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SUMMARY OF PROPOSED CREDIT/GRANT AND PROGRAM

KYRGYZ REPUBLIC

PROGRAMMATIC GOVERNANCE AND COMPETITIVENESS DEVELOPMENT

POLICY OPERATION

Borrower The Kyrgyz Republic
Implementation Ministry of Finance
Agency

Financing Data

IDA Credit
Terms: 38-year maturity, including a 6-year grace period
Amount: SDR9.4 million (US$13.2 million equivalent)

IDA Grant
Amount: SDR7.7 million (US$10.8 million equivalent)

Operation Type The first in a series of two Programmatic Development Policy Operations

The Program Development Objectives of the Programmatic Development Policy
Pillars of the Operation are to support the Government of the Kyrgyz Republic in:
Operation 1. Improving public sector governance through reforms aimed at improving public

And Program
Development
Obijective(s)

Result Indicators

sector integrity, increasing the quality of public services, and enhancing energy sector
governance; and

2. Strengthening private sector competitiveness through measures to facilitate trade,
improve the business environment, and promote greater connectivity.

Pillar 1: Improving public sector governance

Baseline (2016): 0

Target (2018):  15% of all filed
declarations (focusing on high-
level officials and high-risk
positions)

Percentage of declarations of personal interests of
public officials verified by the Commissions on
Ethics to identify potential conflicts of interest.

Competition, value for money, and controls in Baseline (2014): B
public procurement PEFA (PI 19) score. Target (2018): B+

Graft index (i.e., the number of reported bribes asa | Baseline (2016): 21%
share of the number of reported transactions) in key | Target (2018): 10%
public service areas.

Cash collected per kWh of power supplied to the
domestic market.

Baseline (2015): 0.76 KGS/kWh
Target (2017): 0.97 KGS/kWh

Baseline (2015): 921.83

Cash collected per Gceal of heat generated by the KGS/Gcal
Bishkek Central Heating Plant. Target (2017): 1364.31
KGS/Gcal

Disclosure of quarterly key performance indicators | Baseline (2015): no
for the heating sector Target (2018): ves, as of 2017

Pillar 2: Strengthening private sector competitiveness

Export sales tax rate Baseline (2016): 2% on goods,
3% on services

Target (2018): 0%

Baseline (2016): 9

Target (2018): 20

Baseline (2016): 9

Target (2018): 20

Number of firms with certified HACCP.

Number of firms included in the EEU register of
FBOs and allowed to export to the EEU.

Share of VAT refunds processed through the
“green channel”.

Baseline (2016): 0%
Target (2018): 25%




Share of firms filling reports on social contributions | Baseline (2014): 0%

to State Tax Service. Target (2018): 50%

Share of firms inspected annually by the Sanitary Baseline (2016): 31%

Department. Target (2018): 20%

Number of firms from which feedback on Baseline (2016): 0

inspections has been received. Target (2018): 500

International internet bandwidth indicator used by Baseline (2016): 5008 Mbps

the International Telecommunications Union. Target (2018): 6500 Mbps
Overall risk rating High

Climate and disaster
risks

No short- or long-term climate and disaster risks are relevant to the proposed operation.

Operation ID

P148099




IDAPROGRAM DOCUMENT FOR A

PROPOSED GOVERNANCE AND COMPETITIVENESS DEVELOPMENT POLICY
OPERATION

TO THE KYRGYZ REPUBLIC

I. INTRODUCTION AND COUNTRY CONTEXT

1. This Program Document presents a proposed Development Policy Operation (DPO),
as part of a programmatic series to support the Kyrgyz Government’s reforms to improve
public sector governance and strengthen private sector competitiveness. The first operation in
the two-part series is in the amount of US$24 million, split between credit and grant components.
The DPO program supports the two main themes of the National Sustainable Development
Strategy (NSDS) of the Kyrgyz Republic, namely sustainable governance and sustainable
economic development. It builds on the previous programmatic DPO series, which also aimed to
enhance public sector governance and improve the business environment, as well as on the recent
Energy Sector DPO, which supported governance and financial viability reforms in the sector. The
proposed operation is fully aligned with the FY14-17 Country Partnership Strategy (CPS) and
2016 Performance and Learning Review (PLR) of the CPS. The CPS focuses on reducing poverty
and building shared prosperity by supporting public administration and service delivery reforms,
improving the business and investment climate, and strengthening stewardship of natural resources
and physical infrastructure.

2. At US$1,269 (in current US$), the Kyrgyz Republic’s GDP per capita remains one of
the lowest in the Europe and Central Asia region. In 2014, more than a third of the population
was below the poverty line. Economic growth in recent years has been too volatile to significantly
improve living conditions, while the largely informal private sector has failed to achieve
productivity gains and create good jobs. The economy’s excessive reliance on gold production, as
well as on foreign aid and migrant remittances, further exacerbates poverty-related risks. Over the
last five years, the poverty rate increased slowly up to 2012* and then gradually declined after
2013. Taking a longer-term perspective, the share of the population living below the poverty line
has been largely stagnating at around 35 percent. The bottom 40 percent of population has
generally benefited from episodes of economic growth, as reflected in the growth of mean real
consumption expenditures in the lowest and second lowest consumption quintiles and in a decline
in the Gini index from 0.257 to 0.224 between 2010 and 2014.

3. The Kyrgyz authorities have embarked on a series of reforms to address structural
impediments to growth. Supported by successive International Monetary Fund (IMF) Three-Year
Arrangements under the Extended Credit Facility (ECF), the government has been working to
ensure prudent fiscal and macroeconomic policies to enhance stability and reduce volatility, while
at the same time attempting to address the country’s large infrastructure deficit.? The authorities

! This increase is partly attributable to the political upheaval in 2010.
2 Underdeveloped infrastructure is consistently identified in business surveys as a major impediment to private sector
investment and development.



have also launched an ambitious Public Sector Reform Roadmap (PSRR) program, focused on
measures to improve the integrity of government decisions, increase the quality of services
provided to citizens and businesses, and reduce revenue losses caused by corruption in key sectors
such as energy. Taken together, these reforms have the potential to increase trust in government,
and provide higher quality services to citizens and firms. Alongside more specific policy measures
to boost competitiveness, which are outlined in the government’s Private Sector Development
Program (PSDP), these initiatives are critical to address the country’s long-term private
investment gap. Finally, efforts to ensure better connectivity through stronger information and
communications technology (ICT) development have the potential to improve the business
environment and support the delivery of public services.

4. Building on the government’s reform efforts and strategic priorities, the proposed
DPO series has two pillars, covering reforms in public sector governance and the
competitiveness environment. Pillar 1 aims to enhance public sector governance through reforms
to strengthen public integrity, increase the quality of public services, and improve energy sector
governance. Pillar 2 aims to strengthen private sector competitiveness through measures to
facilitate trade, improve the business environment, and promote greater connectivity. The dual—
and complementary—focus of the proposed operation on governance and competitiveness is
justified on three grounds: first, the proposed areas of engagement are aligned with the
government’s own priorities, strengthening ownership and enhancing the likelihood of positive
results; second, preconditions for maintaining short- and medium-term macroeconomic stability
are already extensively covered under the IMF-supported program; and third, weak governance
and rule of law have been consistently identified as the most binding constraint to growth and
investment in the Kyrgyz Republic.?

5. This programmatic DPO series is part of a broader reform agenda supported by
development partners. This operation has been prepared in coordination with the International
Monetary Fund (IMF), the Asian Development Bank (ADB), the UK’s Department for
International Development (DfID), the European Union (EU), and other development partners.
The IMF is implementing a three-year arrangement under the Extended Credit Facility. Other
partners are providing support in the areas of public sector strengthening, anti-corruption and
accountability, energy sector reform, and the business environment. Reforms in these areas, a
subset of which are supported under the proposed DPO, are focused on building more transparent
institutions and the effective provision of public services, thus promoting the accumulation of
assets and higher returns on assets for all population groups. Greater private investment will be
supported by a better business environment and improvements in telecommunications
infrastructure, as well as by more transparent and predictable government decisions stemming
from the new public procurement and conflict-of-interest legislation. Improving public service
quality, including the quality of the energy supply, will further accelerate economic activity and
contribute to improvements in the fiscal position of the country.

3 Asian Development Bank (2014): “The Kyrgyz Republic: Strategic Assessment of the Economy,” a growth
diagnostic following the Hausmann-Rodrik-Velasco methodology.
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1. MACROECONOMIC POLICY FRAMEWORK
A. RECENT ECONOMIC DEVELOPMENTS

6. Regional and global headwinds have heightened the vulnerability of the Kyrgyz
economy since 2014. The sharp drop in global oil prices has impacted the Kyrgyz Republic’s main
economic partners, Russia and Kazakhstan, with adverse repercussions on the Kyrgyz economy
through trade and remittance effects. Meanwhile, exchange-rate depreciation has affected the
purchasing power of households. This “new normal” economic environment is expected to prevail
over the medium term. When coupled with a softening of Chinese growth prospects, the external
environment calls for significant adjustments, including not only fiscal and exchange rate
adjustments but also a renewed emphasis on competitiveness. Against this background, recent
economic developments in the Kyrgyz Republic have been encouraging, and the fiscal expansion
envisaged by the authorities could play a positive countercyclical role, provided that it remains
anchored by a sustainable overall fiscal framework.

7. Economic growth remained relatively robust in 2015 in spite of significant regional
headwinds. Real GDP growth is estimated to have reached 3.5 percent in 2015, down from 4
percent in 2014, driven by a good agricultural harvest on the production side and net exports on
the expenditure side. While gold output declined by 8.3 percent, year-on-year, non-gold growth
stood at 4.5 percent. A significant 6.2 percent expansion in agriculture* compensated for a
slowdown in services and construction, and a contraction in industry®. On the demand side, a sharp
deceleration in private consumption growth caused the total consumption growth rate to fall from
3 percent in 2014 to 1.1 percent in 2015, despite an increase in public spending on wages, and
goods and services. Investment growth also slowed to an estimated 2.3 percent, reflecting subdued
household demand for new housing construction and the slow implementation of public
infrastructure projects. In turn, growth was supported by net exports, with imports falling sharply.

8. The Kyrgyz economy was adversely impacted by the contraction in Russia and
slowdown in Kazakhstan. The most significant shock to the Kyrgyz economy was the sharp
depreciation of the Kyrgyzstani som against the US dollar, which reached about 20 percent in
2015, and its volatility against the Russian ruble and the Kazakhstani tenge. Exchange rate
dynamics created uncertainty in the real sector of the economy, affecting the decisions of small
and medium firms as well as households, while the stark depreciation of the ruble affected the real
value of remittance inflows (in both som and dollar terms). Real-estate prices fell by about 20
percent in 2015, dampening private investment in construction. In addition, the volume of trade
declined markedly.

4 Reflecting favorable weather conditions, a catch-up effect following a contraction in 2014, as well as continued
support via budget-financed subsidized loans to farmers (KGS 3.8 billion in 2015 and KGS 5.3 billion in 2014).

5 Services grew at 3.7 percent, down from 4.6 percent in 2014; construction growth decelerated to 13.9 percent from
27.1 percent, and industry contracted by 4.2 percent overall (or 0.5 percent, excluding gold).
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Figure 1: Real GDP Growth (y-o-y, percent) Figure 2: Contribution to Growth (percentage points)
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Source: Kyrgyz authorities. Source: Kyrgyz authorities.
0. External trade contracted sharply due to declines in both exports and imports, while

a steeper fall of imports led to reduced trade and current account deficits. Exports are
estimated to have fallen by nearly 17 percent in 2015 in dollar terms, reflecting the decline in gold
production—due largely to geological factors—and, more importantly, diminished demand for
Kyrgyz goods among major trading partners such as Russia and Kazakhstan. Likewise, remittance
inflows also fell sharply, dropping by about 25 percent in dollar terms, entirely due to exchange
rate dynamics®. This, however, was offset by a steep contraction in imports (-23 percent in dollar
terms), which lead to a reduction in external trade and current account deficits to 35.4 and 14.7
percent of GDP, respectively, in 20157

10.  The current account deficit was financed by foreign direct investment (FDI) inflows
and external borrowing. In 2015, FDI increased by about US$350 million, reflecting larger
reinvested earnings by Kumtor, the main gold mine, and an inflow of capital related to the newly
established Russian-Kyrgyz Development Fund. At the same time, public borrowing declined,
reflecting the slower-than-anticipated implementation of the Public Investment Program (PIP),
though it remained the main source of financing of the current account deficit.

11. Fiscal balances improved over 2015, but the public debt position deteriorated. The
fiscal deficit fell from 3.9 percent of GDP in 2014 to 3 percent in 2015, as weaker-than-expected
tax proceeds and higher recurrent spending were more than offset by an increase in nontax
revenues. The decline in tax revenues from 25.1 percent of GDP in 2014 to 24.6 percent in 2015
was mostly on account of weaker regional trade with the rest of the world, as the Kyrgyz Republic,
under the Eurasian Economic Union (EEU), is entitled to receive a 1.9 percent share of total EEU
external revenues. By contrast, nontax revenues increased markedly thanks to a large one-off
mining license sale, the sale of radio frequencies, and large profit transfers from the central bank.
As a result, total revenues including grants increased to 34.9 percent of GDP from 34.4 percent in
2014. At the same time, current spending increased to 30.6 percent of GDP from 29.3 percent in
2014, reflecting increased wages for teachers and higher spending on goods and services, while
capital spending fell due to the slower-than-anticipated implementation of public investment
projects financed by foreign loans. Despite this improvement in the fiscal balances, the public

& As ruble inflows actually increased by around 20 percent.
" From 39.7 percent and 16.7 percent, respectively, in 2014.
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debt-to-GDP ratio deteriorated to 68.3 percent from 53.6 percent in 2014, mainly due to the
depreciation of the exchange rate.

Figure 3: Exports and Imports of Goods Figure 4: External Trade and the Current Account
(US$, millions) Balance
(Percent of GDP)
6,000 0 !
=10 -
4,000
=20
-30
2,000
-40
0 =50
2011 2012 2013 2014 2015e 2011 2012 2013 2014 2015e
u Export of goods W Import of goods ® Current account balance  ® Trade balance
Source: Kyrgyz authorities. Source: Kyrgyz authorities.

Table 1: General Government Budget

(Percent of GDP)
2013 2014 2015 2016
Proj.
Total revenues and grants 334 34.4 34.9 32.8
Total revenues 31.0 31.9 32.7 30.3
Current revenues 30.8 31.8 32.7 30.2
Tax revenues 25.2 25.1 24.6 22.8
Non-tax revenues 5.6 6.7 8.1 7.4
Capital revenues 0.2 0.1 0.1 0.1
Grants 24 25 2.2 2.4
Program grants 1.6 1.9 1.7 0.5
PIP grants 0.8 0.6 0.5 1.9
Total expenditure (incl. net lending) 37.1 38.3 38.0 40.1
Current expenditure 30.1 29.3 30.6 30.1
Wage 7.8 7.8 8.3 8.7
Transfer and subsidies 35 34 35 35
Social Fund expenditures 9.3 9.2 9.1 8.9
Interest 0.8 0.9 1.0 11
Purchase of other goods and services 8.7 8.1 8.8 8.0
Capital expenditure 7.0 8.4 7.3 9.8
o/w foreign financed 4.9 6.1 4.6 6.7
Net lending 0.1 0.6 0.1 0.2
Overall balance -3.7 -3.9 -3.0 -7.4
Financing 3.9 3.9 3.0 7.4
External 5.1 55 3.8 6.5
Domestic -1.2 -1.6 -0.8 0.9

Source: Ministry of Finance.

12. Inflation moderated to 3.4 percent (end-of-period) in 2015. While the depreciation of
the exchange rate was partly passed-through to domestic prices, the slowdown in private demand
as well as lower food and fuel prices exerted a countervailing influence.



13. Monetary and exchange rate policies were focused on adjusting to external shocks.
Monetary policy was kept broadly tight to ease pressures on the exchange rate, as well as to offset
inflationary expectations. The National Bank of the Kyrgyz Republic (NBKR) initially cut its
policy rate from 11 percent in January to 8 percent in July, then increased it to 10 percent in
September in the face of rising exchange rate pressures following the liberalization of the tenge.
This, along with stricter loan policies for commercial banks, significantly slowed the growth rate
of credit to the economy, which declined from 43.6 percent in 2014 to 17.3 percent as of end-
December 2015. However, the money-supply growth rate increased from 3 percent to 14.9 percent
over the same period, reflecting to a large extent the impact of the exchange rate depreciation on
the som-denominated value of foreign-currency deposits. Interventions by the central bank in the
foreign-exchange market were limited to smoothing fluctuations in the exchange rate, though total
sales were significant at US$330 million in 2015, which also contributed to tightening liquidity in
the economy. As of end-2015, gross international reserves stood at US$1.8 billion, covering more
than three-and-a-half months of imports.

B. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

14. Growth is projected to decelerate marginally to 3.4 percent in 2016 and to 3.1 percent
in 2017. Weak growth prospects among major trading partners, especially Russia and Kazakhstan,
will continue to negatively impact economic activity in the Kyrgyz Republic. At the same time,
gradually improving access to the EEU common market, as Kyrgyz firms adapt to EEU standards
and regulations, will have a countervailing influence. On the production side, output growth is
expected to be dragged down by lower gold production in 2016 and 2017. On the demand side,
stepped-up public investment should only partly mitigate subdued private demand, while the
contribution from net exports is anticipated to be flat.

15. Inflation is expected to pick up, albeit moderately, as the som remains weak and
prices for domestically produced agricultural products increase. The baseline scenario
assumes no significant international food price increases, a stabilization of oil prices at their current
low levels and a modest easing of exchange rate pressures. Under these circumstances, inflation is
expected to rise to 7 percent in 2016 and to remain around that level in 2017.

16. In turn, the main challenge for monetary policy will be to strike a balance between
managing exchange rate and inflationary pressures while ensuring enough liquidity to
support growth. In the absence of sterilization options, interventions by the central bank have a
tightening effect on liquidity, which in turn may require interest rate adjustments to support credit
growth. Over time, it is expected that current de-dollarization strategies will gradually strengthen
the interest rate transmission channel and improve the overall traction of monetary policy.



Table 2: Key Macroeconomic Indicators

Selected Indicators 2013 2014 2015 2016 2017 2018
Prel. Projections

Income and Economic Growth

GDP (current LCU, billions) 355.3 400.7 4236 4764 5243 5775

GDP Growth (% change, y-0-y) 10.9 4.0 35 3.4 3.1 4.1

Non-Kumtor GDP Growth (% change, y-0-y) 5.8 5.0 45 3.9 3.9 4.6

Gross Investment ( % of GDP) 26.2 26.9 28.1 29.3 29.3 29.0

Prices and Exchange Rates

Inflation, Consumer Prices (% change, y-0-y, end of year) 4.0 10.5 34 7.0 7.0 6.0

Inflation, Consumer Prices (% change, y-0-y, period average) 6.6 75 6.5 6.5 6.5 6.0

Nominal Exchange Rate (LCU/US$, end of period) 48.44 53.7 75.9

Real Effective Exchange Rate Index (2000=100) 113.1 128.8 116.1

Fiscal (% of GDP, unless otherwise indicated)

Revenues 334 34.4 34.9 32.8 32.6 33.2

Expenditures (incl. net lending) 37.1 38.3 37.8 40.1 37.2 35.2
Current 30.1 29.9 30.5 30.1 27.7 26.4
Capital 7.0 8.4 7.3 10.0 9.5 8.8

Overall Fiscal Balance -3.7 -3.9 -3.0 -7.4 -4.6 -2.0

Primary Fiscal Balance -2.9 -3.0 -2.0 -6.6 -3.6 -0.8

Total Public Debt 46.1 52.6 68.8 717 73.3 72.0

External Accounts (% of GDP, unless otherwise

indicated)

Export growth (nominal US$, % yoy) 135 -135 -16.9 -7.1 8.5 12.1

Import growth (nominal US$, % yoy) 16.1 -3.0 -23.1 -4.2 6.7 7.8

Current Account Balance -15.0 -16.7 -14.7 -17.2 -12.9 -11.4

Foreign Direct Investment, net inflows 8.5 2.3 7.2 75 5.7 6.1

External debt, total 729 81.2 98.1 100.8 100.7 97.9

Source: Kyrgyz authorities and Bank staff estimates and projections.

17.  The current account deficit is expected to remain elevated over the medium term.
Proceeds from gold exports are expected to decline slightly due to volume and price dynamics,
while continued economic difficulties among major trading partners should constrain non-gold
export growth®, Meanwhile, the anticipated scale-up of the public investment program over the
next two years is expected to drive import growth, given the high import content of large
infrastructure projects. Remittance inflows are projected to decline further in 2016 in dollar terms,
though at a slower pace reflecting a more stable ruble, and to rebound in 2017. As a result, the
current account deficit is projected to widen to 17.2 percent of GDP in 2016 before narrowing to
12.9 percent in 2017.

