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SECTION 1 INTRODUCTION

The need for sustainable development is a global. aMith climate change becoming an
increasing problem across the globe, clean infsxesire and energy efficiency are of
fundamental importance to every country — but they particularly important to arid countries
like Turkmenistan.

The clean infrastructure sector has shown thatrpssgon climate change is possible. Clea
infrastructure includes renewable energy (wind powsslar power, biomass, hydropower,
biofuels, waste to energy) and is allows for theation of electricity and fuels, with a smaller
environmental footprint. While there is no standdedinition of "clean technology,"” it has been
described by Clean Edge, a clean technology resdam, as "a diverse range of products,
services, and processes that harness renewablgalsadédd energy sources, dramatically reduce
the use of natural resources, and cut or elimieatissions and wastes.”

The IEA’s contribution to the recent Clean Energinisterial stated thatthe renewable energy
sector and emerging country efforts are lightshia tlark as progress on clean energy remains
far below a two-degree pathwa§In addition, clean infrastructure can no longediseissed as
wishful thinking: it represents a globally strongumket and has continued to grow in 2013 in all
end-use sectors — power, heating and cooling, dsawdransport — and supplied an estimated
19% of global final energy consumption in 2011. iksprevious years, about half of new
electricity capacity installed worldwide was renéleabased.

At the same time, making use of energy efficierenhhologies and practices in new and existing
buildings could save as much as 34% of the prgjep@mary energy consumption by the
world’s buildings by 202d. Indeed, buildings today account for 40% of theldis energy use
and resulting carbon footprint, significantly exdew that of all transportation combined. As
such, large and attractive opportunities existetuce buildings’ energy use at lower costs, anc
generate higher returns than other sectors. Theshkections are fundamental to the achievemen
of the International Energy Agency’s target of &o/ifeduction in the planet’'s carbon footprint
against the 2050 baseline to reach stabilized G®2l4 called for by the Intergovernmental
Panel on Climate ChangeHigh-growth countries such as Turkmenistan whleeegovernment
has promoted a number of policies to encourag@emnease in housing construction could easil
orchestrate a step-change in energy efficiencyrbgting incentives for incorporation of energy

! http://www.cleanedge.com/reports/clean-energyese2013

*Tracking Clean Energy Progress, IAE input to theeaBl Energy Ministerial 2013.
http://www.iea.org/publications/TCEP_web.pdf

’REN21 Renewables 2013 Global Status Report
http://www.ren21.net/Portals/0/documents/Resou@88/2013/GSR2013_lowres.pdf

*UNDP Project Document. Improving Energy EfficierinyResidential Buildings Sector of Turkmenistan.

*The World Business Council for Sustainable Develepim(WBCSD). Energy Efficiency in Buildings,
Transforming the Market 2013. http://www.wbcsd.tnayisformingthemarketeeb.aspx




efficiency technologies in construction. The womkdanvestment necessary for this can also
contribute to economic growth and employment, egfigadn the building sector.

Today, at least 118 countries, more than half ofclwlare developing countries, have clean
energy targets in place, and 109 countries havEipslto support renewables in the power
sector’ In addition to mitigating climate change, onetbé main drivers propelling clean
infrastructure policies is their potential to ceedqbbs. Globally, an estimated 5 million people
work directly or indirectly in clean infrastructunedustries. As a result, more and more
governments around the world acknowledge the bisnefi energy efficiency and clean
infrastructure as central to any national greenneowy strategy. Today, even energy rich
countries such as Saudi Arabia, Qatar, the Uniteb Amirates and Kazakhstan are moving in
the direction of developing a national green econdiy considering clean infrastructure and
energy efficiency options for domestic use. As suabtwithstanding its status as the country
with the fourth largest gas reserves in the woFlgkkmenistan could easily follow in the same
direction.

Turkmenistan’s economy was among the fastest ggpwirthe world in 2011 according to the
European Bank for Reconstruction and DevelopmeBBRD”).®2 According to unverifiable
Government of Turkmenistan statistics, the coustraDP in 2012 is estimated to be
US$23.6billion, a 16% increase in growth from US®20illion in 2011° In July 2012, the
World Bank elevated Turkmenistan from a ‘lower mi@ahcome’ country to an ‘upper middle
income’ country, to reflect the country’s recenbust economic growth.

