consultation with the Kyrgyz Republic in March 2013.

especially on goods and services. The current account is expected to narrow to 15.6 percent of
GDP in 2014 due to a drop in imports.

6. As a result of the ramping up of the investment program, external public and publicly
guaranteed debt is expected to rise to 55.6 percent of GDP in 2014 and up to 63.5 percent of
GDP by 2017. The PIP anchored in the National Development Strategy is aimed at addressing
critical infrastructure and energy needs. The program is financed through FDI and foreign
concessional borrowing from China and other bilateral and multilateral partners. Nevertheless,
based on preliminary DSA results, public debt is still expected to remain, albeit barely, at a
moderate risk of distress.

7. Monetary and financial sector conditions are mixed. The NBKR recently raised the policy
rate for the seventh time this year to 10 percent and continues to intervene in the foreign exchange
market in a bid to curb inflation and exchange rate volatility. Dollarization, which exceeded 50
percent on both deposits and credits, is undermining the efficiency of monetary policy. Credit
grew by 40 percent (September year-on-year). Strong credit growth reflects a low base effect, and
NBKR’s efforts to improve access to credit for businesses in the areas of trade, agriculture,
construction, and manufacturing. At 16.3 percent of GDP, credit to the private sector is however
far below the CIS average of 40 percent. Foreign exchange reserves, at 3.6 months of imports are
adequate.

8. The medium-term outlook is for moderate growth, with risks tilted to the downside.
Growth is expected to average about 4 percent, well below potential (5 percent), whereas inflation
is expected to gradually moderate to single digits. Risks, however, remain significant. A further
slowdown among trading partners, especially Russia, could hurt growth and the balance of
payments. The recovery of currently stalling remittances is expected for 2016 but could be further
delayed in this case. The depreciation of the som in the wake of the falling ruble could exacerbate
inflationary pressures. Renewed problems with the Kumtor gold mine could impact growth,
revenues and the current account. Political tensions could rise in the run-up to next year’s
parliamentary elections, with populist rhetoric undermining reforms awaiting parliamentary
ratification. Finally, accession to the EEU could have moderate adverse effects on economic
growth and government revenues in the near term. There is also upside potential as Russia is
expected to contribute over time up to $1 billion toward a development fund.
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Table 1. Kyrgyz Republic: Selected Social and Economic Indicators, 2012-19

L Social and Demographic Indicators

Population (In millions, 2012) 56 GIMI Index (2011) 334
Unemployment rate (official, 2011) a5 Life expectancy at birth in years (2011) [T
Poverty rate (2012) 380 Adult literacy rate (percent of population) 8.0
GMI per capita (2013, Atlas method, U5, dollars) 1200 Infant mortality (per 1000 live births) (2012) 236
L Economic Indicators
2012 2013 2014 2015 2016 2m? 2018 2019
Act. Act. Projections

Nominal GDF (in bilions of soms) 310.5 350.0 3873 4384 490.9 546.1 B04.5 8657
Nominal GDP (in millions of LS. dollars) 6,603 7225 7158 7318 7,954 8,592 4,280 10,018
Real GDP (growth in percent) 0.5 105 27 34 4.2 4.9 50 51
Nongold real GDP [growth in percent) 5.0 58 27 34 4.1 4.7 51 51
GDP per capita (in LS. dollars) 1182 1,280 1256 1271 1368 1463 1564 1672
Consumer prices {12-month percent change, eop) 15 a0 103 96 6.5 55 55 55
Consumer prices {12-month percent change, average) 28 6.6 15 101 a1 6.1 54 55
General government finances (in percent of GO 1/
Revenues 349 350 36.2 359 347 345 350 351
Of which: Tax revenug 2006 208 210 210 213 216 218 220
Expenze 330 ile 319 s 298 293 1 87
Gross operating balance 19 34 a4 45 49 52 ca 63
Met acquisition of nonfinancial assets 1.6 71 ] 1086 a9 a5 a4 16
Owerall balance(net lending/oorrowing) -25 61 =40 4.3 =24 -13
Owerall balance induding onlending 57 -38 -h.4 499 6.2 4.9 -5 -13
Primary net lending/borrowing -16 -52 -28 3.1 -13 -05
Primary balance excluding foreign financed PFIP loans 25 ET] 4.2 349 ir 10
Primary balance excluding grants -5.5 -1000 57 5.8 -36 -26
Total public debt 2/ 49.0 468 577 604 63.7 64.9 608 55.7
Banking zector
Reserve money fpercent change, sop) 177 134 117 167 9.0 12.0 121 110
Broad money (percent change. eop) 238 2238 82 n7 138 17.7 166 120
Credit to private sector (percent change, eop) 8.2 361 316 244 180 173 164 141
Credit to private sector (in percent of GOP) 135 163 194 4 225 237 250 259
Velocity of broad money 3/ 32 29 27 25 25 23 22 2z
Interest rate 4, 5.2 4.5 - - -
External sector
Current account balance (in percent of GDF) -159 -16.6 -156 -l66 -15.2 -14.2 -14.0 -136
Export of goods and services (in millions of LS. dollars) 3,235 3653 3471 379z 4,068 4,345 4,532 5080
Export growth (percent change) 3.4 13.0 -50 9.2 73 6.8 a3 123
Import of goods and services {in millicns of U.S. dollars) 6174 6,845 6,680 6,544 7281 1,676 7,993 8455
Import growth (percent change) 260 109 -24 4.0 48 54 4l L%}
Gross International reserves (in millions of US. dollars) 2,061 2,031 2,100 2374 2414 2,416 2,255 2085
Gross reserves (months of next year impaorts, eop) 6 16 36 7 ER.] 36 32 28
External public debt outstanding (in percent of GDP) 463 444 556 586 62.0 63.5 505 545
External public debt service-to-export ratio (in percent) 30 28 33 i6 ER.] 41 a3 s
Memorandum items:
Exchange rate (soms per U5, dollar, average) 47.0 48.4 - - .
Real effective exchange rate (2010=100) (average) 1loa.s 107.6 - - .
Gold related tax receipts of the general government (percent of GDF) 15 10 -

Sources: Kyrgyz authorities and IMF staff estimates and projections.

1/ General government comprises State Government and Socal Fund finances, State government comprises central and local governments.

2y Calculated at end-period exchange rates,
3/ Twehe-month GDP over end-period broad monesy.
4/ Interext rate on three-maonth Treazury bills.
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