18.  The fiscal challenge over the medium term will be to support growth while remaining
on a sustainable fiscal path. The fiscal deficit is expected to grow to 7.4 percent of GDP in 2016
due to higher public investment spending. The deficit will largely be financed by external
concessional loans, primarily from China. However, the authorities have committed to fiscal

8 Although domestic companies that manage to comply with EEU standards and regulations will gain easier access
to the broader customs union market.



consolidation measures, starting in 2017, to decrease the fiscal deficit to 4.6 percent in 2017 and 2
percent in 2018, in adherence to commitments under the IMF-supported program and joint World
Bank and IMF engagement on the medium-term budget framework. The authorities intend to
achieve this objective through measures to increase tax revenues and curtail current spending,
while capital expenditures would remain high. Over 2017-20, tax revenues should increase by one
percent of GDP, due to measures to: (i) expand the tax base by encouraging businesses to
formalize, (ii) improve the administration of the value-added tax (VAT), (iii) reduce exemptions,
through both non-renewal of existing exemptions and streamlining policies for granting new ones,
and (iv) increase some tax rates, such as excise tax rates on alcohol and tobacco products.
Meanwhile, over the same period, expenses are targeted to decline by over 1.5 percent of GDP as
a result of efforts to (i) streamline non-priority purchases of goods and services, (ii) improve the
targeting of social benefits, and (iii) reduce the wage bill as a share of GDP by implementing the
recently adopted action plan for the reform of the public sector personnel and remuneration policy
and by carrying out functional reviews of the civil service. More generally, gains are also expected
from initiatives to strengthen public financial management by implementing the recently adopted
Public Procurement Law and by developing a financial management information system to
support the move to a Single Treasury Account. After increasing to 71.7 percent of GDP in 2016
and 73 percent in 2017, the public debt stock should begin to decline.

Table 3: External Financing

(Percent of GDP)
2014 2015 2016 2017 2018
Requirements 16.9 19.6 22.5 23.7 21.3
CAD 16.7 14.7 17.2 12.9 114
Amortization 5.2 6.2 8.1 8.1 8.5
Reserves -5.0 -1.3 -2.8 2.7 15
Sources 16.9 19.6 225 23.7 21.3
FDI 2.3 7.2 75 5.7 6.1
Disbursements 11.5 12.8 16.7 15.4 14.5
Capital Inflows 1/ 3.1 -0.4 -1.7 2.6 0.7

Source: Bank staff calculations.
1/ Includes errors and omissions

19.  According to the latest Debt Sustainability Analysis (DSA), the Kyrgyz Republic is at
moderate risk of debt distress;® however, risks have increased markedly, and large-scale
planned investments combined with exchange rate volatility could tilt the assessment toward
a high-risk scenario. Going forward, the planned acceleration of the disbursement of PIP loans
and the continued weakness of the som relative to the dollar are expected to result in a significant
rise of external public debt ratios. Although PIP borrowing terms are highly concessional, stress
tests suggest that the country is vulnerable to exogenous shocks. Fiscal consolidation and prudent
use of concessional loans, in particular for large-scale public investment programs, remain crucial
for keeping the debt outlook sustainable. Within the framework of the new IMF program, the
authorities committed to: (i) fully disclosing public investment plans and commitments; (ii)
refraining from non-concessional borrowing; (iii) grounding borrowing decisions in a medium-

® Joint IMF-WB Debt Sustainability Analysis, November 2015.
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term debt strategy; and (iii) reviewing the public investment framework to identify gaps and define
an action plan®.

20. Under the DSA’s baseline scenario, debt indicators do not exceed their indicative
thresholds. The present value of the public and publicly guaranteed debt-to-GDP ratio is expected
to reach 46.2 percent in 2016 and 46.7 percent in 2017 before stabilizing at around 45 percent,
remaining below the 57 percent indicative threshold due to fiscal consolidation over the medium
term. The present value of the public and publicly guaranteed external debt-to-GDP-and-
remittances ratio is expected to reach 35 percent in 2016, below its indicative threshold of 36
percent, before declining slowly.!! The present value of the debt-to-exports-and-remittances ratio
and the present value of the debt-to-revenue ratio, at 62 and 133, respectively, in 2016, are expected
to remain well below their policy-based indicative thresholds.*2

21. However, stress tests show that external debt is vulnerable to large shocks or
substantially less favorable assumptions. The present value of the debt-to-GDP and remittances
ratio rises above the relevant indicative threshold over the medium term under four of six stress
tests: (i) when exports grow at one standard deviation below their historical average over 2016-
2017; (ii) when net non-debt-creating inflows over 2016-17 are one standard deviation below their
historical average; (iii) when the exchange rate depreciates by 30 percent in 2016 relative to the
baseline; and (iv) under a shock over 2016-17 combining lower GDP and export growth, a decline
in the dollar GDP deflator and lower net non-debt-creating inflows. The depreciation of the
exchange rate in particular would lead to a significant and protracted breach of the indicative
threshold over the medium term. However, none of the other debt indicators breach their indicative
thresholds under similar stress tests.

Figure 5: Debt Sustainability Analysis Summary Charts
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Source: Joint IMF-WB DSA Update, November 2015.

10 This was done with IMF Technical support in March 2015.

1 The use of the remittance-adjusted thresholds is justified by the large size of remittances, which represented more
than 30 percent of GDP and over 60 percent of goods and services exports, on average, during the past three years.

12 The relevant thresholds are 120 percent for the present value of the debt-to-exports-and-remittances ratio and 250
percent for the present value of the debt-to-revenue ratio.



22. A relatively strong pipeline of public investments and a well-capitalized banking
sector may open up possibilities for growth, although the authorities will need to carefully
monitor emerging signs of vulnerability in the financial sector. Public sector investments in
energy and communications are likely to remain strong over the next few years, including the start
of construction of “line D” of the Central Asia—China gas pipeline, as well as heating and power
plant rehabilitation, and upgrade of road links with financing secured from China or from
multilateral development banks (e.g., the World Bank, the European Bank for Reconstruction and
Development) and regional development banks (e.g., the Asian Development Bank, the Eurasian
Development Bank). These projects are critical to address the Kyrgyz Republic’s large
infrastructure gap, as poor quality and insufficient infrastructure is consistently identified by firms
as one of the greatest obstacles to their operations. To date, and in spite of high levels of
dollarization, the Kyrgyz financial sector has remained well capitalized, with a capital-adequacy
ratio above 20 percent, and nonperforming loans (NPLs) have remained at modest and manageable
levels below 6 percent. Consequently, the banking sector has the potential to support businesses if
and when opportunities emerge. Nonetheless, vigilance will be required on behalf of the monetary
authorities, as banks would come under duress in the event of a further large depreciation of the
som or a real estate market crash, given currency mismatches and possible deteriorations in
portfolio quality. Stress tests carried out by the central bank suggest that banks are vulnerable to
risks stemming from exchange-rate dynamics as well as from sectoral concentration in trade and
construction, making it critical to strengthen the regulatory, supervisory and resolution powers of
the monetary authorities.

23. Overall, the macroeconomic policy framework is assessed to be adequate for this
operation, considering its consistency, credibility and sustainability. With a significantly
positive gross operating balance, the overall fiscal deficit is exclusively attributable to public
investment. In turn, the government’s ambitious public investment program seeks to unlock
binding constraints to growth by addressing the country’s significant infrastructure gap, while at
the same time providing countercyclical stimulus to the economy in the face of significant external
shocks. Large internal or external imbalances of a nature to endanger macroeconomic stability are
unlikely to materialize, provided that: (i) the public investment program is scaled down gradually
beginning in 2018; (ii) parallel measures to improve tax collection and contain recurrent spending
growth are implemented; and (iii) the energy sector gradually moves toward cost recovery tariffs.
Monetary and exchange rate policies, including a steadfast commitment to exchange rate
flexibility, are aligned with the objectives of maintaining macroeconomic stability and external
competitiveness. The authorities’ adherence to successive IMF programs provides reassurance that
fiscal discipline will be upheld, including through actions to strengthen tax administration and
streamline the public sector wage bill. Sources of financial sector vulnerability can be credibly
addressed through strengthened oversight and supervision. Finally, although the debt sustainability
outlook has deteriorated significantly due to exchange rate developments, the government’s
commitment to strengthened public debt management under the IMF-supported program provides
further ground for comfort. Yet the risks to the proposed operation are substantial, and the World
Bank will continue to closely monitor macroeconomic developments and coordinate with the IMF
to ensure that the environment remains adequate for the operation.
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C. IMF RELATIONS

24.  The Kyrgyz Republic successfully concluded a Three-Year Arrangement under the
Extended Credit Facility in June 2014, and a new Three-Year Arrangement under the ECF
was approved by the IMF Board on April 8, 2015. The 2011-14 program, in the amount of
US$106 million, was implemented without delays. The IMF stated in a press release on June 26,
2014 that, “During the program, strong adherence to the authorities’ Fund-supported program
played a pivotal role in achieving economic recovery and macroeconomic stabilization following
the 2010 domestic crisis.” Shortly after the completion of this program, the authorities reached an
agreement with the IMF on a new program, which was approved by the IMF Board on April 8,
2015. Key policy areas under the new program include public debt and public investment
management, tax administration, public expenditure and banking sector regulation and
supervision. A First Review under the Arrangement was approved by the IMF’s Board on
November 18, 2015, which concluded that the “program is broadly on track”. The World Bank
team coordinates closely with the IMF team both on the macroeconomic framework and a wide
range of structural issues.

I11.  THE GOVERNMENT’S PROGRAM

25.  Thegovernment’s priorities and medium-term objectives are described in its National
Sustainable Development Strategy, 2013-17 (NSDS) adopted in 2013. Strengthening governance
and reducing corruption are the overarching themes of the NSDS, which recognizes that previous
national development strategies in 2001, 2003 and 2009 largely failed due to “...bad governance,
corruption, and the criminalization of certain state institutions.” In particular, it calls for creating
a state governed by the rule of law, with a robust legal system, constitutional stability, a culture of
legality, democratic elections, anticorruption efforts, strong local self-government, a reformed
judiciary and reliable law-enforcement services.

26.  The second part of the NSDS identifies the country's economic development
priorities. These include continued macroeconomic stability, an improved business environment
and investment climate, and a strengthened financial sector. Furthermore, the NSDS identifies
strategic industries and sectors, including agro-processing, energy, mining, transport and
telecommunications, and tourism, to promote inclusive growth.

217. Building on the NSDS, the government has adopted a number of key policy
documents directly relevant to the two proposed DPO npillars. The Public Sector Reform
Roadmap (PSRR) is a medium-term action plan identifying priority actions in seven areas of public
sector reform: anticorruption, public financial management, public administration, the civil
service, judicial reform, and governance in energy and extractive industries. The first version of
the PSRR was prepared with World Bank Group support and adopted by Government Resolution
No. 167 in May 2014. The PSRR was subsequently updated by Government Resolution No. 178-
p, adopted on April 23, 2015. Energy sector reforms are anchored by the Power Sector
Development Strategy for 2012-2017, accompanied by the detailed Action Plan for Reforming the
Energy Sector, 2013-14. The national Private Sector Development Program, prepared with World
Bank Group support, was adopted by the government on March 16, 2015. It describes the
government’s reform agenda for private sector development and creates a unified platform for
development partner support.
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V. THE PROPOSED OPERATION
A. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

28.  The overarching objective of the proposed programmatic DPO series is to support
the Kyrgyz Government in promoting sustained economic growth through policies aimed at
improving public sector governance and strengthening private sector competitiveness. The
design of the program reflects the priorities of the NSDS, as well as PSRR and PSDP. Drawing on
the government’s priorities in the PSRR, Pillar 1 supports key policy actions such as the
introduction of conflict of interest legislation, implementation of the Public Procurement Law, and
the adoption of public service standards, as well as a number of measures to increase the
transparency and accountability of the energy sector. Taken together, these measures are expected
to address key sources of both grand and petty corruption, and contribute to a more conducive
environment for private sector investment and growth. Pillar 2, supporting competitiveness
reforms, draws on the PSDP. It is built around the objectives of improving the business
environment and enhancing connectivity in ways that would enable Kyrgyz businesses to grow
and create jobs, while capitalizing on Kyrgyzstan’s membership in the Eurasian Economic Union
to boost exports.

29.  The proposed series has been prepared with a view to deepen reforms in areas
supported under previous DPOs. Specifically, the proposed operation extends reforms supported
under the previous DPO series (P129597; P126274) in the areas of public personnel integrity,
public procurement management, energy sector transparency and accountability, and business
environment improvements. Likewise, this operation complements the policy program supported
by the energy sector DPO (P152440) through effective implementation of the Medium-Term Tariff
Policy (MTTP), extension of the tariff setting methodology to the heating sector, extension of the
performance reporting framework to the heating sector, and further institutionalization of the
sector regulator. In addition, a number of existing investment and analytical and advisory activities
in the country have informed the design of the operation.

30.  The design of the proposed programmatic operation also benefited from lessons
learned from the previous DPO series, as well as the recent energy sector DPO. Key lessons
from the energy sector DPO and the previous DPO series include the importance of (i)
concentrating on a few policy areas that are fundamental to addressing key challenges and have
the full ownership of the government; and (ii) complementing the DPO with other instruments for
World Bank support, including investment project financing, technical assistance, and economic
and sector work. The experience of the previous DPO series also provides a key lesson with respect
to the sequencing of prior actions that include legislative actions; namely, that they should be
followed by triggers that hinge on the effective adoption of these legal acts. In particular, if the
first operation in the series includes a prior action formulated as a submission of legislation to the
parliament, then it should be followed by an implementation measure, such as the enactment of
key secondary legislation, in the second operation. This type of sequencing provides incentives for
the timely enactment of legislation supported by DPO1, which is in turn a necessary condition for
adopting secondary legislation under DPO2. Similar sequencing is also possible with consecutive
DPO series. The proposed operation includes implementation measures for key legislation (i.e.,
the actions related to public procurement, energy, tax reform and telecommunications), thus
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maintaining continuity in the reform areas of development policy programs in the Kyrgyz
Republic, with a strong focus on implementation and results.

B. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

31. The Program Development Objective of the Programmatic Development Policy
Operation is to support the Government of Kyrgyzstan in improving public sector
governance and strengthening private sector competitiveness.

32. Improving governance and lowering the level of perceived corruption will alleviate
one of the key constraints to unleashing the growth potential of the Kyrgyz economy. Both
the 2013 Business Environment and Enterprise Performance Survey (BEEPS) and the World
Economic Forum’s 2015-2016 Global Competitiveness Report identified corruption as one of the
most problematic factors for doing business in the Kyrgyz Republic. The country has recently
made modest progress on key governance indicators, such as the World Governance Indicators
(WGI) and Transparency International’s Corruption Perception Index (TI1 CPI), albeit from low
initial levels.!® Despite these modest gains, levels of public trust remain low. Negative perceptions
of governance persist in the energy and mining sectors, as well as in the area of public financial
management, particularly public procurement. The proposed DPO will support the government in
tackling some of the key issues related to preventing corruption in the public sector (e.g. the Law
on Conflict of Interest), and specifically with regards to public procurement (e.g. implementation
of the Public Procurement Law). Moreover, the operation will support measures that are expected
to improve governance and accountability in one of the most negatively perceived sectors: energy.

33. Improving the quality of public services will increase trust in government and
enhance the attractiveness of investment, further spurring growth. According to the European
Bank for Reconstruction and Development’s 2010 Life in Transition Survey, only 36 percent of
Kyrgyz citizens are satisfied with government services related to the issuance of official
documents, while satisfaction with court services is dismal at 5 percent. Unofficial payments are
“always” or “usually” necessary to obtain official documents according to 37 percent of
respondents, more than twice the reported CIS average (15 percent). According to the 2013 Global
Corruption Barometer, 45 percent of Kyrgyz respondents reported paying a bribe while accessing
public services. The proposed DPO will support the government’s efforts to address these issues
by adopting, publicizing and adhering to public service delivery standards. This is expected to
decrease processing times and improve government transparency and accountability, while also
reducing the scope for petty corruption.

34.  The poor bear a disproportionate share of the cost of corruption in public services.
According to the World Bank’s 2015 Kyrgyz Republic Corruption and Poverty Survey, the poor
pay a higher bribe tax while obtaining services: the average amount in bribes for public services
paid by the poorest quintile is 6.3 percent of annual consumption, compared to 5.8 percent for the
richest quintile. Moreover, the average bribe per transaction paid by the poorest quintile (KGS
1,441) is higher in absolute terms than for the richest quintile (KGS 1,257). Therefore, reducing

13 The Kyrgyz Republic’s TI CPI ranking in 2015 was 123" out of 167 countries, compared to 164" out of 183
countries in 2011.

13



petty corruption in public services is directly related to the twin goals of reducing poverty and
boosting shared prosperity.

35. Long-term growth and poverty reduction will depend on the Kyrgyz Republic’s
ability to stimulate private sector investment and development, as well as promote exports
to the newly created EEU. Reform efforts in recent years have not yet translated into a business
environment conducive for private investment, job creation and growth. Overall, the country
ranked 67" out of 189 in the Doing Business report in 2016, reflecting no change from 2015. On
another measure of the business environment—the World Economic Forum’s Global
Competitiveness Index (GCl)—the country’s position was 102 out of 140 in 2015-16. The Kyrgyz
Republic’s weak performance on these measures, in spite of legislative and institutional reforms,
reflects their poor implementation, as well as the persistence of a heavy regulatory burden,
administrative complexity, and corruption. Specifically, complex tax administration hampers
private sector growth, particularly among small and medium enterprises (SMEs). Moreover, weak
ICT infrastructure and internet connectivity represent additional constraints on private sector
activity, particularly in the services sector, which will be central to diversification efforts,
increased value addition, and the creation of more productive jobs. According to the GCI, and as
measured by the pillar on “Technological Readiness,” the Kyrgyz Republic ranks particularly low,
has shown little improvement over time and is lagging behind many CIS countries. The country
ranked 125" out of 144 countries on the “international internet bandwidth, kb/s per user”
indicator—one of the country’s lowest ranks among all GCI indicators. Pillar 2 of the proposed
DPO is addressing the above bottlenecks to foster more vibrant private sector development.

Pillar I: Improving Public Sector Governance

36. Reforms under the first pillar support three policy objectives: (i) improving the
integrity of government decisions; (ii) increasing the quality of public services; and (iii)
strengthening energy sector governance. These reforms were selected because they address the
key drivers of poor governance in the Kyrgyz Republic, while leveraging longstanding government
commitment for maximum impact. These reforms tackle both petty corruption in public services
and high-level corruption (or “grand corruption”) in public procurement, energy sector revenue
allocation, and across the public sector by public officials with conflicts of interest. Introducing
conflict of interest primary legislation is groundbreaking in the Kyrgyz context. The new Law on
Conflict of Interest will allow the sanctioning of one of the main sources of grand corruption in
Kyrgyz Republic, defined as the misuse of public office for private gain. In addition, focusing on
high-level corruption in critical areas such as public procurement and the energy sector has the
potential to both curb the leakage of significant amounts of public funds and improve the public’s
perception of the most corrupt sectors. Finally, addressing petty corruption in public services will
benefit the lowest-income citizens the most, thus contributing to the twin goals of eliminating
poverty and boosting shared prosperity. Taken together, the measures supported by this pillar have
the potential to alleviate key constraints to investment and growth.
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Objective 1. Improving the Integrity of Government Decisions
» Regulating Conflicts of Interest

37. Unregulated conflict of interest is an underlying source of corruption among public
officials in Kyrgyzstan. In October 2014, the Ministry of Economy (MoE) commissioned a study
on the pervasiveness of conflicts of interest in the country based on focus groups of public officials
and business representatives in the cities of Bishkek, Osh and Karakol. According to the results of
this study, conflicts of interest in the Kyrgyz Republic occur most often in public procurement,
when members of the tender committee have personal interests in the companies that bid on a
contract. Other instances of conflicts of interest include public officials making regulatory
decisions that affect businesses in which they have a private stake, as well as nepotism in the civil
service. However, the Kyrgyz Republic’s current primary legislation does not include a provision
that would prevent or sanction this behavior, and it does not even define conflicts of interest.

38.  When public officials act to further their private interests while making official
decisions, it negatively impacts the quality of those decisions and public services. The results
of the MoE focus group study suggest that conflicts of interest may contribute to infrastructure
projects being of inferior quality or developed at an unnecessarily high cost; access to public sector
contracts being reserved only for entities with connections to public officials; or public sector
employees not being hired on a meritocratic basis. This not only decreases the public’s trust in the
government, but also affects private sector development, as entities with links to public officials
receive preferential treatment. The quality of public policy decisions, such as regulation or
contracting, also suffers. When conflicts of interest are present, decisions are no longer made based
on the value for money for the public, but are instead guided by private interests.

39. Regulating and preventing conflict of interest is a relatively new concept in the
Kyrgyz Republic. Legislative changes that address the existing lack of understanding, prevention,
or sanctioning of conflict of interest can therefore have a significant impact on reducing corruption
among public officials. On February 13, 2014 the government took an important step in this
direction by adopting Government Resolution No. 90, “On the Approval of the Interim Guidelines
on the Resolution of the Conflict of Interest at the Civil and Municipal Service of the Kyrgyz
Republic.” This resolution is the first public policy attempt to regulate conflict of interest among
civil and municipal servants. However, primary legislation that would apply to all public officials
is required to: (i) clarify the definition of conflict of interest; (ii) identify different types of conflict
of interest; and (iii) develop robust and streamlined measures for identifying, managing and
sanctioning conflicts of interest.

40.  Adopting the new Law on Conflict of Interest will increase transparency about the
private interests of public officials and establish incentives to prevent conflict of interest. The
law will require that public officials submit declarations of personal interests together with their
asset and income declarations. Commissions on Ethics will be created in various ministries,
departments, and agencies. Their mandate will be to review and verify the declarations of personal
interest and identify potential conflicts of interest. In cases when a public official is found to have
acted in his/her public capacity for personal gain (i.e. a “consumed conflict of interest”), the law
stipulates appropriate sanctions. Besides sanctions, the law also delineates advisory mechanisms
to support public officials to help prevent conflicts of interest from arising.
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41. The following prior actions and indicative triggers are proposed:

Prior Action #1. The Government of the | (Indicative) Trigger #1. The Government of
Kyrgyz Republic submits the draft Law on | the Kyrgyz Republic issues key secondary
Conflict of Interest to parliament. legislation to implement the Law on Conflict of
Interest.