Despite these impressive statistics, foreign imaest in Turkmenistan remains at a low level
and Turkmenistan’s GDP growth is mainly driven bydtocarbon production, as the country
remains one of the largest gas producers amonftimer Soviet republics. It is anticipated that
in the short term, GDP growth will continue to réven by hydrocarbon production and further
diversification of export routes. At the same timeaccording to the latest announcement b
President Berdymukhammedov — Turkmenistan aimsn¢oease the non-oil and gas private
sector share to 70 per cent of GDP (currently appt®%, or 25% if oil and gas is included).

*REN21 Renewables 2013 Global Status
http:/www.ren21.net/Portals/O/documents/Resou@8R/2013/GSR2013_lowres.pdf

'REN21, Renewables 2013 Global Status
http://www.ren21.net/Portals/0/documents/Resou@8B/2013/GSR2013_lowres.pdf

®EBRD, Turkmenistan Country Assessment: Transition  epdtt
http://lwww.ebrd.com/pages/research/publicationg#fitéps/transition/turkmenistan.shtmi

United States Department of State. 2013 Investi@éntate Statement - Turkmenistan

%EBRD, Turkmenistan Country Assessment Transition pdRe
http://www.ebrd.com/pages/research/publicationgéfteps/transition/turkmenistan.shtmi




“Along with intensive transit of our energy to wonldirkets, we carry out the large-scale work
to apply advanced, economically sound, eco-frienelihnologies in the sectors of the national

economy™! — President Berdymukhammedov

In the light of these statements in May 2010, thevé&Bnment of Turkmenistan adopted its
National Program for Socio-Economic Development Tafrkmenistan for 2011-2030 (the
“National Program”). The National Program envisages diversificatiointhe economy and
increased competition, and recognizes the impoetandurther market and institutional reforms.
In addition, although the promotion of renewablergy technologies is not mentioned as a
special target of energy policies, the NationalgPam identifies renewable energy technologies
as contributing to meeting several targets, incigaginvironmental protection and sustainability.

Energy efficiency and clean infrastructure develephtan contribute towards the diversification
of Turkmenistan’s economy through the creation afaéional green economy. Central to this
should be a clear incentive to reduce end-use copison of natural gas: exports of natural gas
provide valuable revenues to the state budgetswimternal consumption is financed mostly by
the government. By reallocating such finance towdh#& creation of a national green economy
the government can help mitigate climate changeceffwhilst boosting internal development
and growth. Natural gas saved through energy eff@y or clean infrastructure development ca
be exported. Essentially the choice is betweemenenue (or even subsidy costs and negative
revenue) on the one hand, and positive revenueterniational market prices on the otffeSo
reducing hydrocarbon energy consumption domesyicalh result in an increase in quantities of
natural gas for export, resulting in a win-win saea for the government.

Turkmenistan is facing increasing demand for inwesit in infrastructure development

generally, and the development of a green natiecahomy (and the introduction of energy
efficiency and clean infrastructure technologieah only increase that demand further. These
pressures together have the potential to overktthte government’s budget, requiring as they dc
not only private sector investment, but privatet@e&nowledge and expertise as well. The
traditional approach of governments for infrastauetdevelopment of any kind is either to use
the state’s own budget or privatisation. The fissmarkedly insufficient to meet the country’s

needs, while the latter only works in a sound legal financial framework.

This is not an intractable problem, however. Thisart tries to analyse the option for a third way
— collaboration with the private sector through Ipuiprivate partnerships PPPs). UNECE,
through its Team of Specialists on PPPs and tle¥dational PPP Centre of Excellence, held a
series of meetings with key stakeholders involvedsiistainable development, infrastructure
development, climate change, energy efficiency afehn infrastructure development in
Turkmenistan in order to prepare this report onpgbeential for clean infrastructure development
in Turkmenistan.

Uhttp://www.science.gov.tm/en/news/20100224newsnakel/

2UNDP Project Document: Improving Energy Efficiendy the Residential Buildings Sector of
Turkmenistan. http://www.undptkm.org/files/projdetsvironment/EE_PD_2012-en.pdf




The report will focus on PPP possibilities and seeey enabling environment for PPPs in
Turkmenistan with a particular focus on clean isfiracture and energy efficiency projects. The
assessment will aim to provide information on omioto facilitate financing of clean
infrastructure development through the use of PPPs.

This report will be divided into the following sems:

(@)

Section 2 Climate Change in Turkmenistan

This section will provide an analysis of climateanhe effects in Turkmenistan.
The section shows that climate change should he agene of the main triggers
for clean infrastructure and energy efficiency depment in the country. The
section concludes with a list of recommendations.

Section 3 Clean infrastructure in Turkmenistan

This section tries to explain why clean infrastanetdevelopment is important to
Turkmenistan. It also provides an overview of tbks wind, waste to energy and
energy efficiency potential in the country, anccl#fan infrastructure pilot projects
currently under development. The section concludegh a list of
recommendations for clean infrastructure and enefffigiency development in
Turkmenistan.