42. Expected Results: Increased transparency regarding the private interests of public officials
and robust mechanisms for managing conflicts of interest, as measured by the percentage of
declarations of personal interests of public officials reviewed and verified by the Commissions on
Ethics to identify potential conflicts of interest.!* Additional indicators that could measure success
include the number of cases of potential conflict of interest self-reported or identified by the
Commissions on Ethics, with follow-up advice provided to officials by their superiors to regulate
conflict of interest; and the number of cases of consumed conflict of interest identified and
sanctioned.

» Enhancing Public Procurement Practices

43.  The landmark Public Procurement Law (PPL) was approved by parliament in
January 2015 and signed by the President in April 2015. The new PPL makes the following
critical improvements to the Kyrgyz Republic’s public procurement system: (i) a more transparent
procurement process in which information on every step of the process is made public on the
Public Procurement Portal; (ii) improved oversight through a strengthened role for the Tender
Commission, including mandatory review and declaration of no objection to bidding documents;
(iii) process streamlining and simplification via the use of framework agreements; (iv) enhanced
competition through limits on single-source procurement; and (v) improved redress mechanisms
through the creation of an Independent Complaint Review Commission.

44.  The World Bank will continue to support the enhancement of public procurement
practices in the proposed DPO series through implementation measures for the law. DPO1
will focus on one key piece of secondary implementing legislation: the adoption of the Regulation
on the Independent Complaint Review Commission. This is the most important area for
improvement of the procurement system, according to the 2014 Public Expenditure and Financial
Accountability (PEFA) assessment. The existence of an independent administrative procurement
complaints review system (PI-19iv) is one of the four components of the PEFA’s “Competition,
value for money, and controls in procurement” indicator (PI-19). While Kyrgyzstan’s composite
score on PI-19 was a B, the country score was D on PI-19iv. Establishing an independent
commission to review complaints, instead of the MoF’s Department of Public Procurement, will
increase the accountability of government decision makers by giving voice to the firms competing
for government contracts. Subsequently, DPO2 will further support the PPL’s implementation by
requiring the adoption of “Guidance and Standard Procedures for the Application of the Public
Procurement Law”. These documents will include step-by-step instructions on various

14 Although the law extends to all public officials, the results indicator will focus on high-level officials and other
“politically exposed persons.” This approach uses risk-based selection for selecting a sample of conflict-of-interest
declarations to verify initially as the institutional implementation capacity for verification is being developed.
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procurement methods as well as a set of standard bidding documents consistent with the processes
defined in the PPL.

45, In addition, the World Bank and other development partners will support the
development and implementation of procurement regulations and institutional capacity
building. This assistance will help operationalize the Public Procurement Department (PPD) as an
effective regulatory body, as well as develop implementation guidelines and build institutional
capacity for the Independent Complaint Review Commission. With World Bank support, the PPD
and Training Institute in the Ministry of Finance (MoF) will roll out capacity building through
online and face-to-face programs involving procuring entities, bidders and all other stakeholders.
The program will include e-procurement.

46.  The following prior actions and indicative triggers are proposed:

Prior Action #2. The Government of the | (Indicative) Trigger #2. The Government of

Kyrgyz Republic, through the Ministry of
Finance, issues a Regulation establishing an
Independent Complaint Review Commission

the Kyrgyz Republic, through the Ministry of
Finance, issues the Guidance Notes delineating
instructions on procurement methods and

for public procurement. standard bidding documents to further
operationalize the work of the Independent

Complaint Review Commission.

47. Expected Results: The implementation of the new PPL will: improve the complaints
review system, as reflected by an increase in PEFA PI-19iv sub-score; and over time, create a more
competitive, efficient and transparent public procurement environment, reflected in an increase in
the overall score on PEFA PI-109.

Objective 2: Increasing the Quality of Public Services
» Adopting Public Service Standards

48. Corruption is prevalent in key services used by the majority of Kyrgyz citizens.
According to the World Bank’s 2015 Kyrgyz Republic Corruption and Poverty Survey, the most
widely used services in the country have a high incidence of corruption. The “Graft Index,” defined
as the number of reported bribes divided by the number of reported transactions, is 24 percent in
public education, 19 percent in employment and social security assistance, and 24 percent in
identification, passport and registration services. Unpredictability and poor information about
government services contribute to the ability of public officials to extort unofficial payments while
delivering low-quality services.

49.  The introduction of public service standards increases the accountability of
government officials for providing clearly defined services on time, thus reducing the scope
for corruption. The Kyrgyz authorities are fully committed to the development and adoption of
service delivery standards. The Law on Public and Municipal Services requires the creation and
approval of a Uniform Roster of Public Services encompassing services provided by executive
agencies, their affiliates and subordinate institutions. At present, the Uniform Roster includes 373
public services, including education, health, social protection, administrative services and other
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services, of which 224 are fee-based and 149 are free of charge.’® In order to streamline the
provision of public services, the government has begun developing and approving relevant service
standards and administrative procedures. Service delivery standards specify qualitative criteria for
public service provision, such as the timeframe for service delivery, the locations where the service
is delivered, standards of conduct of public officials, etc. The administrative procedures delineate
the process of service provision and serve as guidelines for service providers. Templates for both
service standards and administrative procedures have been adopted by two separate government
resolutions.*® Government bodies are expected to develop standards and administrative procedures
according to these templates and submit them to an interagency committee for review and
approval, after which those standards and procedures are ready for formal adoption.

50.  The following prior actions and indicative triggers are proposed:

Prior Action #3. The Government of the | (Indicative) Trigger #3. The Government of
Kyrgyz Republic adopts service delivery | the Kyrgyz Republic: (i) adopts service
standards for at least 90 public services, | delivery standards for an additional 120
including in the key areas of public education, | services; (ii) adopts administrative procedures
social security and employment, and ID | for at least 20 services; and (iii) establishes a
services. monitoring mechanism for implementing the
adopted standards and procedures.

51. Expected Results: More transparent service delivery standards, ultimately resulting in
greater accountability of public officials and lower petty corruption, as reflected in a lower Graft
Index in key public service areas such as education, health, social protection, and administrative
services.

Objective 3: Strengthening Energy Sector Governance

52. Weak governance and poor financial viability are the root causes of the chronic crisis
in the Kyrgyz Republic’s energy sector. The supply of power and heat are unreliable due to
antiquated and poorly maintained infrastructure, as well as weak governance and a lack of
transparency and accountability. In turn, low electricity and heating tariffs compromise the
financial viability of the sector, leading to severe underspending on maintenance and new
investments, and distort pricing signals, which results in inefficient consumption. The Kyrgyz
Republic has the lowest electricity tariffs in the Europe and Central Asia (ECA) region and one of
the lowest worldwide; as a result, the sector constitutes a significant source of quasi-fiscal
liabilities, as deficits of the power sector alone average two percent of GDP per year, covered by
government loans. Weak governance and inadequate regulatory frameworks lead to executive
discretion, arbitrary and non-transparent decision making about the allocation of funds in the
sector, and lack of accountability for services delivered to consumers. As a result, Kyrgyz citizens
perceive corruption in the energy sector as pervasive.

15 The Uniform Roster was approved by the Government Resolution No. 85 on February 10, 2012.
16 The template for standards was approved in 2012 (Decree No. 603), while the template for administrative procedures
was approved in 2014 (Decree No. 287-p).
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53.  The proposed DPO series supports governance and tariff reforms in the energy sector
as part of a medium-term reform agenda. The operation focuses on two reform areas that were
launched under the recently approved Energy Sector DPO: (i) improving the financial viability of
the energy sector through transparent tariff reforms, and (ii) strengthening transparency and
accountability in the sector. These reforms will help address both the perceptions of grand
corruption in the distribution of funds in the sector, as well as petty corruption in the provision of
energy services. They will also help improve the quality of services delivered by reinforcing the
financial position of operators and promoting public accountability measures, and they will reduce
fiscal pressure on the state budget by promoting cost-recovery pricing objectives.

» Improving Economic Governance of the Energy Sector: Transparent Tariff Reform

54. The government has taken important steps toward transparent tariff reforms. On
November 20, 2014 the government approved the Medium-Term Tariff Policy (MTTP) for the
power and heating sectors for 2014-17 (Resolution N0.660), which calls for tariff increases for
different consumer groups designed to gradually achieve cost recovery. On December 11, 2014
the Regulatory Agency of the Fuel and Energy Complex enacted tariff increases for 2015 (Order
No.45). However, additional policy actions will be necessary to complete these reforms.

55.  The proposed DPO series will support the government in implementing phased tariff
reforms to ensure the sector’s financial viability. DPO 1 will support the approval of a tariff-
setting methodology for heating companies as the first step toward transparent heating pricing.
DPO 2 will build on this reform by supporting an update and extension of the MTTP through 2018.
This will enable the government to continue revising electricity and heating tariffs towards long-
term cost recovery levels in a gradual and predictable manner, while taking into account the
significant decline in world oil and gas prices.

56.  The following prior actions and indicative triggers are proposed:

Prior Action #4. The Government of the | (Indicative) Trigger #4. The Government of
Kyrgyz Republic, through the State Regulatory | the Kyrgyz Republic adopts a revised
Agency of the Fuel and Energy Complex, | Medium-Term Tariff Policy for 2014-17,
adopts a tariff-setting methodology for heating | consistent with the medium-term objective of
sector companies. improving the financial viability of the sector.

(Indicative) Trigger #5. The Government of
the Kyrgyz Republic extends the revised
Medium-Term Tariff Policy by one year
(through 2018) in accordance with the
objective of increasing sector revenues.

» Promoting Transparency, Accountability, and Rules-Based Governance in the
Energy Sector

57. Regulatory reforms must accompany tariff reforms in order to ensure increased
accountability by power and heating companies, build consumer confidence and encourage
the acceptance of reforms. On November 14, 2014 the government designated a single entity,
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the State Regulatory Agency of the Fuel and Energy Complex, for economic regulatory functions
in the energy sector (Resolution N0.650).

58.  The State Regulatory Agency of the Fuel and Energy Complex has been made
responsible for the allocation of funds collected from end-users across electricity generation,
transmission and distribution companies. This is an important change. Previously, payments
collected from energy consumers were allocated across companies based on a monthly ministerial
order and did not systematically correspond to the actual volumes of power made available to
distribution companies. DPO1 will support the adoption of a Government Resolution delineating
rules-based governance of the allocation of funds to electricity sector companies based on tariffs
and volumes, rather than executive discretion. Not only will this result in increased transparency,
but the reform is also expected to create incentives for distribution companies to improve their
operational and financial performance, including collection.

59.  The agency will also take steps to increase the government’s accountability for
heating services delivered to the population. DPO1 will support transparency, accountability
and performance management by establishing a performance reporting and monitoring framework
for the heating sector. Key performance indicators for the sector will include the number of
breakdowns, the amount of heat generated in the districts, as well as the number of complaints.
The previous DPO series supported a similar reform for the power sector, Regulation No.33, which
was issued by the State Regulatory Agency of the Fuel and Energy Complex on November 10,
2014.

60.  Going forward, it will be important to ensure the functionality, independence, and
funding of the State Regulatory Agency of the Fuel and Energy Complex, so it can continue
to act as an impartial regulator of the energy sector. DPO 2 will focus on strengthening decision
making within the agency, as well as adopting a sustainable funding mechanism to ensure adequate
financial resources for the Agency.

61.  The following prior actions and indicative triggers are proposed:

Prior Action #5. The Government of the Kyrgyz
Republic adopts a Resolution that institutes a new
cash settlement mechanism between electricity
generation,  transmission and  distribution
companies, which ensures that cash allocations are
automatic and consistent with the tariffs approved
by the State Regulatory Agency of the Fuel and
Energy Complex.

Prior Action #6. The State Regulatory Agency of | (Indicative) Trigger #6. The Government of the
the Fuel and Energy Complex adopts a | Kyrgyz Republic adopts a Resolution establishing
Performance  Reporting and  Monitoring | the governance structure and funding mechanism
Framework for the heating sector. for the State Regulatory Agency of the Fuel and
Energy Complex to increase its autonomy and
ensure that it has adequate financial resources.
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62. Expected Results: (i) Increased financial viability of the energy sector, measured by a rise
in cash collected per kwWh of power generated and per Gcal of heat generated by the Bishkek
Central Heating Plant; (ii) Improved accountability for heating service provision, with disclosed
quarterly key performance indicators for the heating sector.

Pillar 11: Strengthening Private Sector Competitiveness

63. Reforms under the second pillar support three policy objectives: (i) promoting trade,
in the context of the Kyrgyz Republic’s recent accession to the EEU; (ii) enhancing the business
environment to stimulate private-sector-led growth; and (iii) improving internet connectivity as an
important catalyst for private sector development. Accomplishing these goals will allow Kyrgyz
businesses to access the larger markets of EEU member countries and improve private sector
competitiveness more broadly. In addition, expanding the coverage of internet connectivity to rural
areas and improving its quality is an important driver of shared prosperity.

64.  The reforms supported under this pillar build a foundation for the Kyrgyz Republic
to reap the long-term benefits of economic integration. Joining the EEU’s customs union gives
Kyrgyz producers an opportunity to reach a much larger market, while creating demand to reform
the investment climate in directions that will be necessary to compete on a regional or global scale.
This will facilitate a long-term transition from a gold- and remittance-dependent economy toward
a competitive economy integrated into regional and global trade networks. This transition will take
time, and it will require the Kyrgyz Republic to increase the quality of its infrastructure and testing
services, as well as the knowledge and capacity of domestic producers. This operation builds on
existing strengths, capacities, and ongoing World Bank Group support in order to strengthen the
foundation for this transition, while using other complementary instruments and partnerships to
achieve long-term results. It targets specific binding constraints to the private sector, within a
broader policy agenda supported by development partners. It is complementary to the Asian
Development Bank’s parallel budget support engagement, which seeks to, inter alia, improve
access to finance for the private sector, encourage private sector participation in physical and social
infrastructure and facilitate FDI in the Kyrgyz economy.

Objective 1. Promoting Trade

65. At present, export and import procedures are particularly complex in the Kyrgyz
Republic. According to the 2016 Doing Business report, the Kyrgyz Republic ranks 83™ out of
189 countries on the Trading Across Borders indicator. The time to export, at 51 hours, compares
favorably to the ECA average of 59 hours, but the total cost to export, at US$675 per container, is
considerably higher than the ECA average of US$363. The comparable import figures for the
Kyrgyz Republic are 73 hours and US$712 compared to an ECA average of 50 hours and US$310.
Beyond time and cost, border compliance is still done almost exclusively through physical
inspection, and the limited use of ICT and risk-based control creates extensive opportunities for
corruption. In the most recent Enterprise Survey, the single greatest response on corruption was
related to importing goods, with 65.5 percent of firms expected to pay bribes, compared to an ECA
average of just 10.5 percent. In order to reduce the time and cost of trade, the MoE prioritizes a
number of activities to be achieved in the short and medium term, including the abolition of the
sales tax for exports to promote exports to EEU member and non-member countries, as well as a
significant overhaul of the institutional and legal/regulatory framework governing food safety.
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66. DPO1 will support reform measures to abolish the sales tax for exporters. This reform
will contribute to the optimization of indirect taxes, particularly VAT and sales tax. Currently,
sales tax on exports is still applied, rendering export procedures cumbersome and expensive and
putting Kyrgyz producers at a significant cost disadvantage in foreign markets. Besides the burden
involved in complying with the sales tax, exporters are taxed twice—first in Kyrgyzstan and then
in the destination country—as the sales tax, unlike the VAT, is not refunded. According to the
current Tax Code, all exports of goods and services are subject to a sales tax of 2 percent on goods
exports and 3 percent on services. While abolishing the sales tax for exporters is likely to result in
a loss of public revenue, this can be more efficiently compensated through a gradual increase in
the VAT rate.

67. DPO2 will support the adoption of a new Law on Food Safety to, inter alia, provide a
sound legal basis for an integrated system of risk-based food-safety inspections and to define
clear requirements for Food-Business Operators (FBOs). Food product exports amounted to
US$120 million in 2013, of which more than 25 percent were sold to EEU member countries.
While the Kyrgyz Republic is relatively well prepared to meet EEU requirements, with its
internationally accredited laboratories, it must resolve several institutional and legislative
challenges in order to achieve compliance with new requirements under the EEU. Additional
efforts are also required to increase export readiness, particularly in food industries. The new Law
on Food Safety will introduce more efficient and reliable controls and supervisory systems for food
safety, improve coordination among supervisory bodies, and establish a single state inspection for
food safety control and supervision. It will also establish clear requirements for FBOs, including
the introduction of Hazard Analysis Critical Control Point (HACCP) certification, traceability, and
FBO liability. The Law on Food Safety is being drafted in consultation with stakeholders under
the World Bank Group’s Investment Climate TA, and it will ensure more efficient state control of
the food industry, which will make Kyrgyz food producers more competitive in international
markets.

68.  The following prior actions and indicative triggers are proposed:

Prior Action #7. The Government of the | (Indicative) Trigger #7. The Government of
Kyrgyz Republic submits to parliament | the Kyrgyz Republic submits to parliament a
amendments to the Tax Code abolishing sales | new Law on Food Safety.

taxes for exporters.

69. Expected Results: More manageable and cheaper export procedures due to the abolition
of export sales taxes for both goods and services for all export destinations. Greater export
readiness among Kyrgyz firms, as measured by an increasing number of firms: (i) with certified
HACCP; and (ii) included in the EEU register of FBOs and allowed to export to the EEU.

Objective 2. Enhancing the Business Environment

70. Businesses in the Kyrgyz Republic face high administrative costs of paying taxes. The
number of tax payments per year per business (52) is far above the regional average (20.5); the
number of hours required to complete tax declarations is comparatively high (210); and 52.5
percent of businesses identify complicated tax administration as one of the key challenges for
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business development according to the 2015 Doing Business report. VAT refunds are particularly
problematic and a major issue raised by investors as an obstacle to their operations in the Kyrgyz
Republic. In addition, social security contributions, fees, and other mandatory charges must be
paid to the Social Fund of the Kyrgyz Republic rather than the tax committee. Furthermore,
entrepreneurs do not have the option to pay social contribution and taxes at the same time, and
have to make payments to specific banks separately for social contributions and other tax
payments. As a result, enterprises in the Kyrgyz Republic spend an average of 5.6 days per year
making separate payments to the Social Fund.

71. DPO1 will support amendments to the Tax Code to streamline the administration of
the VAT. These amendments will introduce new practices whereby a range of VAT invoice
numbers will by assigned to taxpayers, thus replacing the need for paper-based invoices that are
currently purchased from tax services. The law will also have provisions for expediting VAT
refund procedures, through a so-called “green channel”, for trustworthy businesses, with taxpayer
trustworthiness identified based on risk analysis. These changes would significantly reduce
compliance costs related to administration of VAT invoices and improve the cash-flow of firms -
particularly exporters- able to avail themselves of the streamlined refund procedures.

72. DPO2 will support legislative changes that begin to transfer the administration of
social insurance payments from the Social Fund to the State Tax Service (STS), thus reducing
the time required for businesses to administer social insurance contributions. This requires
amendments to a package of laws, including amendments to the Tax Code and the legislation
governing social insurance payments. The government plans to begin by transferring the
administration of social insurance payments for the self-employed, while launching pilots for
businesses. The World Bank Group is currently providing TA to STS to ensure that it has adequate
institutional capacity to administer social insurance payments.

73.  The following prior actions and indicative triggers are proposed:

Prior Action #8. The Government of the
Kyrgyz Republic submits to parliament
amendments to the Tax Code to streamline
VAT administration by eliminating paper-

(Indicative) Trigger #8. The Government of
the  Kyrgyz Republic (i) transfers
administration of social insurance payments
from the Social Fund to the State Tax Service

for the self-employed; and (ii) carries-out
pilots for businesses.

based VAT invoicing and assigning a range of
numbers for invoicing, and introduce
simplified procedures for VAT refund for
trustworthy taxpayers.

74, Expected Results: Lower administrative cost of paying taxes and social contributions as
measured by a growing share of: (i) VAT refunds processed through the ‘green channel’; and (ii)
firms filling reports on social contributions with the State Tax Service.

75. Sanitary and radiology inspections constitute an additional burden on firms.
Enterprise surveys indicate that the inspection process is unsystematic and opaque, resulting in
needless additional transactions between firms and government officials and creating room for
rent-seeking. While progress has been made, including through measures supported by the
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previous DPO series—such as amendments to the legislative framework that reduced the number
of inspections and allowed for the introduction of risk-based inspections; and the launch of a risk-
based inspections coordination module—much remains to be done to improve the efficiency and
targeting of the inspections framework.

76. DPO1 will support further improvements to the risk criteria for inspections. The
government plans to amend its current resolution On Setting Risk Criteria for Inspections to allow
for less-frequent inspections for entities with lower levels of risk. This offers the double benefit
of: (i) allowing inspection services to better target their efforts to high-risk firms, while limiting
the scope for rent-seeking in the inspections process; and (ii) reducing the burden inspections
impose on firms while safeguarding the public interest. Specifically, the new criteria will reduce
the number of possible inspections by the Sanitary Department by half and introduce criteria for
radiology inspections, which did not exist previously.