Section 4 PPPs in Turkmenistan

This section provides an explanation of what PRBsand what their role in the
development of clean infrastructure projects mightail. It also provides a

comparison between the traditional approaches frastmucture financing, and

puts forwards PPPs as an alternative to “traditiopablic procurement. The

section also provides a list of main principledP#tPs and concludes with a list of
recommendations for the development of clean itrinature projects through

PPPs.

Section 5 Legal and Regulatory Framework for PPPBurkmenistan — Current
Position and Proposed Recommendations

This section will identify gaps in the current légad regulatory framework in

Turkmenistan and will highlight the main componeatsa workable PPP legal
and regulatory framework, including the necessatgps for an effective

implementation. The steps that Turkmenistan ne@tiske in order to develop and
implement clean infrastructure projects via a PP&leh will be spelled out

together with recommendations on possible actioridl the gaps.

Section 6 Innovative Financing Options

This section provides a list of potential financiogtions for clean infrastructure
development in Turkmenistan and will explore aléive sources of finance,




innovative financing schemes and effective chammellof resources for
investment.

Section 7 Conclusion

This section will conclude our report.
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SECTION 2 CLIMATE CHANGE
2.1 General Overview

The link between energy efficiency, clean infrastoue and mitigation of climate change
is clear. The International Energy Agency, in il2 World Energy Outlook, said that
economically viable energy efficiency measures @¢dudlve energy demand growth by
2035. Energy efficiency could delay the “lock-inf @O2 emissions foreseen under the
2°C scenario from 2017 to 2022At the same time, clean energy is likely to becahee
world’s second largest source of power generatign2B15, second only to coal.
However, without policy support, up to two thirdstbe economically viable potential to
improve energy efficiency and to incentivise cl@anastructure development will remain
unrealized through 2035,

B Tajikistan

B Kyrgyzstan
World

o Uezbekistan

B Turkmenistan
B Kazakhstian
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Source®®

Climate change in Turkmenistan is progressing fasttkmenistan is among those
countries which are more vulnerable to climate deaeffects, experiencing difficulties
mainly in the fields of agriculture, water resowgcpublic health and natural ecosystems.
During the past 55 years, intensive warming has begserved all over the country,

Ynternational Energy Agency, 2012 World Energy |Guwit.
http://www.worldenergyoutlook.org/publications/w20612/

YInternational Energy Agency, 2012 World Energy |Gwk.
http:/www.worldenergyoutlook.org/publications/wg612/

'3 http://europeandcis.undp.org/uploads/publicl/insagenchange _fig2.JPG

10




occurring at a faster pace than anywhere else emplnet. The 1.4°temperature rise
was observed during this period, whereas on theafjlkcale the average temperature rose
by O'7fe€ over the past 100 years. The highest temperaiseeof 2€ is observed in
winter:

Historically, economic development has been strprgkrelated with increasing energy
use and growth of greenhouse gas emissions. Oh@structure can help decouple that
correlation, contributing to sustainable developnténMore clean infrastructure
deployment is expected to play a key role in hgpm mitigate Turkmenistan's climate
change impact by abating significant amounts oégheuse gas emissions and paving the
way for greater domestic low-carbon energy devekumrhis abatement can be realized
directly by developing clean infrastructure andrggeefficiency projects and indirectly
through enhancement of the wider political, legad éanvestment environment in order to
attract the relevant private sector investment s for the development of such
projects on a larger scale.

Climate Change in Turkmenistan
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Source: http://climatechange-asiapac.com/countuigshenistan

Turkmenistan ratified the United Nations Framew@dnvention on Climate Change in
June 1995. In September 1998, Turkmenistan sighed Kyoto Protocol, and in
December 1998 the Parliament adopted a resolutitfying the Protocol. Like other

®National Climate Change Strategy of Turkmenistan 1220
http://lwww.undptkm.org/files/news/2012/110712_Sigpt en.pdf

YIPCC: Special Report on Renewable Energy Sources &@iimate Change Mitigation.
http://orbit.dtu.dk/fedora/objects/orbit:63951/dataams/file_5672879/content
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Central Asian nations, Turkmenistan has a poteffialarge-scale Clean Development
Mechanism projects. Turkmenistan has establishedsignated National Authorities for
the assessment of Clean Development Mechanismcpsog the Office of Climate

Change within Ministry of Nature Protection. Untibday, however, no Clean

Development Mechanism project has been registéred.

However, Turkmenistan adopted a National StrategyCmate Change in 2012 (“the
Strategy’) *° which sets out the trends and directions of Turkistan’s policy for the
gradual and consistent transition to an econom¥ \Watver greenhouse gas emissions
values, whilst causing no detriment to social ambnemic growth rates. Energy
efficiency and energy saving, sustainable utilaatof natural gas and oil products and
the increased use of alternative sources of eneoggtitute the main priorities of the
policy oriented towards reduction of greenhouseagaissions.

According to the Strategy, priority areas for sunlkasures in Turkmenistan are the
following:

(@) Measures on enhancing energy efficiency, energy rasdurce savings in all
sectors of economy;

Developing alternative sources of energy;

(c) Promoting technological modernization for furthesvdlopment of competitive
capability;

(d) Energy security; and
(e) Diversification of economy

The Strategy recognises that the basic tools oh#tienal policy for the implementation
of such measures are:

€)) Improving the regulatory legal framework;
(b) Improving the institutional framework;

(c) Developing financial instruments to stimulate redut of greenhouse gas
emissions;

Developing national system for monitoring of greemée gas emissions; and

(e) Developing information instruments.

®Turkmenistan 2012. Source: REEEP Policy Databate://mww.reegle.info/policy-and-regulatory-
overviews/TM

“National Climate Change Strategy of Turkmenistan 1220
http:/imwww.undptkm.org/files/news/2012/110712_Siggt en.pdf
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For the purpose of increasing the share of reneavstlirces of energy in the country’s
energy mix and development of alternative energyosehe Strategy anticipates that the
following measures will be implemented:

€)) Further support to research works and testing afewable and clean
infrastructure technologies and adaptation of thesghnologies to climatic
conditions of Turkmenistan;

Introducing, in short-term perspective, small- anddium-size renewable and
clean infrastructure installations in remote anarsely populated areas;

(© Introducing, in mid- and long-term perspective himise facilities and increased
share of renewable energy sector in the countryesgy mix.

(d)  Developing economic incentives for application kefan infrastructure sourcés.

Current developments

Whilst the Strategy represents the national vismm climate change issues the
government has not yet developed any legal andAtiitutional framework for energy
efficiency and clean infrastructure development.sMmportantly, due to vast estimates
of natural gas reserves in the country there seerns little recognition of the importance
of energy efficiency and clean infrastructure depatent. Abundant natural gas reserves
have steered the Turkmen electricity sector towasilsg it as the primary generating fuel
and a key feature of Turkmenistan’s energy sectdhe low energy tariffs, which were
introduced after gaining independence. Accordingthe 1992 Presidential Decree
(N0.598)“On Free Consumption by the Population of Turkmt&amsof Electric Power,
Gas, and Waterand the2003 Presidential Decrethat extended the 1992 decree throug
the year 2020 electricity, natural gas, water aaltlwill be subsidized for citizens up to
20202* The population receives natural gas and electrinite-of-charge, and other users
who have to pay for energy consumption still ertjugyworld’s lowest energy prices. The
result of this policy however is an inefficient amasteful use of energy which severely
undermines the competitiveness of clean infragtrectand energy efficiency
technologies.

It is the aim of this report to help the governmenplement initial steps and initiate the
development of a legislative and institutional bdee energy efficiency and clean
infrastructure projects. In particular, the goveemishould take into consideration that
energy efficiency and clean infrastructure develeptmcould help the country save
billions of cm3 of natural gas, which could be entpd, especially in the light of the
current commissioning of new pipelines for delivefynatural gas to new markets.

“National Climate Change Strategy of Turkmenistan 1220
http:/mwww.undptkm.org/files/news/2012/110712_Siggt en.pdf

ZIUNDP Project Proposal: Turkmenistan Improving EgeEfficiency in the Residential Building Sector.
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Climate Change Recommendations

1: Political leadership might want to ensure publi@eeness of the link between climate
change, sustainable development and the needdorparation of energy efficiency and
clean infrastructure development into the countngdsonal policies.

2: Pilot projects for energy efficiency and cleanrastructure should be prioritised at
senior political level. As there are many competingestment priorities, it is the
responsibility of the government to define and perstrategic goals.

3: The government might want to consider introdusngtainable development, climate
change considerations, energy efficiency and claafrastructure development
mechanisms into all sectoral programmes and stestdguilding and improving on the
National Strategy.