77. DPO2 will further support increasing the efficiency of inspections. This will be
achieved through developing clear guidelines for inspections, including checklists setting out the
requirements for businesses during inspections, thus streamlining the process and making it more
transparent. In addition, systems will be developed to give firms opportunities to provide feedback
on inspections so as to measure, track and ultimately improve their quality.

78. The following prior actions and indicative triggers are proposed:

Prior Action #9. The Government of the | (Indicative) Trigger #9. The Government of
Kyrgyz Republic amends its Resolution On | the Kyrgyz Republic adopts guidelines for
Improving Risk Criteria for Inspections to | inspections’ checklists and institutes feedback
allow for less-frequent inspections for entities | mechanisms to measure, track and improve the
with lower levels of risk. quality of inspections.

79. Expected Results: A lower administrative burden on firms due to overuse of inspections,
as reflected in reduced inspection coverage by the Sanitary Department, measured as the share of
firms inspected annually. Improved systems to provide feedback on inspections and thus improve
their quality, as measured by the number of firms’ feedback on inspections received.

Objective 3. Improving Connectivity

80.  The proposed DPO program supports two of the government’s key priorities for
expanding internet access across the Kyrgyz Republic. The first priority is to expand wireless
network coverage and effectiveness. The ongoing migration from analog to digital television will
free up radio spectrum frequencies previously used for television services. Using these frequencies
will help telecommunication companies reduce the cost of deploying wireless networks, making
them more effective for use in rural telecommunications. Another priority is to increase
international connectivity. The availability of bandwidth at the moment is both relatively
constrained and excessively reliant on Kazakhstan. The amendments to the Law on
Telecommunications, approved by parliament and signed by the President on December 23, 2014,
and the subsequently adopted secondary legislation define a standardized set of guidelines
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regarding how telecommunications networks can deploy high-capacity fiber optic cables for
international connectivity.

81.  The authorities aim to ensure competitiveness of the connectivity market and provide
a level playing field for all market players. The sector’s regulator, the State Communications
Agency (SCA), plans to undertake a market analysis of the wholesale internet connectivity market
to ensure that it is competitive. If a dominant firm or firms exist, SCA will define specific
competition safeguards, such as tariff regulation or open access rules, to ensure a level playing
field in the market. In order to ensure that all players, including internet service providers and other
electronic communications service providers, can protect their legitimate interests and address
their disputes efficiently, the authorities plan to establish a dispute-resolution mechanism based on
international good practices at a competent public body. Due to its proximity to the market, the
SCA is well placed to perform this role. Formal dispute-resolution procedures would serve as a
market self-regulation mechanism and alleviate the burden on the national court system.

82. The proposed prior action and indicative trigger support the government’s existing
programs for broadband connectivity, reflecting the findings of the 2016 World
Development Report.t” The report underscores the importance of competition and legal certainty
as essential determinants of private investment in ICT. Moreover, the supported reforms would
also lay the groundwork for implementing the regional Digital Central Asia-South Asia (CASA)
Project under preparation. The series of projects under the Digital CASA aims to implement a
regional, cross-border approach to improve broadband internet connectivity in the landlocked
countries of Central Asia and parts of South Asia by catalyzing private sector investment in
infrastructure and modernizing relevant policies and regulatory frameworks.8

83.  The following prior actions and indicative triggers are proposed:

Prior Action #10. The Government of the
Kyrgyz Republic, through the Ministry of
Transport and Communication and the State

(Indicative) Trigger #10. The Government of
the Kyrgyz Republic, through the State
Communications Agency: (i) submits to

Border Service Agency, adopts regulations
setting-out the rules and procedures by which
authorized telecommunications companies can
deploy  cross-border  telecommunications
cables, in order to ensure competition in the
international connectivity market and create
time-bound and transparent procedures.

parliament amendments to the Law on
Electronic Communications to promote
competition in the issuance of the radio
spectrum resource for providing data
transmission; and (ii) adopts a procedure for
dispute  resolution  between electronic
communications service providers.

84. Expected Results: Greater competition in the sector, leading to a measurable increase in
the international internet bandwidth (Mbit/s) during the life of the operation, and increased access

" World Bank: “World Development Report 2016: Digital Dividends”, 2016

18 The Digital Central Asia-South Asia Program aims to improve telecommunications and Internet connectivity
throughout the region, focusing initially on connecting the relatively underserved markets of Afghanistan, Kyrgyz
Republic, and Tajikistan. The Kyrgyz Republic has sent a request to the World Bank to join this program. The PCN
for Kyrgyz Republic (P160230) is tentatively scheduled for September 2016, with a presentation to the Board
tentatively projected for FY18.
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to broadband internet in the country over the long run; enhanced international connectivity through
the deployment of new cross-border connections; increased private investment in national wireless
broadband infrastructure, leading to more wireless broadband internet users and higher demand
for the international internet bandwidth (existing and deployed cross-border telecommunication
cables); improved competitiveness in the market; and consistent grievance redress in the sector.

Table 4: DPO Prior Actions, Analytical Underpinnings and Technical Assistance

Prior Actions

Analytical Underpinnings

Operation Pillar 1: Improving public sector governance

Prior Action #1. The Government of the Kyrgyz Republic submits the
draft Law on Conflict of Interest to parliament

TA on conflict of interest under the
Capacity  Building  for  Economic
Management Project (2014);

TA on conflict of interest under the
implementation of the PSRR (2013-
2016).

Prior Action #2. The Government of the Kyrgyz Republic, through the
Ministry of Finance, issues a Regulation establishing an Independent
Complaint Review Commission for public procurement.

Country Fiduciary System Review Report
(2012);

Public Expenditure and Financial
Accountability Assessment (2014);

World Bank TA engagement.

Prior Action #3. The Government of the Kyrgyz Republic adopts
service-delivery standards for at least 90 public services, including in
the key areas of public education, social security and employment, and
ID services

TA under the implementation of the
PSRR (2013-2016);

World Bank Kyrgyz Republic Corruption
and Poverty Survey (2015);

European Bank for Reconstruction and
Development Life in Transition Survey
(2010).

Prior Action #4. The Government of the Kyrgyz Republic, through the
State Regulatory Agency of the Fuel and Energy Complex, adopts a
tariff-setting methodology for heating sector companies.

Prior Action #5. The Government of the Kyrgyz Republic adopts a
Resolution that institutes a new cash settlement mechanism between
electricity generation, transmission and distribution companies, which
ensures that cash allocations are automatic and consistent with the
tariffs approved by the Regulatory Agency of the Fuel and Energy
Complex.

Prior Action #6. The State Regulatory Agency of the Fuel and Energy
Complex adopts a Performance Reporting and Monitoring Framework
for the heating sector.

Energy Sector DPO,;
Electricity Supply Accountability and
Reliability Improvement Project;
Tariff-Setting Methodology

(ongoing).

TA

Operation Pillar 2: Strengthening private sector competitiveness

Prior Action #7. The Government of the Kyrgyz Republic submits to
parliament amendments to the Tax Code abolishing sales taxes for
exporters.

Prior Action #8. The Government of the Kyrgyz Republic submits to
parliament amendments to the Tax Code to streamline VAT
administration by eliminating paper-based VAT invoicing and
assigning a range of numbers for invoicing, and introduce simplified
procedures for VAT refund for trustworthy taxpayers.

World Bank-executed Trade and
Competitiveness Advisory Program
(2009-17).

Business Environment and Enterprise
Performance Survey (BEEPS) 2013
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Prior Actions Analytical Underpinnings

Prior Action #9. The Government of the Kyrgyz Republic amends its
Resolution On Improving Risk Criteria for Inspections to allow for
less frequent inspections for entities with lower levels of risk.

Prior Action #10. The Government of the Kyrgyz Republic, through Advisory  Services and  Analytics
the Ministry of Transport and Communication and the State Border | ,-qertaken in FY13 and FY14 to identify
Service Agency, adopts regulations setting-out rules and procedures
by which authorized telecommunications companies can deploy cross-
border telecommunications cables, in order to ensure competition in
the international connectivity market and create time-bound and
transparent procedures.

opportunities and challenges in regional
and cross-border telecommunications
connectivity in Central Asia.

C. LINK To CPS AND OTHER BANK OPERATIONS

85.  The proposed programmatic operation is fully aligned with the FY2014-2017 CPS
and the CPS PLR (February 2016). The CPS, approved in June 2013, focuses on supporting the
government in tackling the country’s overriding development challenge of improving governance.
This is reflected in the government's National Sustainable Development Strategy 2013-17, which
adopts improved governance and reduced corruption as unifying themes and as the basis for the
country's economic and social development. The CPS’s strategic goal is to help reduce extreme
poverty and promote shared prosperity through support for improved governance.
Correspondingly, the CPS proposes three broad areas of engagement: public administration and
public service delivery, the business environment and investment climate, and the management of
natural resources and physical infrastructure. The CPS envisions a balance of investment and
development policy lending in the context of a satisfactory macroeconomic framework and reform
implementation record. The two pillars of the proposed programmatic operation are aligned both
with the objective of improving governance and with two of the three areas of engagement: public
administration and public service delivery and the business environment and investment climate.
The CPS PLR concluded that the overarching focus on governance and the CPS areas of
engagement remain valid, while noting that the deteriorated external environment called for
additional focus on job creation through exploiting new opportunities for private sector
development in the context of EEU membership.

86.  Several World Bank capacity-building operations and analytical and advisory
activities have been supporting the implementation of the identified reform agenda. These
include: TA support for the implementation of the PSRR; public procurement TA using Trust Fund
and Institutional Development Fund (IDF) resources; a public financial management (PFM)
capacity-building project supported by several development partners; joint donor coordination
efforts to support the implementation of the PSDP, funded by IDF resources; Investment and
Competiveness TA; and consultation of the World Bank’s Doing Business team. Energy reforms
have been supported by the Energy Sector DPO, the Electricity Supply Accountability and
Reliability Improvement Project, and an ongoing TA on tariff-setting methodology.

D. CONSULTATIONS AND COLLABORATION WITH OTHER DEVELOPMENT PARTNERS

87.  The World Bank has collaborated closely with the IMF and other development
partners on the proposed programmatic operation. The World Bank team has discussed the
macro-economic framework with the IMF country team extensively. In addition, DfID supported
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the World Bank’s TA activities in public sector governance, including implementation support to
the Prime Minister’s Office on the PSRR through a recently completed Externally-Funded Output
(EFO). The World Bank has closely coordinated the energy sector reforms supported by the
proposed operation with the energy sector donor working group represented by the Asian
Development Bank, the World Bank, Japan International Cooperation Agency, Germany
Development Bank and the United States Agency for International Development. The private
sector competitiveness agenda has been strongly supported by IFC advisory services on tax
administration, inspection and permits reform.

88.  The government has held extensive public hearings on a number of prior actions and
related reforms, including on conflict of interest, energy, food safety and the budget code.
Several of these consultations have been supported by the World Bank’s ongoing technical
assistance projects and involved multiple stakeholders, including all branches of government and
civil society. In some cases, this led the team to reconsider prior actions that were initially included
in the program’s concept stage.'® In other instances, most notably with regard to the Budget Code,
these consultations led to multiple revisions of draft legislation so as to achieve maximum
consensus. Finally, the World Bank team conducted public consultations on the proposed program
with civil society organizations, which created a platform for civil society to engage in the
monitoring of the reforms and their results, as well as in the design of triggers for DPO2. Specific
suggestions adopted by the team and reflected in indicative triggers include: (i) the need to ensure
that the Independent Complaints Review Commission for public procurement receives
implementation support to carry out its functions; (ii) the importance of strengthening the capacity
and governance of the energy sector regulator; and (iii) the need to complement the adoption of
service standards with dissemination and accountability measures.

V. OTHER DESIGN AND APPRAISAL ISSUES
A. POVERTY AND SOCIAL IMPACT

89. Poverty analysis shows that changes in poverty are closely linked to economic growth,
while corruption also significantly affects the poor. A majority of households view corruption
as a major problem in the Kyrgyz Republic. According to a recent household survey, which
specifically included questions related to the incidence and practice of petty corruption, more than
90 percent of respondents perceived corruption as a major issue. Households reported that one out
of six interactions involving public services entails some type of bribe. The national level graft
index, according to survey information, has been estimated at 16 percent. Survey data further
suggests that all groups of households are vulnerable to corruption. While respondents from all
income quintiles report being “asked” for bribes, the richest and poorest seem to be most exposed
to corruption, though likely in relation to different public services. The poorest quintile and top
quintile experienced corruption 20 percent and 22 percent of the time, respectively, while
accessing public services. The cost of corruption for households is high, reaching 6.3 percent of
the household budget for the poorest population, which is twice as high as the share of electricity
expenditures.

19 For instance, this includes the initially proposed prior action concerning the elimination of the mandatory certificate
of origin, which businesses feared could have led to abuse.
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90.  Thus, policy reforms and measures that positively impact growth and anti-corruption
will have positive long-term distributional impacts. Successful implementation of policy
actions under the current DPO should also improve the institutional capacity of the government to
provide quality public services to its population, particularly those in the bottom income quintiles.
While direct quantification of the impact of anti-corruption efforts is difficult, fair and transparent
government procedures and institutions will result in better, client-oriented public services and
fewer opportunities for rent-seeking. Combined with improvements in the business and regulatory
climate, this should facilitate much-needed growth in the private sector, where the bottom 40
percent of the population engages in labor activities. In short, the proposed operation will have a
positive impact on sustainable economic growth over the medium to long run, and as such will
contribute to the objectives of shared prosperity and inclusive growth.

91. Detailed analysis based on 2014 household survey data suggests that the cumulative
effects of rising energy tariffs on poverty is marginal to moderate, but slightly regressive.
The graphs below show how the MTTP, which stipulates gradual tariff increases for electricity,
district heat and hot water, is estimated to impact the population by quintiles of consumption. The
simulation assumes no changes in the quantities consumed, which reflects the worst case scenario
(i.e. zero price substitution). Under those assumptions, price increases for electricity and district
heat and hot water lead to reductions in real income of around 1.7 percent and 3 percent,
respectively, for the bottom 40 percent of households and to a roughly 1 percentage point increase
in the overall poverty rate. It has to be noted that while access to electricity is universal, only about
10 percent of the population—predominantly in Bishkek—have access to district heat and hot
water. This mitigates the impact of thermo-power tariffs on poor populations. The loss of real
income due to electricity tariff hikes will be felt equally across the country, but the impact will be
more pronounced in relative terms for households in the bottom income quintiles, and thus slightly
regressive. The impact of the increase in tariffs for hot water is the largest and is felt more in
Bishkek, the region with the lowest poverty rate.

Figure 6: Estimated impact of the Medium Term Tariff Policy
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92. Moreover, a large part of the population is covered by some type of social and/or
energy benefit. According to household survey data, half of the population was covered by some
type of social transfer in 2014, including 58 percent in the poorest quintile and 51 percent in the
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second-poorest quintile. Pensions are the most common transfer, covering 46 percent of the poorest
quintile and 42 percent of the second poorest, and they have the most significant impact on poverty.
In the absence of pensions it is estimated that the poverty rate would double. Around 95 percent
of pensioners receive electricity compensation. In addition, all benefits were topped-up following
the 2009 doubling of the electricity tariff. The tariff was rolled back in early 2010, but the increases
in benefits were not reversed. As per the current medium-term tariff policy, electricity tariffs are
expected to increase gradually, rising by 20 percent per year from a very low rate, which has not
changed since 2008. This is in contrast to the 2009 increase, which doubled the tariff overnight.

93.  The World Bank is discussing with the government how best to improve the targeting
of energy-related subsidies over time. The World Bank has recommended that the government
restructure and phase out energy-related benefits, which are not well targeted. The World Bank’s
advice is to restructure energy-related benefits by moving to a proxy means test under the current
Monthly Benefit for Low-Income Families with children (MBLIF) program, which is the only
poverty-targeted program in the country. This could be achieved primarily through setting
coverage targets and introducing energy-related top-ups to the MBLIF, and beneficiaries could
include households in the bottom 40 percent of the income distribution that are above the MBLIF
eligibility threshold. While the authorities are considering increasing the MBLIF budget and
benefit value, recalibrating targeting may take additional time.

94.  Qualitative research suggests that energy sector reforms may involve a gender
dimension. According to qualitative research carried out in a number of ECA countries,? this is
due to (i) the higher vulnerability of female-headed households; (ii) intra-household roles related
to energy use; (iii) the differentiated impact of coping strategies; and (iv) behavioral differences
in how men and women interact with relevant institutions, such as energy providers and social
assistance offices. Specific insights from focus groups in the Kyrgyz Republic suggest that:

a. Women perform most of the household tasks that require energy, while spending a
greater amount of time in the dwelling, and are thus more likely to be affected by
pressures to reduce energy/heating use;

b. Women would be more affected by coping strategies due to (i) a greater propensity to
prioritize energy payments over their own needs; (ii) the time and effort involved in
securing alternative means of energy/heating supply; and (iii) cultural norms making it
unacceptable for men to borrow money.

95. However, the relatively low share of energy-related expenditures in total household
expenditures, which average less than 7 percent, suggests that these impacts are likely to be
modest. Nonetheless, the World Bank will endeavor to take into account gender dimensions while
monitoring the results of the DPO, including for instance through the Corruption and Poverty
Survey and in the context of the tariff-setting methodology TA.

20 The World Bank: “Toward Gender-Informed Energy Subsidy Reform: Findings from Qualitative Studies in Europe
and Central Asia” (2015)
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Box 1: Planned electricity tariff increases and protecting the poor

There are five different energy-related social assistance schemes in the Kyrgyz Republic

Social Assistance Program Implementing Number of direct Spending
Agency beneficiaries (individuals (in min
or households) KGS)
Electricity compensations to pensioners Social Fund 553,900 1,747.7
Compensations in lieu of privileges Ministry of Social 54,245 1,530.1
Development
Life-line tariff for high-altitude areas Ministry of Finance, 178,568 households 118
local govt.
Compensations to public servants Ministry of Finance 52,215 10.44
Utility subsidy (only Bishkek) Bishkek City 3,909 households 25.1

Administration

Source: World Bank, Social Assistance Public Expenditure Review (2013)

The 2013 Public Expenditure Review (PER) recommended adopting a plan to restructure energy benefits
that largely leak to the non-poor and reallocate spending to poverty-targeted programs. The situation is
changing in the right direction, albeit slowly and not consistently. Key energy benefits, including compensation to
pensioners, compensation to public sector employees and compensations in lieu of privileges, have been kept
constant since 2010. This led to a decrease in spending on these benefits from 1.8 percent of GDP in 2010 to less
than 1 percent in 2013. The Social Fund plans to phase out the electricity compensation for pensioners by merging
it with the basic pension. In February, the government approved the Social Protection Program for 2015-2017,
which envisages (i) an annual minimum 10-percent increase in the Guaranteed Minimum Income used to determine
eligibility for the MBLIF; and (ii) a relative increase in the MBLIF budget from 33.4 percent of all Ministry of
Social Development benefit spending in 2014 to 45 percent in 2017.

The PER also recommended strengthening the MBLIF through better targeting and increased spending.
The program currently covers 310,000 children, or about 10 percent of the population when all household members
are included, but it reaches less than one-third of households in the poorest quintile. Spending on the MBLIF was
equal to KGS 2,061 million, or about 0.5 percent of GDP, in 2014. Improving the MBLIF’s targeting will involve
a shift from direct means testing to a proxy means test. The World Bank social protection team is trying to facilitate
this transition; however, this has proven to be difficult and has taken longer than expected. Potential reforms include
introducing an energy-related top-up to the MBLIF benefit and establishing a second income threshold to cover a
larger part of the bottom 40 percent of the income distribution with incomes above the MBLIF threshold. In light
of the planned gradual increase in electricity tariffs, the MBLIF could become a platform for additional targeted
energy benefits. The World Bank will continue to work with the government to strengthen the MBLIF and to design
and adopt a time-bound plan to phase out existing energy benefits.

Source: World Bank staff.

B. ENVIRONMENTAL ASPECTS

96.  The specific policies supported by the DPO program are not expected to have adverse
effects on the environment and natural resources. Implementation of the energy sector policy
actions supported by the proposed DPO1 is not likely to have a significant impact on the
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 income
levels. Gradually increasing energy tariffs will therefore create incentives for households and
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industries to more efficiently use energy and/or reduce consumption. Given that current levels of
electricity and district heating tariffs are exceptionally low and that switching to alternative fuels
generally requires up-front investments, the tariff increases are not likely to trigger households and
business to switch to alternative fuel sources, including more polluting fuels. Other policy actions
supported by the operation have been found to be environmentally neutral.

C. PFM, DISBURSEMENT AND AUDITING ASPECTS

Accounting, Recording, and Reporting

97. Improvements in accounting, recording and reporting systems are necessary. While
the limited computerisation of treasury functions now enables 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. Monthly and quarterly
reconciliations between the records of budgetary organisations and those of the central treasury
take place, though the arrangements are cumbersome and likely do not resolve all data errors. A
fully integrated system is being developed; though progress is very slow. Quarterly reports are
submitted to the President, the parliament and the Prime Minister. By mid-May of each year, the
government submits a report for the execution of the budget (cash-based) for the previous year to
the parliament. The report includes extensive information on revenues and expenditures; however,
it does not include accounting policies and is not supported by commentary that would assist in its
interpretation. The government’s budget is published on the MoF’s website (www.minfin.kg) and
monthly execution tables are published on the website of the central treasury (www.kazna.kg)
within a month.

98. National accounting and reporting standards for the public sector have not yet been
developed. The 2012 amendments to the Law on Accounting mandated the adoption of
International Public Sector Accounting Standards (IPSAS) by all budget organizations. However,
the legal and methodological framework, as well as the institutional mechanisms, required to
transition to international standards are insufficient. A recent IPSAS gap assessment revealed
significant differences between the country’s legislative framework for regulating public sector
accounting and IPSAS, as well as a substantially larger gap between actual accounting practices
and the prevailing legislative framework. The assessment proposes a practical and achievable
roadmap for accounting reforms, which is tailored to fit the country’s accounting environment and
needs. The MoF and high-level officials in the Kyrgyz Republic have demonstrated a strong
commitment to strengthening public sector accounting, which is a key factor for successful reforms.

Public Sector Auditing

99. Public sector auditing is performed by the Chamber of Accounts (CoA), the
equivalent of a supreme audit institution. The CoA is still in the initial phases of its
development, and auditing functions are limited to the budget execution report prepared by the
Ministry of Finance. The CoA reports its findings to the parliament. No audit opinion is given;
instead, a report of errors and violations is submitted. The CoA’s audit of revenues and
expenditures each year is incomplete and the standards for auditing financial statements are not
transparent. In addition, the CoA audits budget organizations; however, it does not separate
reporting on financial statements from compliance and performance audits. Ongoing technical
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assistance to the CoA by the World Bank and EU should enable the CoA to develop its capacity
to conduct financial audits in accordance with international standards.

100. Internal audit capacity is weak overall; however, recent reforms should gradually
strengthen this function. Institutional capacity for effective internal audit practices, including
quality assurance by the central harmonization unit of the Ministry of Finance, is limited but
developing. In addition, awareness of the internal audit function within the public sector is low. In
line with the 2009 Law on Internal Audits, internal audit units are currently established in 20
agencies. Important steps have been taken recently in this area by the government. National
internal audit standards based on international standards (i.e. the International Professional
Practices Framework) were approved by the government in June 2014 and were successfully
piloted in several ministries. There is a common audit methodology framework now in place as a
result of approved internal audit standards and an internal audit handbook. The legal and regulatory
framework, along with the recently adopted Code of Ethics, needs to be rolled out in order to serve
its proper function across the public sector.

Foreign Exchange Control Environment

101. The latest safeguards assessment concluded that the NBKR has established important
safeguards in financial reporting and external and internal audits. The IMF completed the
update on October 28, 2011 and, in addition, highlighted areas for improvement in NBKR
operations, including more effective reporting by the audit committee. The proposed new Banking
Code is expected to strengthen institutional autonomy and give the NBKR sole responsibility for
the governance of official foreign exchange reserves.

102. The NBKR has been audited regularly by internationally recognized audit firms. A
2015 audit of its consolidated financial statements was conducted by the Deloitte & Touche, LLC
Kyrgyz Republic, which issued an unmodified opinion on the NBKR’s financial statements.
Previous audited financial statements have also been unmodified, with no major issues raised in
the management letter.

Disbursement and Audit

103. Credit and grant proceeds would be made available to the Kyrgyz Republic upon the
effectiveness of the Financing Agreement and the submission of withdrawal applications for
the credit and grant. The IDA will disburse the amount into a foreign currency deposit account
that forms part of the country’s official foreign exchange reserves held by the NBKR. The
Government of the Kyrgyz Republic can use the proceeds to: (i) make budgeted foreign currency
payments directly from this account; (ii) transfer amounts from the foreign currency account to a
local currency bank account of the GOKR, which the GOKR uses to make payments for budget
expenditures; or (iii) support a combination of these two approaches. The authorities will report
the amount deposited in the account to the World Bank and confirm its availability to finance
budget expenditures within 30 days of receiving the 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 amounts to the World Bank.
Amounts refunded to the World Bank in respect of ineligible expenditures will be cancelled from
the credit.
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104. Auditing. Considering the World Bank’s knowledge of the country’s public finance
management systems and ongoing improvements to these systems, the positive assessment of the
NBKR made by the IMF, and previous unmodified audit reports issued by the NBKR’s auditor on
recent financial statements, no additional fiduciary arrangements will be required for the deposit
account. However, taking into account substantial fiduciary risk, the World Bank reserves the right
to request an audit of the deposit account. This provision will be reflected in the Financing
Agreement.

D. MONITORING, EVALUATION, AND ACCOUNTABILITY

105. The Ministry of Finance is responsible for overall monitoring and evaluation of the
proposed operation and for coordinating actions among other ministries and agencies. In
addition, with World Bank support the Prime Minister’s office is monitoring implementation of
the PSRR, which underpins Pillar 1 actions. The World Bank has an extensive program in a number
of reform areas, and monitoring the results of the DPO actions will be undertaken through ongoing
World Bank engagement. The recent World Bank Kyrgyz Republic Corruption and Poverty
Survey (2015) will be repeated using the same instrument, though possibly focusing on a narrower
set of indicators. The Energy Tariff Setting TA will also produce baselines and targets for
indicators on the improved financial viability of the energy sector. Similarly, ongoing TA activities
related to conflict of interest, public procurement and private sector dialogue will assist the
government in tracking progress. Moreover, to the extent possible, data collection in the context
of the Corruption and Poverty Survey, as well as TA activities, will provide gender-differentiated
findings.

106. Grievance Redress. Communities and individuals who believe that they are adversely
affected by specific country policies supported as prior actions or tranche release conditions under
a World Bank Development Policy Operation may submit complaints to the responsible country
authorities, appropriate local/national grievance redress mechanisms, or the WB’s Grievance
Redress Service (GRS). The GRS ensures that complaints received are promptly reviewed in order
to address pertinent concerns. Affected communities and individuals may submit their complaint
to the WB’s independent Inspection Panel which determines whether harm occurred, or could
occur, as a result of WB non-compliance with its policies and procedures. Complaints may be
submitted at any time after concerns have been brought directly to the World Bank's attention, and
Bank Management has been given an opportunity to respond. For information on how to submit
complaints to the World Bank’s corporate Grievance Redress Service, please visit
http://www.worldbank.org/GRS. For information on how to submit complaints to the World Bank
Inspection Panel, please visit www.inspectionpanel.org

VI.  SUMMARY OF RISKS AND MITIGATION

107. Overall risk is assessed as high for this operation. Given the inherent complexity of this
operation, the main risks relate to the political and governance environment, followed by
implementation and sustainability, stakeholder, macroeconomic, and technical design risks.

(a) Political and governance risks. While the political environment has stabilized since
2010 and democratic principles have become firmly established, the vibrancy of the
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(b)

(©)

(d)

(€)

(f)

political process also entails challenges to policy continuity. In particular, the short
lifespan of governments and frequent cabinet dismissals (29 in the past 21 years)
continue to pose a risk to achieving the program’s development outcomes. However,
the Kyrgyz authorities have broadly maintained their commitment to key policy
initiatives, even if implementation has often been delayed. The proposed DPO series
mitigates these risks by strengthening the state’s ability to fight corruption, improve
public services and reduce poverty through inclusive growth, which are prerequisites
for greater political stability. This risk rating is aligned with the assessment included
in the 2016 Performance and Learning Review of the CPS.

Macroeconomic risks. Macroeconomic risks are rated as substantial, although they
are mostly exogenous. They stem largely from adverse regional developments, which
have put pressure on remittances, exports, exchange rates and prices. Further exchange
rate depreciation could result in heightened financial sector vulnerability while
undermining the debt sustainability outlook, which would also deteriorate in the event
of substantial additional borrowing. Continued economic hardship in neighboring
countries would affect external balances, through decreased exports, and fiscal
balances, through lower external tariff revenues. However, these risks are significantly
mitigated by the joint IMF and World Bank engagements (the ECF and DPO series).
Together, they provide a solid anchor for fiscal policy planning and incentives for
implementing key reforms in fiscal management, public sector governance and
financial sector supervision.

Sector strategies and policies risks. Frequent changes in government and key
personnel have in the past affected the ownership of sector reform programs and/or
resulted in implementation delays. However, all prior actions and triggers in this
operation have a strong basis in existing sector strategies adopted through official
government documents, which mitigates the risk to some extent.

Technical design risks. This operation supports several legislative actions formulated
as “submissions to parliament,” which entail the risk of delayed enactment and reform
implementation. However, this risk is mitigated in the context of a programmatic DPO
series by including triggers that focus on the implementation measures for the same
legislative actions, such as adoption of secondary legislation. This reflects positive
lessons learned from previous operations, where the sequencing of legislative prior
actions and implementation triggers created incentives for timely action.

Implementation and sustainability risks. Given the complexity and political
sensitivity of the supported reform agenda, policy reversals are possible, especially in
energy and public procurement. In energy, planned tariff increases were reversed or
delayed in the past. In public procurement, draft amendments to the landmark PPL,
which would reverse key gains, have been under consideration. The DPO-based policy
dialogue provides the World Bank with leverage and a platform for communicating
with the government at the highest levels to safeguard these reforms. This risk rating
is aligned with the assessment included in the 2016 Performance and Learning
Review.

Fiduciary risks. Reforms in public financial management require the government’s
continued attention in order to improve the country’s fiduciary environment. The
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enactment of the Budget Code, supported by the previous DPO series, lays the
foundation for a strong public financial management framework. The implementation
of the Budget Code will help mitigate fiduciary risks over time.

Stakeholders risks. There are numerous stakeholders within the government involved
in the design and implementation of policies under both pillars of this operation.
However, policy coordination and interagency cooperation remain weak. There are
often multiple actors involved, without a clear delineation of responsibilities and
accountabilities. With respect to external stakeholders, the government can be
commended for increasing its use of consultative processes in developing strategy
documents and draft legislation. However, fostering broad-based support for specific
reform efforts remains a key challenge, in part reflecting the vibrancy and openness of
the political process. To mitigate this risk, the World Bank has supported a
communications campaign for the PSRR that includes broad-based public
consultations and information campaigns.

Table 5: Systematic Operations Risk Rating (SORT)

Category Risk Rating (High, Substantial, Moderate,
Low)
1 Political and governance risk High
2 Macroeconomic risk Substantial
3 Sector strategies and policies Substantial
4 Technical design of project or program Substantial
5 Institutional capacity for implementation and High
sustainability
6 Fiduciary risk Substantial
7 Environment and social risk Moderate
8 Stakeholders High
9 Others:
Overall High

Source: World Bank staff.
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ANNEX 1: POLICY AND RESULTS MATRIX

Prior Actions Under DPO1

Indicative Triggers for DPO2

Results Indicators (by end 2018)

Pillar 1: Improve public sector governance through reforms aimed at improving public sector integrity, increasing the quality of public
services, and strengthening energy sector governance.

Prior Action #1. The Government of the Kyrgyz
Republic submits the draft Law on Conflict of
Interest to parliament.

(Indicative) Trigger #1. The Government of the
Kyrgyz Republic issues key secondary legislation
to implement the Law on Conflict of Interest.

Percentage of declarations of personal interests of
public officials verified by the Commissions on
Ethics to identify potential conflicts of interest.

Baseline (2016): 0

Target (2018): 15% of all filed declarations
(focusing on high-level officials and high-risk
positions)

Prior Action #2. The Government of the Kyrgyz
Republic, through the Ministry of Finance, issues a
Regulation establishing an Independent Complaint
Review Commission for public procurement.

(Indicative) Trigger #2. The Government of the
Kyrgyz Republic, through the Ministry of Finance,
issues the Guidance Notes delineating instructions
on procurement methods and standard bidding
documents to further operationalize the work of the
Independent Complaint Review Commission.

Competition, value-for-money, and controls in
public procurement PEFA (PI 19) score.

Baseline (2014): B
Target (2018): B+

Prior Action #3. The Government of the Kyrgyz
Republic adopts service-delivery standards for at
least 90 public services, including in the key areas
of public education, social security and
employment, and ID services.

(Indicative) Trigger #3. The Government of the
Kyrgyz Republic: (i) adopts service-delivery
standards for an additional 120 services; (ii) adopts
administrative procedures for at least 20 services;
and (iii) establishes a monitoring mechanism for
implementing the adopted standards and
procedures.

Graft index (i.e. the number of reported bribes as a
share of the number of reported transactions) in
key public service areas.

Baseline (2015): 21%
Target (2018): 10%

Prior Action #4. The Government of the Kyrgyz
Republic, through the State Regulatory Agency of
the Fuel and Energy Complex, adopts a tariff-
setting methodology for heating sector companies.

(Indicative) Trigger #4. The Government of the
Kyrgyz Republic adopts a revised Medium-Term
Tariff Policy for 2014-17 consistent with the
medium-term objective of improving the financial
viability of the sector.

(Indicative) Trigger #5. The Government of the
Kyrgyz Republic extends the revised Medium-
Term Tariff Policy by one year (through 2018) in

Cash collected per Gcal of heat generated by
Bishkek Central Heating Plant.

Baseline (2015): 921.83 KGS/Gcal
Target (2017): 1364.31 KGS/Gcal

Cash collected per kwWh of power supplied to the
domestic market.
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Prior Actions Under DPO1

Indicative Triggers for DPO2

Results Indicators (by end 2018)

accordance with the objective of increasing sector
revenues.

Prior Action #5. The Government of the Kyrgyz
Republic adopts a Resolution that institutes a new
cash settlement mechanism between electricity
generation,  transmission and  distribution
companies, which ensures that cash allocations are
automatic and consistent with the tariffs approved
by the Regulatory Agency of the Fuel and Energy
Complex.

Baseline (2015): 0.76 KGS/kWh
Target (2017): 0.97 KGS/kWh

Prior Action #6. The State Regulatory Agency of
the Fuel and Energy Complex adopts a Performance
Reporting and Monitoring Framework for the
heating sector.

(Indicative) Trigger #6. The Government of the
Kyrgyz Republic adopts a Resolution establishing
the governance structure and funding mechanism
for the State Regulatory Agency of the Fuel and
Energy Complex to increase its autonomy and
ensure that it has adequate financial resources.

Disclosure of quarterly key performance indicators
for the heating sector

Baseline (2015): no
Target (2018): yes, as of 2017

Pillar 2: Strengthen private sector competitiv
greater connectivity.

eness through measures to facilitate trade, improve the business environment, and promote

Prior action #7. The Government of the Kyrgyz
Republic submits to parliament amendments to the
Tax Code abolishing sales taxes for exporters.

(Indicative) Trigger #7. The Government of the
Kyrgyz Republic submits to parliament a new Law
on Food Safety.

Export sales tax rate:

Baseline (2016): 2% on goods; 3% on services.
Target (2018): 0%

Number of firms with certified HACCP.

Baseline (2016): 9
Target (2018): 20

Number of firms included in the EEU register of
FBOs and allowed to export to the EEU.

Baseline (2016): 9

Target (2018): 20

Prior Action #8. The Government of the Kyrgyz
Republic submits to parliament amendments to the
Tax Code to streamline VAT administration by

(Indicative) Trigger #8. The Government of the
Kyrgyz Republic (i) transfers administration of
social insurance payments from the Social Fund to

Share of VAT refunds processed through the “green
channel.”
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Prior Actions Under DPO1

Indicative Triggers for DPO2

Results Indicators (by end 2018)

eliminating paper-based VAT invoicing and
assigning a range of numbers for invoicing, and
introduce simplified procedures for VAT refund for
trustworthy taxpayers.

the State Tax Service for the self-employed; and (ii)
carries out pilots for businesses.

Baseline (2016): 0
Target (2018): 25%

Share of firms filing reports on social contributions
to State Tax Service.

Baseline (2014): 0%
Target (2018): 50%

Prior Action #9. The Government of the Kyrgyz
Republic amends its Resolution On Improving Risk
Criteria for Inspections to allow for less frequent
inspections for entities with lower levels of risk.

(Indicative) Trigger #9. The Government of the
Kyrgyz Republic adopts guidelines for inspections’
checklists and institutes feedback mechanisms to
measure, track and improve the quality of
inspections.

Share of firms inspected annually by the Sanitary
Department.

Baseline (2016): 31%

Target (2018): 20%

Number of firms from which feedback on
inspections has been received.

Baseline (2016): 0

Target (2018): 500

Prior action #10. The Government of the Kyrgyz
Republic, through the Ministry of Transport and
Communication and the State Border Service
Agency, adopts regulations setting-out rules and
procedures by which authorized
telecommunications companies can deploy cross-
border telecommunications cables, in order to
ensure competition in the international connectivity
market and create time-bound and transparent
procedures.

(Indicative) Trigger #10. The Government of the
Kyrgyz Republic, through the State
Communications Agency: (i) submits to parliament
amendments to the Law on Electronic
Communications to promote competition in the
issuance of the radio spectrum resource for
providing data transmission; and (ii) adopts a
procedure for dispute resolution between electronic
communications service providers.

The international internet bandwidth indicator used
by the International Telecommunications Union.

Baseline (2013): 5008 Mbit/s
Target (2018): 6500 Mbit/s
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ANNEX 2: LETTER OF DEVELOPMENT POLICY

KblIPI bl3 NPABHTEJBCTBO
PECIIYBJIUKACBIHBIH KBIPTBI3CKOMH
OKMOTY PECIHYBJIHUKH
TUEADGE, Brmkes L, ARy momyH0s L. 07 T20003.. r. bawsek, Abaysmomynosa, 207
lﬂlifx.l; s ‘a?{l.- j“j m}g{-ﬁwff

MpesnaenTty
I'pynnet Beemuproro 6anka
r-ny JIaxum Honr Kumy

Yeamaemenii rocmooun Kum,

[MpasuTenbeTso Knipreackoi PecnyOnuky cBueTeNnsCTEYST CBOE OYTEHHE
H BBRICOKOE yBamkeHHe BceemupHoMy OaHKy W BRIpakaeT ONaroJapHocTs 3a
[IOCTOAHHOE CONSHCTBHE B COLMANBHOM H IKOHOMHYECKOM passuTi Kuproscroi
PecrmyOmin.

HacTosmiee nHMCBMO — ONMHMCEIBAST  3KOHOMMYECKYH0  TPOTPaMMy M
cTparerdyeckyi Kype [Ipasurensetea Keipremsckoi PecnyOmuki, HanpasieHHsie Ha
yAayulleHHe  YOPaBieHHA B FOCYIApCTBEHHOM  CEKTOpPE M NOBBLILIEHHE
KOHKYPEHTOCTIOCODHOCTH  4acTHOre  cektopa. [lpasHTenscTeo  KBIproricxoit
Pecnybnuxn obpamaerca k Beemupnomy Banky ¢ npockfoil 0kasars DOMOLLE 174
pealH3allHi NporpaMMer «llepbol onepausy B NOLIEPKKY TONTHTHKH Pa3BHTHA B
0BnacTH rocyJapcTBEHHOrO YIPABACHHA H KOHKYPEHTOCNOCOBHOCTH» B pasMepe
24,0 Munnuonor gonnapos CIIIA.

e 1 HHIHKATOPLI PASBHTHA CTPAHBI

Bonee mupokHe IPHOPHTETH H 33Ia4H B 00NACTH pasBHTHA YCTAHOBICHB B
cooTBeTcTBHH ¢ HaunoHansnod crparerveii yeroitumsoro passutis Keipreizckobi
PecnyOnukn Ha nepron 2013-2017 roasi, yTeepsieHHoll Yiazom [pesuzenTa
Kupreisckoit PecryOnukw ot 21 smsaps 2013 roma Ne 11 wu OTpakaeT
CTPATErH4eCKMe HAnpaeBleHHA YCTOHYHBOrOD pPa’BHTHA CTpPaHbl, OCHOBHHIE
MPHOPHUTETEl M [/12BHLIE MHBECTHLHOHHBIE NPOEKTH 3a 3TOT nepuwoxa. B
COOTBETCTBHH € 3TOH CTpaTerHeH pasBHTHA OCHOBHAA 3a/lada Ha CIeLYHOIIME NATH
AET JAKII0YACTCA B COINAHHWH TOCYIApCTEA C CM/IBHBIMM JEMOKDPATHHECKHMH
MPHHIMIIAMM ¥ HOCTPOCHHH (YHIAMEHTA /1% YCIEIIHOrO pasBuTHA Keipremckoi
Pecriyfumkmn. D710 crameT BOSMOKHO, €CIH TOCYIAPCTBO H OBGIIECTRO bynyT
(poKyCHpOBaTh BHHMAaHHE Ha ClEIYHONUHX Tpex NpemnochUIKax [UIs peanH3alHH
HanmonanbHoi cTpaTertx:

— HCNONB30BAHHE CODCTRBEHHBIX BOZMOMHOCTEIN;
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— YCHJIEHHE BEPXOBEHCTBA 3aK0HA;
— JOCTHMXEHHE eTHHCTBA.

Ocuosras ueas HaunoHaneHOH ¢TpaTeriy yeToH4MBOro pa3sBHTHA HA MEpHO
2013-2017 roasl 3aKIKOMAETCH B MOCTPOSHHH CTa0HIEHOrO 00IIecTEa, NOBLILIEHHH
YPOBHS KH3IHH, CHUKCHWH YPOBHA OeIHOCTH 4epe3 VCKOPEeHHEe IKOHOMHYECKOro
pocTa, YTYYIMeHHH JeNoB0H cpedkl H YKPETUIEeHHM BEPXOBEHCTEA 3AKOHA, CO3IaHNH
3 perTHBHOR cHcTeMB! ynpaeneHus. [ocTuxeHue gasHelx uenell norpefyer
noCTpoeHHA PYHKIIHOHHPYHIMIEH CONHATEHON PLIHOYHON IKOHOMHKH, MBHKHEMBIM
INHHAMMYHBIM HYACTHBIM CEXTOPOM, [IPH 3TOM 381343 rOCYIapCTBa 10/KHA MIaBHBIM
obpazoM OBITE CKOHUEHTPHPOBAHA Ha CO3TAHWHA ONATONPHATHOH cpemer mis
HeATe/IbHOCTH YAcTHOTO cekTopa. [IpasutensberBo Kelpremckon Pecnybiumku Takske
NpHBEp#KEHBl pedopMam cyneGHON CHCTEMBL, B LUEJAX YCHIGHHA BepXOBEHCTBA
npaea, NOANEPIKHBAA KOHCTHTYLMOHHbBIC [IOMOKEHHS O HEe3ABHCHMOCTH cynebHoil
BITACTH € MOMOLLEIO BeeMupHoro GaHka H IpYrHX MapTHepOB Mo PA3BHTHIO,

MakposxoHoMmuueckas cTabWIEHOCTE ABNAETCH OCHOBHOM 3anaueii. OcHopa
IKOHOMHYECKOH CcTaDMNBHOCTH B CPeOHECPOMHON  NEpCreKTHBE  BKIHYAET
(PHCKAIEHYIO H MOHETAPHYIO TTOMHTHKY, HalleTeHHYIO Ha NOCTHIKCHHE YCTOHYHBOIO
IKOHOMHUECKOIO POCTH, XOPOWO cOanaHCHPOBaHHOrO DIOMKETa, NpencKasyeMoi
HHQIANMM W KH3HE 10 CPEICTBAaM, a HE 33 cueT «Oy VMK MOKOIeHHEY .

Tlporpamma rocylapcTBEHHBIX WHBECTHLMII HalleneHa Ha PAIBHTHE TAKHX
CEKTOPOB, POCT KOTOpBIX Dofblue Beero o0ecHeYHT 3KOHOMHYECKOE pa3BHTHe
OTAANEHHBIX PETHOHOB, H KOTOPBIE MMEIOT 3HAMHTENBHBIA MYJIbTHIIMKATHBHEIH
sdppext wHa pasBHTHE CoMemHBIX  oTpacneff. [lpaBHTenwcTEO Kbiprerscroii

Pecnybnumkn ypepeno, wrto peanusaums pedopM, IWIOKEHHBIN B CTPaTETHH,
MO3BONHT HOCTHYE aMOHIIHO3HbBIE L1ETH.

Locneanne IKOHOMHY ecKHe CODBLITHH

Buelunne ycnoBus yXyAWWIKCE 33 NOCAEIHHE HECKOTBKO MECAleB, 4T
CKazanock Ha MEPCNeKTHBAX SKOHOMHYECKOTO pocTa. JIKOHOMHKA BhIIEpHAIa
CHAbHBIe HeGnaronpuaTHele woku B 2015 romy, Ho oxHmaeTcs, uTO POCT
ACTIONHHTENEHO 3AMEJUTHTCA B 3TOM roay. CBOK polib B 3TOM CRITPAIOT CHIMEHWE
CApaocAa Ha Hauly SKCNOPTHYIO MPOAYKUMIO B OCHOBHBIX CTPaHax - TOPrOBBIX
MAPTHEPAX, BAHAHHE COKPAILEHHA NMEeHEHHBIX MePeBOIOB Ha BHYTPEHHHUH CrIpoc |
TPYAHOCTH ananTalMW K YCIOBHAM, CBAZaHHBIM ¢ wWieHCTBoM B Eppasufickom
3KOHOMHYecKOM corole (nanee - EADC). OxugaeTes, YTo pocT 3aMe/IMTCA B HTOM
FOLY H 3aTeM YCKOpPHTCA HAYHHAR CO CIeNVIOUWEro roja.

CornacHo  naHHbiM  HauWOHANLHOrO — CTATHCTHMECKOrD  KOMHTeTa
Kbiprescroit Pecny6muky, 3a 2015 ron peansseii poct BBIT coosuscs Ha YPOBHE
3,5 %, 9TO HHKEe YPOBHA COOTBETCTBYHOLIETO nepuoga 2014 roma ma 0.5

MPOUCHTHBIX IYHKTA, 8 HOMHHAIbHBIH 00beM BBII crnomwmncs Ha yporre 423,6
MJIPIl COMOE.
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OKOHOMEKZ TpPONOIKAET [104BSprarsCcs HeOGNAroNpPHSTHEIM  BHEIHHM
IMOKAM, NOCKOQIbKY YCIOEHA B PETHOHE OKa3alMch XYHKe, HeM OXHAANOCh B KOHIE
2015 roga. DxoHOMHEA TIepenna coxkpamenne s Hauane 2016 roma, W Oonee
HH3KHE, YeM OEKHMAN0Ch, TEMIbl POCTA M KYPCH BATOT B PETHOHE (ocobeHHO B
Poccnu 1 Kasaxcrane) 6yIyT cOepkuBaTe pocT B TeUeHHe BCEro roa.

O6wmit owomwernsid aedguumt & 2015 rogy cocrasun 1,5 npouesta BBIT,
CYIIecTBeHHO HHME LENEROTO TMoKalaTend Mo nporpamme (3,5 mpouenta BBII).
Moxonsl ObUMH  BHILE, 4YeM OXKHIAM0CH, Dmaromapfi pasoBEIM HEHANTOTOBHIM
MOCTYNACHHAM OT MPOJAXKH NTHUEHINA HA paspaloTky MecTopomienus Txepyil H
HacTH PaIMOMACTOTHOTO JMAalla3oHa, a TAKKe 33 CUeT NepeuyHcieHHA NpuObLIH
Haumonanwioro 6anka Keiprersckoi Pecniybmukn. C apyrofi CTOpOHBI, HATOTOERIE
A0X0Abl OKa3alMCh HHXE NPOTHO3a BCIASICTBHE Donee cnaboil akoHOMHHECKON
KOHBHOHKTYPBIL, 0CO0CHHO B ceKTopax, ofecneunBaiommy HanOoIblHe HATOTOBBlE
NOCTYTIEHHS (TOProB/e U CTPOMTENECTRE ).

['ocynapcTseHHblil BHEINHMA 104C NPOAOTKAN PAcTH, MOBLICHBIIHCH Ha
14 mpouenTHEIX NyHKToR BBII B Teuenue 2015 roma BenencTBIe MONOIHKTEIBHOMO
3aHMCTBOBAHMS H BIHAHHA CHICKEHUA OOMEHHOID KYpCa.

Bcé Oonee couomHble 3amadMM  BOIHMKAKT B OONACTH  HAIOTOBOLO
a/IMHHHCTPHPOBAHAA, 0CODENHO B Mpollecce Nepexofa k pabote B pamkax EADC,
lepenaua dynxuun cGopa HIC H akumior mocne BeTymnenns B EADC ot
l'ocynapetsennoit  nanorepoli  cnyxbe npn  [pasutensere  Kbiprorickoi
Pecrybmaxn (aanee - THC), ¢ ynnaToli HanoroB Ha ocHOBe CAMOHCUMCIIEHHA MOCTe
BBO3d TOBAPOB B CTpaHy, NpHBena K HEAOBLINOAHEHUIO NPOTHO3a 0o chopy 31X
HAIOToB. BoaMokHOCTH 110 ¢0py 3THX HAlOTOB JONONHHATENEHO OrpaHHYHBAIOTCA
3ABHCHMOCTBED OT CLUE OKOHYATENBHO He chopMHpOoBaBILeHca CHCTEMBL HAIOrOBOTO
QIMHHHCTPHPOBAHHA B OTHOMIEHHHEX MeXKIV CTpaHaMu-wieHamMi EASC, Mkl
OCO3HAEM, HTO XOTA TPENNOYTHTENBHO MMETR eluHBIN Mexanmam mia cSopa
HAOTOB, Nepenavy JonelHHTensibx Gyukuui cdopa THC crexyer nponssoaurs
MOCTRIEHHO, € TEM, YTODR MOOHTRCA MakcHMANBHOM 3QbeKTHBHOCTH.

HacTosimee THCEMO O MOMMTHKE PasBUTHS YCTAHABIHBAET KIIOUEBbIE MepEl,
KOTOpele npedpuHdMatoTea [lpaButenscteom Keipreizckodl Pecnybauxm ana
MOMIEPKAHHA  MAKPOQHCKAILHOH CTalHIBHOCTH W YKPETTEHHH yIpaBieHus
FOCYNAPCTBEHHRIM CEKTOPOM, a TAKKE CPeLbl 1A PA3BMTHA YACTHOIO CEKTOpa.
[porpamma pediopm  cooTmercTyeT 3agauam  HauMOHAILHOM CTpaTErHH
YCTOH4MBOrO PasBUTHA CTPaHB H ABNAETCA MPONOMIKEHHEM MporpaMMEl, KOTOpas
Obl1a noanepikana B paMkax NpenslayiieH nporpaMmsl «Onepalny B nonIepxKy
TONHTHKA passuTa». JlaHHas nporpamMma npeamnoaraeT NOIMIHIO B {(pHcKaTLHO#H
MOIHTHKE, KOTOPad MNOIAEPKHBACT MaKPOAKOHOMHYECKYIO  CTalHIBHOCTS,
0GeCneHBAIOIIYIO PACXO/Bl HA JallMIICHHblE CONMAIBHBIE CTaTbH, a TAKKe
pethopMBI, HaNpaBlneHHbIE HA MOBbLILEHHEe NPO3PavHOCTH M TOAOTYETHOCTH
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rocylapcTBEHHONO CEKTOpa, coKpalleHHe OpeMeHd npoBepok Ha OGuH3HeC H
CHHeHHe PHCKOB [ (JMHAHCOBOIO CEKTOPA.

CoBeplieHCTBOBAHHE YNPABIEHHA B rOCYIaPCTBEHHOM CEKTOpE
Vupaerenue zocydapemeennbivmu chunarcamy

B uensx cosepiueHcTBOBAHUA OHOIKETHOTO 3AaKOHONATE/ILCTEA H [IPHBEeHHA
€r0 B COOTBETCTBHE ¢ MEHKIYHapOIHBIM CTAHOAPTAMH, & TAKKe BHeIpeHHs
MPOrpeCCHBHRIX HHHOBAIMOHHEIY pemieHHii B OlOIbkeTHBIH [polecc, MPHHAT
Biomiethuiit  xogexe Keipremckoit  PeenyOmmkd. Muumcrepersom  (unancoB
Keiprerscxoit  Pecniyfnukm  nonyuensl kommentapun ot BeemmupHoro 0anka,
KoTopele  OyAyT npopafoTaHbl  MHHHCTEPCTEOM B XOole  JarnbHelmero
COBEPLICHCTBOBAHUA NPABOBOH OCHOBBI H Npofomkaomefics paboTsl Mo BREACHHIO
Enmuroro Cuera Kasunaueiictea (nanee - EKC).

Taxxe npopomkaeres paGota no ofecnedeHHI0 NOBLILEHHA YpOBHA
NPoOIPAYHOCTH ORMAETHOro npouecca. Mujopmauus o Swomkere nydamkyercs Ha
BeO-cafite MunHcTepcTBa tuHancoB Kblpremsckoit PecnyGnnkn Ha perynsapHoi
OCHOBE, BKIKOYAH CPeNHEeCPOYHBIH NPOrHO3 OHDKET, NMPOoeKTsl OHIKETOR M
NPHHATEIE TONOBbIe DIOLKETR], TPAKIAHCKHA O /KeT, JeTaILHEI eXeMeC  THEH
oT9eT 00 wcnonHenwH Olomkera w  apyras  wWHpopMmauws no  Gromkery.
OfmecTBeHHEIE CAYIIEHAS MO OIO/DKETY MPOIOMKAIOT OCTABATECA ONHHM M3
KaHaloB oecrneueHHd [IPOIPANHOCTH M BOBIEYEHHMA TPakNAH K [pouEccy
paspaboTiy SromKeTa.

llponomkaer oTMeuaTbcd Tporpece B NMOCTENEHHOM nepexose K
NpOrpaMMHOMY, OPHEHTHPOBAHHOMY Ha pesynsTaT GlomweTHposannio. [Ipoeenen
PacllMpeHnblii  TPEHHHD [UI%  OMOJUKETHBIX CHEUHATHCTOB B NPOQHIEHBIX
MHHHCTEPCTBAX W B Oro/wkere Ha 2015 rom npejcTapien OpoeKkT MpOrpaMMHOTO
biogwera mna 28 NHIOTHBIX BEIOMCTB B NONONHCHME K HX OroameTy,
COCTABICHHOMY B TPagHUHOHHOM topmate. Bonee Toro, Keipreisckas Pecny6imxa
YCMEWHO MPOBENa MUTOTHOE (HHAHCHPOBAHWE, OPHEHTHPOBAHHOE HA Pe3yJILTAT,
yenyr sapasooxpadenns: [lpaeuTenberso Keipreisckoit PecnyBanku ocraetcs
NPUBEPAEHHBIM TIPOLOIKEHHID 3TOH MPAKTHEA B paMKax HOBOH BaKoHOMATeTRHON
Oa3n bromkeTHoro wonexca. Taioke, 3aBepluaeTCs BHEIpPEHHE CTAHIAPTOB 1O
PykosoneTsy dunancosoi cratuctukn 2001 B moAroTOBKe GONAKETA H OTYETHOCTH
N0 HeMy.

Kpome  Toro, HenasHO  3aknwuMnM  cornauieHse  no HOBOMY
MHOFOCTOPOHHEMY TPacToBOMY (QOHIY B LENAX NOIIEPHKH pediOpMEL YIIpaBIeHHS
rOCYNapcTBEHHBIMI (puHaHCamu. TIpuMeHeHHe HOBOH HHOOPMALHOHHON CHCTeMBI
ynpaenenus puHancamu (ratee - HCY®) nas eex onepanmit YCKOPHT BHEZIpeHHe
EKC. C sroit nenrio b nocnennem ksaprane 2015 rona Gbi noanscas Memopanaym
O coTpyaHudecTBe ¢ TypeuxkuM areHTCTBROM Mo COTPYIHHYECTBY M Pa3sBHTHID TIO
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thrHaHcHpoBanuio Hoeolt MCV @,

Pecynupoeaniie kon@uuxkma wnmepecos

B cooTeeTcTEHE ¢ YEasom [Ipesnnenta Keipremsckoi Pecnybnnkn «O mepax
[0 YCTPAHEHHIO [IPHYHH IMOAHTHYECKOH H CHCTEMHOH KOPDYNIHH B OpraHax
rocynapcreeHHoi Bnactu» oT 12 noaGpa 2013 roma Ne 215 paspaboran
HOPMAaTHBHBIH NPaBOBOH HHCTPYMEHTAPHH M0 BbIABICHUIO H YPeIyJIHPOBAHHID
KOH(IHKTA HHTEPECOB HAa TOCYIApCTBEHHOH M MYHHUHIATBHOW cnyxbe H
npeaocTarned Ha paccMoTpeHHe JKoropky Kewema Keipremcrkoit PecryOnmxm.
JanHklll JOKYMEHT HalTpaBIeH Ha CORePLIeHCTBOBAHNE HHCTHTYTA YPery/JHpOBaHHA
KOH(IHETA HHTEPECOB, COKPAIlEHHE THCIA CHTYALMHA, [TPH KOTOPEIX A0KHOCTHLIE
NALA OKA3LIBAKOTCA B CHTYAIHH, KOTOPas BeleT K KOPPYNLHH, & TAKHKEe ARAAeTCH
NponoIAeEHHeM HauaTkiX B Kelpruisckoi PecnyOnike alMHHHCTPATHBHEIX pedopm
U MEp NpeaypekIeHis NOTHTHYeCcKOH B CHeTEMHON KOpPPYIIIHH.

CoBeplueHCTBOBAHME W YHUMKALMA 33aKOHOJATENBCTBA O KOHGUIHKTE
HHTEPECOB  IIYyTeM BHEOPSHHA MEXaHH3IMOB CBOCBPEMEHHOIO  BEISBIEHHA,
OPenOTBPALLSHHA M YPEryIHPOBAHHA KOH(QIMKTA HHTEPECOB HANpaBIeHbl Ha
OKa3dHHE NPAKTHYECKON MOMOWM rocyIapeTBeHHEIM OpraHaM H HX CIYKALIHM B
noAAepHaHHH >DhEeKTHBHON CHCTEMBI MOCY IAPCTBEHHOMO YIIPABISHHS.

IlpaButenberso  Kpipremckofi  PecnyOmMkH — ocTaeTcs  npHBepKeHHBIM
CKOpeHIUeMY HCTIONIHEHHED 38KOHA H MPHMIOMKAT YCHIHE, 4To0bI YIOJIHOMOYEHHBIE
Oprafbl  MOJBIOBAMHCE JOCTATOUHOH Mepoil He3aBMCHMOCTH H  HedOXOoauMoi
pecypcroii Ga30l ANA BLINOAHEHUA CBOMX 3a1ay.

Hosviutenue sgpghexmusnocmu 2ocydapcmeenHsix saxynox

3akon Kbipreisckon Pecnybmiky « O rocyaapcTBeHHEBIX JAKYTIKAX» B [IEPBYIO
Odepenb HaNnpableH Ha WCKIIOYEHHE KOPPVIILMOHHLIX NMPoABRIeHHH, obecneucHHe
OpO3paiHOCTH H  OTKPBITOCTH, & Takwe S3OOeKTHBHOMY W 3IKOHOMHYHOMY
HCNOMBR30BAHUED MOCY AAPCTECHHLLX CPENCTB, 00ecnedeHHe paBHEIX H ClIpaBe ITHBhIX
YCNOBHH LTS MOCTABIIHKOR (TIO/IPIT49HKOR) IPH OCYIUECTRIEHHH [0CYAaPCTREHHBIX
3aKynok. B To e BpeMi, aKTMBHO Npoaoikaeres paboTa 110 CoBepIIeHCTBOBAHHIO
MPAaBOBOH OCHOBEI IOCYIAPCTBEHHEIX 3JAKYIOK W MPHBEICHHIO B COOTBETCTBHE C
MERIYHAPOAHEIME cTaHaapramH. [annas paboTta GyaeT NpoaomKaThCA COBMECTHO
C MapTHEPaMu M0 Pa3sBUTHIO, C TeM, YTOOL COXPAHHTL KMKYEBRIE NOCTHREHHA M
nosokeHHa JakoHa Keiprersexoit Pecny6:imkn «O rocyiapeTeeHHBIX 3aKYIKax»,

Bmecre ¢ stum coobuiaem, yro pewednem [Ipasutenscrsa Keipreickoi
Pecnybnmkn cozmana Komuccus, KylIa BXOOAT CHEMHATHCTB MO 3AKYIIKaM
MHHHCTEPCTE  ® BeloMcTBE  Keiproizckoit  PecnyOnukw W npencTaBMTenm
0GIIeCTBEHHOCTH, 1A NOBBIIICHES CTaTyca paccMOTpeHHA Kanol H BKIYEHHA B
bazy naHHBIX HEHANEKHBIX B HENOOPOCOBECTHbIX MOCTABIIMKOR.

Ha ceropmsimuuit nens melicTeyeT nByxXypoBHEBbIf MNOPATOK PACCMOTPEHHS
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wanoh:
- NEPBbIA YPOBEHb - MEXKBEIOMCTEEHHAN KOMHCCHA,
- BTOpoii YpoBeHk - CyL.

Vinyuwenue cmandapmos zocydapcmeenisix yeive

B paMkax nepeoro srana pedopM B CeKTOpe rocyIapCTBEHHONO VIPABISHHS B
TedeHne 2011-2012 ronos Opina npoeefeHa HHBEHTAPH3ALMKA M COPTHPOBKA YCIVT
HAa OCHOBE CIHCKA HMEHIIHXCA TocylapeTBeHHEIX yeryr. Llenslo maHHOTO 3Tana
ABIANOCE (popMHpoBaHHe HOpMATHBHO-NpaboBol Gaswl, perymHpylomeil npouece
HpPeloCTABNEHHA FOCYIAPCTEEHHEIX YCIYT, YIOPAI0UeHHe KPHTSPHER ONpelee i
POCYNApPCTBEHHEIX YCAYr, WX MNATHOCTH W GecrinaTHOCTH, CO3OaHWe eaMHOro
peecTpa rocy JapCTBEHHBIX YCIYT.

Mns nposefcHuA cHCTeMHOH paGoThl TIO ONTHMH3ALHH rOCYIAPCTBEHHBIX
yemyr, ¢ y4etom oOuwecTseHHoro MHens, [lpasurenscteom  Keipremckofi
Pecrydnukn Obina ofpasosaHa MesseaoMCTBEHHAA KOMHCCHS MO ONTHMHIALHH
CHCTEMbI NPEI0CTABISHHA TOCYJAPCTBEHHBIX H MYHHUHNAtsHBX yonvr. Beero
nposeneno 38 zacenauuil MemBeNOMCTBEHHON KOMHCCHM, B ToM ukcne 22
JacellaHHs - [10 PACCMOTPEHHIO MPOEKTOR CTAHAApPTOB IOCY1AapCTBEHHLIX VCIYT, Ha
KOTOPEIX ~ pPEKOMEHTIOBAHO 8 yTBep#aeHWA 338 npoekToB  CTaHOAPTOB
rocyAapCTBEHHBIX YCIYT, 4YTo cocTapmfer 91 % or odmero konuuecTea
rocyYApCTBEHHEIX YCIVT.

[Nocranoenenuem IMpasurensctra Keiprosckoii Pecny6nuky ot 3 mions 2014
rozfa Ne 303 «OB yTBepKaCHHH CTAHAEPTOB rOCY12PCT BEHHbBIX VCIYT, OKA3biBAEMBIX
OpraHamMi HCIOOIHHTEIBHOH BMACTH, HX CTPYKTYPHBIMH [OApasicieHHUAMH H
NOABENOMCTEEHHBIMU YYPEKICHHAMH (IHIHYECKHM H IOPHIHYECKHM JHITAMY, B TOM
THENe MYTeM BHECEHMA B HEre IONOJHeHHH, yTBep#kaeHo 270 cTaHnapToB
FOCYNAPCTBEHHRBIX Y CIIYT, H3 HUX TONBKO 10 14 rocynapeTBeHHBIM opradam 100 %
YTBEPAICHB BCC CTAHAAPTH] IOCYIAPCTEEHHBIX YCITYT.

Mpasutenscreo Keipreackoll PecniyGnuxy vike obecrieunbaer cobnonenne
NPHHATHIX CTAHAAPTOB TOCYNAPCTBEHHBIX YCIYT M OCYIIECTRISET MOHHTOPHHT B
COTRYAHHYCCTHE © IPAMAAHCKHMH opraHnsaumamu. [Ipasurenscteo Keipreisckoi
PecriyGnuen naMepeHo MpoomKaTe COBEPUICHCTBOBATE MPaBOBYKY OCHORY JUTA
COD/MIONCHNA [PUHATBIX CTAaHAAPTOB OCYJAPCTBEHHBIX VCIYT, BKIHOUad Hyepes
HEMOCPENCTBEHHYIO  MOAOTHETHOCTh  COOTBETCTBYIOLWUMX  rOCYJAPCTBEHHEIX
CITY AAIIHX.

Ymywenue yripasrenun swepeenmeckim CERMOPOM

Ha ceroamawmnit  news (akTuueckHe 2aTpaThl  TemNOCHAGKAFOMLINX
OPraHH3ALMHA  3HAYHTEILHO HWKe pealbHO HeoOXONMMEIX  3aTpaT  Juis
o0eTyKUBAHUA M IKCIUIYATAUMM OOOPYNOBAHMA M TEMOCHAGIKAKOUIMX CeTell,
Haspena ocTpas HeoSXoAMMOCTE CPOYHOTO BIOWEHNS CPEACTB Ha 3aMEHY M
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PEKOHCTPYKIMED 3HAYHTE/ABHOH 4YacTH OCHOBHBIX CPelCTB TEILIOCHAOMAIOLWHX
opraimzauuii, uro wHeobxoammo 118 ODECNEYESHHA NPHEMISMOrO YDPOBHA
GGCH}’?FHBHHHIT B HacTOHALIeS BpemMA H PA3BHTHHE CHCTEMEI TEITJ'[DCHaﬁ'JKEHHH B
Oynywem. [Ipn 3Tom no ceronnammero nus B Keipreiackoid Pecnybnuke ve Owuta
paspaloTana oTpaciepad METOMHKA (popMHpOBaHHA TapH(HOB, KOTOPAA YUHTLIBANA
Obl cneumdMKy CEKTOpa TeMJOJHePreTHKH, a4 TaKKe C/I0MHOE [OIOKEHHE,
NpHOTKAIOIIEECA K KPHTHYECKOMY VPOBHIO, CI0KHMBLIEECH € M3HOMIEHHOCTHID
OCHOBHBIX (QOHIOB TeNlocHalKaomKX OpraHH3allHi.

B 3710 cpazm, Gnaroaaps TexHHYECKo# MOMOLIN, OKasbiBaemMoil BeeMHpHEM
Oanxom perynatopy B 3HepreTaie Keiproicxoit PecnyGmixn - NocynapereeHHOMY
ATEHTCTBY MO PETYJHPOBAHHIO TOMIHBHO-3HEPIETHYECKOrD KOMILIEKCa [1pH
[lparuTenbeThe Kbiproisckold PecnyOnuku, coemecTHo ¢ 3kenepramu Beemupsoro
Oanka paspadoTaHa W BBelleHa B neficTBHe TapHdHAs MeToAMKAa 178 ceKTopa
TenocHatxenns. Hosas meronuka onpeenser noaxoxn k popMEpoBaHHIO TApHDOR
HA TEIUIO3HEPrit0, NO3BOMAKLIMA oDecneydTs NOMHBIA YUET BCeX pacxoaoB Ha
NPOHIBOICTBO H Mepemadvy TellodHeprad no noTpedutens. Takum obpazom, c
NOMOWBH HOBOH MeTonuky yiacTes onpenenuTh NONHYIO CTOMMOCTh TEM/OBO
JHEPIHH C YYETOM PacxXoloB Ha HeoOXOJIHMble HMHBECTHUHOHHBIE BIOYKEHHS H
AeQHIAT JEHERHBIX CPEICTE M0 KAKAOMY TENIocHafKatmeMy NpepHsTHIO,

Ml nmpoBellH MepecMoTp NelCTBYIOIIAX TApPH(OB HA ANMEKTPHYECKYID W
ICIVIOBYK) 3HCPrHIY H HAMEPEeHB MNEPeCMOTPETh CPEeAHECPOYHYID Tﬂpi{dg]-l}'m
nonuTuky Keipraisckolt PecnyGmuxm (nanee - CCTII) Ha snekTpHueckyro w
Temnosyio sHepruw Ha 2014-2017 rofsl. 310 NOIBONMT CEKTOPY NOCTHYDL
YAyHlieHHA CBoeH (HHaHcopoH  ycroitumpocth. Ilepecmorpennas CCTIL
OCHOBAHHAA HA [NPHHUHOE NOBHIIEHHA NOXONOB JHEProceKTOpa © HEIBKO
obecricueHHs ee  caMOOKyHaeMocTd, Oyaer onoGpena [IpaBMTeNbCTBOM
Keiprenckoii Peerydnuku B mone 2016 roga. C stoff uensio, 1o Mapra 2017 roa
Syaer npoanen cpok nefictera CCTIT Ha oams rox (Ha 2018 r.).

Ha mporsiennn HeckonbKuX JeT pachpereneHHeM NeHEKHBIX CpencTB
MEWIY SHEPrETHHECKHMH KOMITaHHAMM 3aHHMAN0Ch MHHHCTEPCTBO JHEPTeTHRN H
npoMbileHHOCTH Kniprirsekoi Pecnydnuikn. OnHako 310 pacnpenenstue He GuU1o
PErIAMEHTHPOBAHO KAKHM-THOO HOPMATHBHLIM AKTOM, M ero NOpafAoK He Gbul
onpenened. Kak cnencrsue, pocT neSHTOPCKoR M KpeaHTOPCKON 3aM0NMEHHOCTH
IHEProKOMITaHME.

Tak, no wuroram 2015 roma neGuTopckas 3amoibKeHHOCTR MoTpeSHTENed
nepel pacnpeaclHTEAbHBIMU INEKTPOIHEPreTHYECKUMH KOMITAHHAMM BO3poOCna Ha
286 MIH COMOB, a KpeIMTOPCKad 3aq0/LKeHHOCTh nepel  NocTaBIIHKAMEA
AMEKTPO3HEPTHH Bospocna Ha 385,0 mnH comob. [lanHbIH pocT cosmaer crwpans
He[UaTe:kel, 2aTParHBasd NepefaioOliie W TeHEpHPYIOUIHE TPEIIPHATHA. B
pe3yibTale BCC MPEANPHATHA IEKTPOIHEPIETHHECKOTD CEKTOPA MCMBLITHIBAIOT
npodlieMBl ¢ BBINOAHEHHEM CBOHX obsamenscTs. Tarkke HabmIOAAMNChH CTVUaH.
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KOrla Y4YacTHHKaM ONTOBOrO phIHK4, ¢ YueToM HX Haubolee clomHOrO
(DMHAHCOBOIO [ONOKECHMA, CIOMMBILEIOCA B pe3vibTaTe HeaoDopa Marexceii,
NPejoCTABANACE Olpene/eHnsle npedepeHunn NpH IOMISBOM  pacnpeieleHHH
NEHCHRHBIX  CPEACTR, YTO  TAKMKE HEMATHBHO OTPAMANACE HA BhINONHEHHH
KOMITAHHAMH CBOHX 00A3aTe/bCTh,

B uenax CTHMYAMPOBAHMA K YBelHMYeHMI0 COOpOB IulaTemei 3a
NOTpeOleHHYo  AMEKTPOSHEPTHIo M obecledeHMA CHHEKCHHA KpPeJHTOPCKOH
3A0IIKCHHOCTH PErY/THPYIOUIAM OPranoM B 3HepreTHKe Kelproisckoil PecnyOnuku
paspadoran W yTeBepazeH mnoctaHosnenHeMm [IpasutenseTBa  KeIprenckoi
PecnyOmurn or 17 mas 2016 roma Ne 262 MmexadusM JoNeBOro paclpeldeleHHs
NEHEWHEBIX CPEACTE MEWTY IHEPTETHHECKMMH KOMTIAHHAMH,

C MPHHATHEM MEXAHWIMA OWMHIASTCH YINOPAOOYCHHE OSATEIbBHOCTH
YHACTHHKOB 3HEPreTHHECKOrO PhIHKA, CHHMKEHHE KpelMTOpcKoll 2ano/mKeHHOCTH,
yBEIHUEHHe cOOpOB MarTexkell H CBOSBpPEMeHHOE BEINDIHEHHE 3AIUTaHHPOBAHHEIX
MEPONPUATHIA B 3HeprokoMmnanvax. Hopwlll mopsgok jgonesoro pacnpeneneHHs
OEHESHHBIX CPEIOCTE MEKIY IHEProKOMNaHHAMH ClelaeT [pelcKasyeMbiM
NOCTYILIEHHE JOXOM0B U BLINOTHEHHE 0OA3ATENLCTE IHEPTOKOMIAHHH.

T'ocynapereentoe areHTCTRO 1o PEry/1HpOBaHHIO TOIITHBHO-
IHEPreTHYECKOrD Komiiekca o0ecreqdT OTYeTHOCTh O MPOH3IBOAHTEILHOCTH H
CTPYKTYPY MOHHTOPHHIA CEKTOPA TeMTOCHa0MEHHA.

Ot1aenbHO HEOOXOAMMO OTMETWTh, ¥TO DJATOJADA TEXHHYECKOH NOMOLLH,
okasbiBacmol BcemupHBIM DaHKOM perylIHMpYHOIIEMY OpraHy B 3HEPreTHKE
Keiproizckoii  Pecniybaumku, nposenea pafota no sueapenuio mokasatelneii
AEATENBHOCTH TeMNocHabKalolmx npemnpuatuid. llensio BHeIpeHHA sBnzeTcA
onpele/leHde OTBETCTBEHHOCTH 3a o0ecreveHHe Mpo3pavyHoCcTH MpefocTaRIeHHs
ODMIECTBEHHOCTH M PeryJIHPYIOMeMY OpraHy HHGOPMAIMH O KavecTBe YCIyT,
NpenocTARTAEMBIX TENIOCHaADMKARIIHMHE OPraHu3aLHAMH.

B 2015 roay perynupytolidM opradoM  paspaboTado w YTERE[RICHD
lonoxetre N0 BBeleHHI0 H MOHHTOPHHIY TOKA3aTENeH [EATENSHOCTH cekTopa
TEMTOCHAOKeHHA, KOTOpOe ONpeleiseT NPHHUKNL (QOPMHPOBAHHA KIIOYERBIX
nokasarenel 3pOEKTHBHOCTH AR OTCNEAHBAHMA KA4ECTBA NPEJOCTARIEHHS YCIYT
TennocHadKeH A,

PaspabotanHoe [lonomenue ABAACTCA OCHOBHBIM  JIOKYMEHTOM IR
NPOBENEHHA MOHUTOPHHIA JEATE1bHOCTH CEKTOPA TEMAOCHADWKEeHHA, H M0 HTOram
oryeTHOrO nepHona 2016 rona DyayT coenaHel nepeele BRIBOIL OTHOCHTEIRHO
3PPeKTUBHOCTH JEATENBHOCTH TENNOCHABHKAIOLLMX NPEATPHATHIL

¥kpenaenne KoukypenTocnocofHOCTH YacTHOTO ceKTOpA
Vmyuwenue yenoesuwlt npeonpunumamerscxoti desmensHocmi

IlpapurenseTomM Khipreiseroil Pecny®nuku npomomsaercs pabora no
YAYHUIEHHED CHCTeMBl HATOTO0GN0NEHHS TIO CO3ZAHHIO YCIOBMH TS pasBHTHA
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HacTHOro cekTopa. B 3Tom Hanpaenenus npuaat 3akoH Keipreisexoil Pecnyfmikn
«() BHCCCHMM M3IMEHEHWE W JONONHEHWH B HEKOTOPHIE 3aKOHOMATE/NLHBIE AKTHI
Keiprirckoit PecrrySnukm» ot 31 nexabps 2015 roga Ne 235 npe aycmarpusasompii
OTMEHY HATIOra ¢ MPOJAMK ¢ 0dnaraeMeiX NOCTABOK, 33 MCK/IHIYEHHEM COTOBOM CRAIM,
¢ SKCIOOPTHEIX [IOCTABOK H [IOCTABOK BHE TeppHTopuH Kelprerickoll Peciybmuxn Ges
noebieHus ctaskd HIC, a Take noselnenye nefdeTeY OMIETO PErHCTPALMOHHOIO
nopora HIAC.

l'ocynapetso cospaer ycloBiA VIS HAIOTOIUIATENBIIAKOB M0 yIaTe
HANOroB, MOCTOAHHO COBEPLICHCTBYS HANOTOBOE 3AKOHONATENbCTBO W pabory
HANOTOBOH CTYKDbI B COOTBETCTBHH ¢ MEHAIOLIHMHCA YCIOBHAMH H NOTpe0HOCTAMH
BPEMEHH.

OTH H3MEHEeHHA HanpasneHwl Ha (Qopmuposanue 3(QexTHBHOH cHeTeMsl
HAIOrCO0N0KEHHA, YIOGHOR /UIR YTINAaThl HAIOTOB W MpPEICTABNEHHA OTYETHOCTH
HAIOrOmNaTenbIAKaMi, & TAaKKe CO30aHHe ONaroNpHATHRIX VCIOBHA ans
OTEYECTBEHHBIX NPeanpHHEHMATENCH.

B 4acTHOCTH, B [IETAX COBEPITEHCTBOBAHHS HATOTOBOTO 8/IMHHHCTPHPOBAHHS
MpHHATO  nocraHoBnenne [lpasutenncrsa  Kwipremsckoit  Pecnybiuku  «O6
YTBEpIICHAN (POPM OTYETHOCTEH H NOPA/IKA HX JAMONHEHHS 1 TPeNCTABICHAR) OT
9 oxrabps 2015 roga Ne 699 npexycmatpuBaloliee MpeacTaBNeHHE HATOTOBOM
OTHETHOCTH MO NMOAOXOJHOMY HAIOTY, HANOrY C MPOJa® H POSNTH CYOLeKTamH
MAJIOro, CPEAHETD NPEANPHHHMATENBCTEA M HEKOMMEPHECKHMH OPraHHIaMaMK Ha
EREKBAPTANEHON OCHORBE,

[Mpoext 3akona Kepreisckoit Pecnyfnuks «O BHECEHHM W3MEHeHMIA |
AOMOJNHEHHA B HEKOTOpHIE 3akoHOMaTenbHble axTel Keipreisckoit PecmyGimxms
(Hanoroewii konexe Keiprbisckoi PecnyGnuku, 3akow Kbipraisckoit PecryGnunxku
«0 BBemenmn B fefictBue HanoroBoro komekea KIpreisckoid Pecrybmikin)
onofper nocranosnennem [lpasatennctsa Keipromckoii PecnyGrmukn ot 25 mas
2015 roga Ne 318 u B HaCTOAILEe BPEMS MPOLIET MEPROE YTEHHE B Koropky Kenene
Kblpremckoif PeciryGnuxs.

llpennaraemeiii  3aKOHOTPOGKT  [MOIBOMTHT  YCTAHOBHTH Dapeep mas
perucTpauny mo HIAC cybrexros-nwenpennpuuumareneil, a tamke NPAKTHYECKH
CBODOJHOE NOMYYEHHE BO3MEILeHHS HIH/BO3BpaT cymmel npesplwenna HJIC,
SHAYMHTCILHO YIOPOCTUT OPOUEAYPY MOJYUYeHHS IEKTPOHHEIX HOMEPDE CUSTOB-
dakryp, a Takuwe pernamentupyer npouenypy NOAY4YeHHS AMEKTPOHHLIX HOMEPOR
CYeToB-thakTyp.

B uenax COBEpLIEHCTBOBAHHS NPAEOBOrO PEryIUPOBAHUA MpOBEAeHAA
TAHOBBIX  MPOBCPOK HA OCHOBE OLUEHKH PHCKOB, € YYeTOM pe3y/bTATOB
MPaBONPHMEHHTENBHOA  MPAKTHKH ~ UCKTOYEHHA  CyIIECTBYFOLIHX MpaBOBLIX
KO/LIM3KH, a Takike BO ucmonnenue [lporpammer [MpasuTenncTea Kblprersckoi
PecnyOnuku no sHenpenuio MEHTYHAPOIHOH CHCTEME! KNacCHDHKALMH ONACHOCTH
W MAapkHpOBKH XHMHHECKHAX BemiecTs B Kniprerickodfl Pecnyfimke, BHeceHl

48



U3MEHEHHA H JOMOTHEHUA B KDHTEPHH OLEHKH CTelleHH PHCKa [IPH OCYINECTBICHHH
OpeampHHHMATENIBCKOM ASATE/IRHOCTH,

HM3MeHeHHA BRMIOYAKOT KPHTEPHH OLIEHKH CTENEeHH PHCKA BCeX CyOHbheKTos,
OOLIEKAMX [POBepKaM, o0ecneuMBaloT endHooOpaIHEIi KOHUENTYANLHBI |
TEXHOIOTHYECKHH TTOIX0/.

Kpome Toro, 3a Bpemsi NpUMeHEHM: NOIXOa HA OCHOBE OLEHKH PHCKOB
CIIOWHIack  ONOpeleneHHad  MpakTHKa, KOTOpas  BbIABHIA  HEJOCTaTKH
CYIIECTBYEOLIEH CHCTEMBL OLEHKH pHckoB, HoBad penakiums sBIfeTC pe3y/IbTaToM
0Bobmenns ¥ aHATH32 NPaBONPHMEHHTENLHOH NPAKTHKY 3 NpomeIHe IBa roia.
B sacTHOCTH, 014 cosnanus Oonee NpoipadHol W NOHATHON CHCTEMB ONpefeeHns
CTENEHH PHCKZ B [NIaBy BRIIOYEHA TadIHIA, 3aKPerIAloIas NOPAIOK NpHMEHEHAN
[POBEPOYHOIO JIMCTE [IPH NPOBENEHHH ITAHOBOR MpoBepKH.

¥ayvuueenne docmyna k KOMMYHUKAYUOHKBEM CEMAM

MuHHcTepCTBO TpaHcenopra M koMMmyHukauuit Keipreizckoii Pecny@nukn
H3fano npukas oT 22 andpens 2016 roga Ne 108, ompenensrommii nmpasdna u
NPOLENYPEl, € DOMOLLID KOTOPBEIX YNOJHOMOYEHHEIE TENEKOMMYHMKAIHOHHBIE
KOMIAHHH  MOTYT  pa3sBepThiBaTh WM WCHONB30BATE  TPAHCIPaHHYHEE
TeNeKOMMYHWKAUHOHHEIE — Kadenw,  ofecrmeudBaioluMe  KOHKYpPEHLHIO  Ha
MEAYHAPOLHOM PEIHKE COSIHHEHHH H YCTaHABIHBAEST CPOMHbBIE W MPO3payHbIe
npouenypel. B 3tom sanpasnewnu, Synet nponomsena pafota no obecneveHHIo
BLICOKOKOHKYPEHTHOR  CpEllbl B 0JaHHOM CeKTOpe, BKIIOYAX  cOXpaHeHHe
CYLLECTBYHOIIHX 3aKOHOATENbHbIX NONOKEHUH, 0DeCneuHBatOIIMX KOHKYPEHLHIO
Ha  MEXIYHApOIHBIX pHIHKAX coenuHeHwil. [Ipasurenscteo  Keiprackoit
Pecnybaukn raioke nposonkur pafory no  ofecmeveHMEo yeToHYMBOIO,
NpO3PaYHOTO H aNeKBaTHOTD (IMHAHCUPOBAHUA PErY/IMPYIOLIEro OpraHa.

B saxmouchue Tpasntenscrse  Keipreizcko# Pecmy6amm BRIpaMaeT
YBEPEHHOCTE B TOM, 4YTO peannsallis npHopdTeToB HalMoHANEHOR cTpaTernn
YCTOHUMBOro  pasBHTHA  Kelpreisckoii  Pecnybnamku — spasercs  JemoM
MEPBOCTENEHHOH BAKHOCTH AN%  obGecnedenHns ycTONUMBOTO W VCMeLHOro
Gymymero waweil cTpaHbl H B TOM, 9YT0 pedhopmel, 0003HaueHHBIE B Heii,
ApPeACTARNMOT COOOH MOCNEenoBaTeNbHYH OPOIPaMMY, [penyCMaTPHEAIOIIYEY
YCTOHYHBBIA SKOHOMUYECKHH POCT H CHUAEHHE YPOBHA GeIHOCTH B CPeOHECPOYHOH
nepcnexthse. Haleemed, 4To HacTosmas npock(a B agpec Becemuproro Gaeka o
noanepike mporpaMmel pehopM B pasmepe 24,0 man nonn. CLLA Gyaer onobpesa.

C yeamenHemMm,

Mpemeep-munucrp C.ILXK»ubexos
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LETTER OF DEVELOPMENT POLICY (Unofficial translation)

To: President of the World Bank Group, Jim Yong Kim
Outgoing No: 17-20461 dated 26 May 2016
Dear Mr. Kim,

The Government of the Kyrgyz Republic presents its compliments and renews the
assurances of its highest consideration to the World Bank, being grateful for the continued support
it provides to the social and economic development of the Kyrgyz Republic.

The purpose of this letter is to describe the economic program and strategic direction of
the Government of the Kyrgyz Republic, whose aim is to improve governance in the public sector
and enhance the competitiveness of the private sector. In that context, the Government of the
Kyrgyz Republic would like to request the World Bank to provide assistance for the
implementation of the Development Policy Operation — 1 focused on governance and
competitiveness in the amount of USD24.0 million.

Development Goals and Indicators

Broad development priorities and objectives have been set-out in the National Sustainable
Development Strategy of the Kyrgyz Republic for 2013-2017, approved by Presidential Decree No
11, dated 21 January 2013. The document defines strategic directions for sustainable development
of the country, key priorities and main investment projects for the period. According to this
strategy, the main goal for the five years period is to create a state with strong democratic principles
and build a foundation for the successful development of the Kyrgyz Republic. This, in turn, will
only be possible, if the state and society focus on the following three prerequisites for
implementing the National Strategy:

- Utilizing domestic resources and solutions;
- Strengthening the rule of law;
- Achieving unity.

The main goal of the National Sustainable Development Strategy for 2013-2017 is to build
a stable society, increase living standards, reduce poverty through accelerated economic growth,
improve the business environment and strengthen the rule of law, and establish an effective system
of governance. In order to achieve these goals, we need to build an adequately functioning social-
market economy, driven by a dynamic private sector, while the state primarily focuses on
establishing a conducive environment for the private sector. The Government of the Kyrgyz
Republic is also committed to reforming the judicial system in order to strengthen the rule of law,
including through upholding the constitutional provisions for judiciary independence, with the
assistance from the World Bank and other development partners.
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Maintaining macroeconomic stability is another key objective. The foundation of
economic stability in the medium term includes: fiscal and monetary policies supportive of
sustainable economic growth, well-balanced budgets, predictable inflation, and living within our
means and not at the expense of future generations.

The Public Investment Program targets the development of those sectors whose growth can
contribute the most to the economic development of remote regions, and which have significant
multiplier effects and linkages with related industries.

The Government of the Kyrgyz Republic is confident that implementing the reforms
embedded in this strategy will help to achieve its ambitious goals.

Recent Economic Developments

External conditions have worsened over the last months, affecting the perspectives for
economic growth. The economy withstood strong adverse shocks in 2015. However, growth is
expected to slow down this year, in particular due to dampened demand for our export products in
main trade partner countries, reduced remittance inflows affecting domestic demand, and
challenges in transitioning to the rules, regulations and norms of the Eurasian Economic Union
(thereafter, EEU). Growth is expected to slow down this year, before accelerating again as of next
year.

According to the National Statistics Committee of the Kyrgyz Republic, real GDP growth
reached 3.5 percent in 2015, which is lower than in 2014 by 0.5 percentage points, while nominal
GDP stood at KGS 423.6 billion.

The economy continues to be exposed to adverse external shocks, with continued hardship
in the region and slower recovery than initially anticipated at the end of 2015. The economy shrank
in early 2016, with low growth and weak currencies in the region (especially, in Russia and
Kazakhstan) hampering growth prospects for the full year.

The total fiscal deficit reached 1.5 percent of GDP in 2015, which was considerably lower
than the target of 3.5 percent of GDP. The revenue outturn was higher than expected, thanks to
one-off non-tax receipts from the sale of a mining license for Jerooy deposit and of a part of the
radio-frequency band, as well as to high transferred profits from the National Bank of the Kyrgyz
Republic. However, tax revenues proved lower than the forecast as a result of the weak economic
conjuncture, especially in those sectors that generate the largest tax returns (trade and
construction).

The public external debt continued to grow, by 14 percentage points of GDP during 2015,
under the combined effects of additional borrowing and exchange rate depreciation.

Additional challenges emerged in the area of tax administration, especially in the process
of transitioning to new EEU procedures. The function of VAT and excise collection was delegated
to the State Tax Service (thereafter, STS) after accession to the EEU, with tax payment on imports
based on self-enumeration; these changes have resulted in underperforming collection for these
taxes relative to the forecast. The capacity to collect these types of taxes is further constrained by
the still-developing system of tax administration in relations between the EEU member countries.
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Although we recognize that a unified mechanism for tax collection is preferable, further delegation
of tax functions to the STS should be implemented gradually for maximum effectiveness.

This Letter of Development Policy establishes key measures taken by the Government of
the Kyrgyz Republic to support macroeconomic and fiscal stability, strengthen governance in the
public sector and the environment for the private sector. This reform program complies with the
country’s National Sustainable Development Strategy and constitutes the continuation of the
program supported by the previous Development Policy Operations. It implies that fiscal policy
will continue to be geared to supporting macroeconomic stability, expenses on social items will be
protected, reforms aimed at improving the transparency and accountability of the public sector will
be carried out, and efforts made to reduce the burden of inspections on businesses and safeguard
risks in the financial sector.

Improving Governance in the Public Sector
Public Financial Management

In order to improve budgetary legislation and harmonize it with international standards, as
well as to introduce advanced innovative solutions to the budgeting process, a new Budget Code
of the Kyrgyz Republic has been approved. The Ministry of Finance of the Kyrgyz Republic
received the World Bank’s comments on the Law and will take them into account, when making
further improvements to the legal framework; it will also continue to work to introduce the
Treasury Single Account (thereafter, TSA).

Further efforts were made to ensure increased transparency of the budgeting process.
Information on the budget is published on the website of the Ministry of Finance of the Kyrgyz
Republic on a regular basis, including the mid-term budgetary framework, draft budgets and
adopted annual budgets, citizens’ budget, detailed monthly reports on budget execution and other
budgetary information. Public hearings on the budget are one of the channels to ensure the
transparency of and citizens’ involvement in the budget formulation.

Further progress was made in the gradual transition to programmatic, result-oriented
budgeting. An extended training took place for budget specialists in key ministries, and the budget
for 2015 contains a draft program-based budget for 28 pilot agencies in addition to their budgets
drafted in a traditional format. Moreover, the Kyrgyz Republic successfully pioneered output-
based financing of health services, and the Government remains committed to the continuation of
this practice, within the new legislative framework of the Budget Code. Also, we are finalizing the
introduction of standards under the Government Finance Statistics Manual 2001 on budget
preparation and reporting.

Moreover, recently, we have agreed on a new Multilateral Trust Fund to support public
financial management reform. Using the new Finance Management Information System
(thereafter, FMIS) for all transactions will speed up the introduction of TSA. To that end, in the
last quarter of 2015, a Memorandum of Cooperation was signed with the Turkish International
Cooperation and Development Agency to finance the new FMIS.
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Conflict of Interest Regulation

In compliance with the Decree of the President of the Kyrgyz Republic ‘On the Measures
to Eradicate Political and Systemic Corruption in Public Bodies’ dated 12 November 2013 No 215,
a new regulatory toolkit was developed to identify and address conflict of interests in civil and
municipal service. The toolkit was submitted to the Jogorku Kenesh (Parliament) of the Kyrgyz
Republic. Its objective is to improve the way in which conflict of interest is regulated, reduce the
number of situations where public officials are faced with opportunities for corruption. This is an
additional step to further administrative reforms and measures to prevent political and systemic
corruption.

The improvement and harmonization of legislation on conflicts of interests, through
introducing mechanisms for early identification, prevention and regulation of conflicts of interests
seek to provide practical assistance to the relevant public bodies and officials in maintaining an
efficient system of governance.

The Government of the Kyrgyz Republic is committed to the soonest implementation of
the law and will ensure that authorized implementing bodies have the required independence and
resources to fulfil their mandate.

Improving Public Procurement Efficiency

The Law of the Kyrgyz Republic ‘On Public Procurement’ is aimed, first of all, at
precluding corruption, ensuring transparency and openness, making efficient and economic use of
public funds, and establishing equal and fair conditions for suppliers (contractors) in the
implementation of public procurement. While additional efforts will be made to improve the
legislative framework for public procurement and bring it in compliance with international
standards, this will be done jointly with development partners so as to preserve the main
achievements and provisions of the Law of the Kyrgyz Republic ‘On Public Procurement’.

Meanwhile, we would like highlight that, by decision of the Government of the Kyrgyz
Republic, an Independent Complaints Review Commission was established, including
procurement specialists from ministries and agencies of the Kyrgyz Republic and civil society
representatives, to improve procedures on complaints consideration and inclusion of unreliable
and dishonest suppliers into the relevant database.

Currently, there exists a two-level procedure for complaints consideration:
- First level: by the interagency committee;
- Second level: by the court.

Improving Standards of Public Services

During the first phase of reforms of the public administration sector (2011-2012), we
carried-out an inventory and classification of public services actually provided. The objective was
to establish a baseline to guide the process of public services provision, streamline the criteria for
identifying which public services should be provided on a fee basis and which should be free), and
establish a single roster of public services.
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In order to systematically streamline public services’ provision, with due regard for public
opinion, the Government of the Kyrgyz Republic formed an Interagency Committee to improve
the system of civil and municipal services provision. In total, the Interagency Committee held 38
meetings, including 22 meetings to discuss draft standards of public services. This process resulted
in recommendation to approve 338 draft standards of public services, which covers 91percent of
the total number of public services.

The Resolution of the Government of the Kyrgyz Republic dated 3 June 2014 No 303 ‘On
the Approved Standards of Public Services Provided by the Executive Bodies, their Structural
Divisions and Subordinate Institutions to Individuals and Legal Entities’, approved 270 standards
of public service provision. This includes all services provided by 14 public bodies.

The Government has already begun implementing the adopted standards of public services
and monitoring adherence in cooperation with civil society organizations. The Government plans
to continue improving the legal framework for ensuring compliance with the approved standards
of public services, including through making the relevant public officials directly accountable.

Improving Governance in the Energy Sector

As of today, the actual revenues of heat-supplying entities are considerably lower than the
needs for maintaining and operating heat-supply equipment and networks. Thus there is an acute
need for urgent investments into the replacement and rehabilitation of a significant part of the fixed
assets of heat-supply organizations to ensure continued acceptable levels of services and develop
the heat-supply system in the future. Meanwhile, to date, the Kyrgyz Republic did not have a
sectorial methodology of pricing, taking into account thermal power sector specifics as well as the
difficult, nearly critical situation of the heat-suppliers’ worn-out fixed assets.

In this regard, owing to technical assistance provided by the World Bank to the energy
sector regulator of the Kyrgyz Republic (the State Agency on the Regulation of the Fuel and
Energy Complex under the Government of the Kyrgyz Republic), a tariff setting methodology for
the heating sector has been developed and operationalized. The new methodology identifies an
approach to pricing thermal power that takes into account all expenses for the production and
transmission of thermal power to consumers. Thus, with the new Methodology, it will be possible
to identify the full cost of thermal power supply with due regard for necessary investments, and
the shortage of monetary funds for each heating enterprise.

We have revised the existing electricity and heating tariffs and intend to revise the Mid-
Term Tariff Policy of the Kyrgyz Republic (thereafter, MTTP) for electricity and heating for the
period of 2014-2017. This will allow the sector to achieve improvements in its financial stability.
The revised MTTP based on the principle of increased revenues of the energy sector and the
objective of cost-recovery will be approved by the Government of the Kyrgyz Republic in July
2016. Moreover, prior to March 2017, the timeframe of MTTP will be extended by one year
(through to 2018).

For several years, the distribution of cash between energy companies was a function of the
Ministry of Energy and Industry of the Kyrgyz Republic. However, such distribution was not
regulated, and its procedure inadequately identified. As a result, the energy companies were faced
with growing receivables and payables.
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Thus, as of 2015, the consumers’ receivables to energy distribution companies grew by
KGS 286 million, while payables to the electricity suppliers reached KGS 385 million. This
created a spiral of non-payments, affecting transmission and generation companies. As a result, all
enterprises of the electricity sector faced difficulties in performing their obligations. Also, there
were cases whereby wholesale market participants, given their difficult financial position due to
underpayment, had to be granted exceptional preference in the shared distribution of cash, further
adversely affecting the ability of companies to operate.

In order to incentivize an improve the collection of payments for the consumed electricity
and ensure a reduction in payables, the energy sector regulator of the Kyrgyz Republic developed
a mechanism for the shared distribution of cash funds between energy companies, which was
approved by the Resolution of the Government of the Kyrgyz Republic dated 17 May 2016 No
262.

The approved mechanism, will help streamline operations of the energy market
participants, reduce payables, increase the collection of payments and ensure the timely
implementation of planned activities by energy companies. The new procedure for distributing
cash funds between energy companies will ensure greater predictability of their revenues and thus
help them fulfill their obligations.

In addition, the State Agency on the Regulation of the Fuel and Energy Complex will
provide regular reporting on the efficiency and the process of monitoring performance of the
heating sector.

In that respect, it should be mentioned that with technical assistance from the World Bank
to the energy sector regulator, work was carried-out to develop and introduce performance
indicators for heat-suppliers. The objective is to foster greater transparency and information to the
public and the regulator on the quality of services provided by heat-supply organizations.

In 2015, the regulator developed and approved the Regulation on the Introduction and
Monitoring of the Heating Sector Performance Indicators that identified the principles to formulate
key performance indicators for monitoring the quality of heat-supply services.

The developed Regulation constitutes the main document to monitor heating sector
operations, and, based on the reporting period of 2016, first conclusions will be drawn on the
performance of heating enterprises.

Strengthening Private Sector Competitiveness
Improving the Business Environment

The Government of the Kyrgyz Republic continues the work to improve the taxation
system and establish conducive conditions for private sector development. To that effect the Law
of the Kyrgyz Republic ‘On Modifications and Amendments to a Number of Legislative Acts of
the Kyrgyz Republic’ dated 31 December 2015 No 235, was adopted, which abrogates sales tax,
except for cellular communications, including from exports and from sales outside the territory of
the Kyrgyz Republic without any increase in VAT rate. At the same time, the VAT registration
threshold has been increased.
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A further objective is to create the conditions for tax payers to comply with their
obligations, through ongoing improvement of the tax legislation and the tax service’s work in
accordance with changing conditions and modern needs.

These changes aim to establish an effective taxation system, facilitate tax payment and
reporting for tax-payers, and establishing enabling conditions for domestic entrepreneurs.

Specifically, in order to improve tax administration, the Resolution of the Government of
the Kyrgyz Republic “‘On the Approved Forms of Reporting and Procedure for Their Filling in and
Submission’ dated 9 October 2015 No 699, was approved which envisages the submission of tax
reports on the income tax, sales tax and royalty by small- and medium-size enterprises and non-
commercial organizations on a quarterly basis.

The draft Law of the Kyrgyz Republic ‘On the Introduced Modifications and Amendments
to a Number of Legislative Acts of the Kyrgyz Republic’ (Tax Code of the Kyrgyz Republic, the
Law of the Kyrgyz Republic *On the Effectiveness of the Tax Code of the Kyrgyz Republic’) was
approved by the Resolution of the Government of the Kyrgyz Republic dated 25 May 2015 No
318 and passed the 1% reading in the Jogorku Kenesh of the Kyrgyz Republic.

The proposed draft law introduces provisions that deter fraudulent VAT registrations of
phantom entrepreneurial entities. Further, the draft law simplifies procedures for obtaining VAT
refund; considerably simplify the procedure of getting electronic numbers for invoices; and
regulate the procedure of getting the electronic number for invoices.

In order to improve the regulation of scheduled inspections based on risk assessments,
while taking into account existing legal requirements and in order to implement the Program of
the Government of the Kyrgyz Republic on the introduction of the system of hazard classification
and labeling of chemical substances in the Kyrgyz Republic, modifications and amendments were
introduced to the evaluation criteria for assessing the degree of risk involved in various
entrepreneurial activities.

The modifications include the criteria for evaluating the degree of risk for all entities
subject to inspections, and ensure a uniform conceptual and technical approach to such
assessments.

They reflect the lessons learned, during the past two years, while implementing risk-based
approaches and address identified shortcomings of the existing system of risk assessment. In
particular, in order to establish a transparent and clear system of risk identification, the relevant
section includes a table which establishes a check-list of procedures to be carried out during a
scheduled inspection.

Improving access to communication networks

The Ministry of Transport and Communication issued a Decree dated 22 April 2016 No
108 identifying rules and procedures to allow authorized telecommunication companies to deploy
and use transboundary telecommunication cables, ensuring competition in the international
market of communications, and setting time-bound and transparent procedures. In this area, there
will be continued the work to ensure a highly competitive environment in the sector, including the
preservation of the existing legislative provisions ensuring competition in the international markets
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of communications. The Government of the Kyrgyz Republic will also continue to work to ensure
sustainable, transparent and adequate financing of the regulatory body.

In conclusion, the Government of the Kyrgyz Republic would like to express its assurance
that implementing the priorities of the National Sustainable Development Strategy of the Kyrgyz
Republic constitutes a matter of the highest importance to ensure the sustainable and successful
future of this country, and that the reforms outlined in the strategy amount to a consistent program
for sustainable economic growth and poverty reduction in the medium term. We hope that this

request to the World Bank Board of Directors to support to our reform program, in the amount of
US$24.0 million, will be approved.

Sincerely,

Prime Minister
S. Sh. Jeenbekov
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ANNEX 3: FUND RELATIONS

IMF Statement at the End of a Review Mission to the Kyrgyz Republic

Press Release No. 16/197
May 5, 2016

An IMF mission, led by Edward Gemayel, visited Bishkek from April 21 to May 5, 2016 to
conduct the second review under the Extended Credit Facility (ECF).

At the conclusion of the visit, Mr. Gemayel issued the following statement:

“The Kyrgyz economy has been facing severe external shocks, including lower commodity prices,
weak growth and depreciating currencies in the region. As a result, growth fell to 3.5 percent in
2015, with remittances being hit especially hard. On the positive side, the floating exchange rate
regime under the National Bank of Kyrgyz Republic’s (NBKR) stewardship acted as a shock
absorber, mitigating the impact of external shocks on the real economy.

“The weak external environment is expected to persist in 2016, further slowing growth to about 3
percent, widening external and fiscal deficits and slowing credit to the economy. Recovery in the
medium term will hinge on steadfast commitment to reforms, in addition to improvements in the
economies of main trading partners.

“A combination of slowing revenues and rising spending have exhausted the fiscal space available
to the government. Debt is approaching a critical level, making it increasingly difficult to raise
necessary financing while at the same time meeting essential social and development needs.
Against this backdrop, it is imperative to keep the budget deficit within the target of 4.5 percent
of GDP approved in 2016 budget. Achieving this target will require major additional efforts—
identifying permanent revenue measures, containing non-priority spending, and exercising
diligence in the choice of investments and associated borrowing.

“The financial sector has shown resilience in the face of adverse economic conditions. Banks
remain well capitalized. The NBKR is keeping a close eye on emerging vulnerabilities stemming
from the weak economic environment, high dollarization, and currency rate fluctuations. The
central bank is deploying prudential and other tools at its disposal to bolster the sectors’ defense.

“A key missing instrument in the NBKR’s toolbox is an efficient bank resolution mechanism. The
existing framework is contradictory and inefficient. By allowing shareholders to delay the
resolution process indefinitely, it opens the door for insolvent banks to resurrect and provides
impunity to bank owners at the expense of depositors who are made to wait for years to be
compensated. The banking legislation lingering in Parliament since 2013 aims to address these
issues by establishing a robust banking resolution framework in line with international best
practice. The proposed framework allows for swift resolution of distressed banks to prevent
problems in one bank from destabilizing the entire sector. It also allows depositors to be paid out
quickly, and protects their rights. The challenging economic environment strengthens the case for
the passage of the banking legislation in the nearest future.
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“The situation with DEBRA and the banks under its administration is another manifestation of the
shortcomings of the existing bank resolution framework. Delays in the liquidation of these banks,
some of which have been under DEBRA since the mid-1990s, undermine the credibility of
banking regulations and trust in the system as a whole. We look forward to the completion of the
audit of DEBRA and the banks under its management in the coming weeks and the
commencement of liquidation procedures for a number of bankrupt banks in the coming months.

“Institutional and structural reforms are essential for the Kyrgyz economy to realize the benefits
from Eurasian Economic Union (EEU) membership, and more generally to raise growth in the
medium term. The latest Doing Business Report highlights a number of persistent challenges,
such as the difficulty of establishing and closing a business, accessing electricity and other
utilities, and enforcing contracts. Measures to improve the business climate and reduce corruption
are therefore particularly important.

“The mission and the authorities have made good progress toward reaching a staff-level agreement
on the second review under the ECF. Discussions with the authorities will continue in the coming
weeks. If these discussions are successful, the second review can be completed in June.

“During its visit, the mission met with Prime Minister Jeenbekov, Deputy Prime Minister
Pankratov, Minister of Finance Kasymaliev, Chairman of the National Bank Abdygulov, Head of
the President’s Administration Niazov, Members of Parliament and other senior officials, and
representatives of the private sector, civil society, and the diplomatic community. The team thanks
the authorities and other counterparts for their warm welcome, excellent cooperation, and candid
and constructive discussions during the visit, and reaffirms the IMF’s support to the government’s
efforts to implement their economic reform program.”
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