4: The government might want to consider increasihectecity tariffs to attract

investment and reduce excessive consumption pawieagway for putting in place a
mechanism framework to support exploitation of tinetapped clean infrastructure
resources in the country and establishing a regyldtamework for the power market in
order to attract investment and encourage impromsni the efficiency with which

energy is generated, distributed and used.
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SECTION 3 CLEAN INFRASTRUCTURE IN TURKMENISTAN

3.1  Why Clean infrastructure in Turkmenistan

(@)
(b)
(©)

(h)

The interest in clean infrastructure sources isvddrfrom their sustainability;
To use the resources with minimal negative impadhe environment;

To develop resources in an appropriate and costtfe manner that is able to
carry on for the long term;

Clean infrastructure can help trigger sustainaldenemic growth and help
economies that are dependent on fossil fuels tersifly by creating new
industries, expertise and jobs;

Clean infrastructure development offers opportesifior new business formation
and new technologies, particularly for SME’s;

Emerging evidence shows that renewable power gsof@eate new opportunities
for job creation on the grounds that low carbonrees: of power employ more
people per MW of installed capacity than converdlosources. In addition, a
crucial contribution expected from further deploymand support to renewable
power generation, will be in terms of its contribatto economic growth, within

Turkmenistan and potentially, within the region;

Increased adoption and diffusion of new technogmay create opportunities to
exploit sources of endogenous growth via innovatzo

Increased renewable generation may assist natignds over-dependent on
centralised distribution to develop greater robessnand tailor infrastructure
power towards off-grid networks.

According to the European Commission Turkmenistas Bignificant potential for
improving energy efficiency and increasing theie 0§ renewable energy sources, both of
which will contribute to economic sustainabilitygduction of industrial pollution and
reduction of the impact on climate change fromifdasls *

“ttp://ec.europa.eu/europeaid/where/asia/counts@ipn/turkmenistan/turkmenistan_en.htm
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Solar Energy Case Study UAE

Despite having the third largest oil
reserves in the world, the UAE has
probably the most ambitious
renewable energy programme,
certainly in the GCC if not in the
MENA region. The UAE is keen to
diversify its economy and sees the
development and export of green
technology as means of doing this.

The UAE’s flagship project is
Masdar City, which aims to be the
world’s first carbon-neutral city by
relying on solar, wind and other
renewable energy resources. It is
scheduled for completion in 2016,
with a projected cost of US$22
billion resulting in savings of US$2
billion in oil over 25 years. It is
claimed that, when complete, it
will use 70 per cent less electricity
and 60 per cent less water than a
conventional city. The UAE intends
that Masdar City will be a global
clean technology hub and it is
already home to IRENA, the main
international renewable energy
agency. Abu Dhabi boasts of a 10
MW solar PV facility supplying
power to Masdar in addition to
other pilot projects spread across
the UAE. A 100 MW concentrating
solar power (CSP) plant, Shams-1,
has been inaugurated in March
2013. That is to be followed by
Shams-2 and Shams-3 with further
capacity of 150 MW. Moreover, the
UAE PV rooftop program aims to
reach 500 MW installed capacity
within 20 years.

3.2  Solar energy potential in Turkmenistan

Turkmenistan Solar Global Horizontal Irradiance
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According to International Renewable Energy Age(fdiRENA")
and the European Bank for Reconstruction and Dewedmt
(“EBRD”) Turkmenistan has very high solar potenfiaThere are
nearly 300 clear days per year in the country wlikee average
solar radiation amounts up to 2,000 kW/m2/yeathla regard, the
natural and climatic conditions of Turkmenistannfioa good basis
for utilization of solar energy in different fielad activities.

Turkmenistan Solar Direct Normal Insolation (SoutdASA)

% Renewable Energy Country Profiles for Asia (Jap24r13 edition)
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Solar energy plants may be particularly benefigiaplaces remote from electric transmission
lines, i.e. in desert and semi-desert conditiorakifg into account the fact, that 71.7% of the
Turkmenistan’s territory is occupied by desert, plossibility of efficient use of the solar energy
cannot be excluded, especially by independent coessj despite the fact of possession of
traditional sources of energy. It is economicaligfficient to connect remote areas with the
electricity grid and gas pipelines and/or the aafsinaintenance of such grid can be extensive
Renewable energy could become a source of poweergion, which could be used for
household and agricultural needs, as well as pugngiimnderground drinking watéf.

3.3  Wind energy potential in Turkmenistan

According to the Renewable Energy and Energy Efficy Partnership REEP”)
approximately 40% of Turkmenistan holds wind enempgential suitable for power
generation. REEP estimate that 10GW could be dpedlan the medium term and
potentially 500GW in the long term. Such quantitiesy even rival the country’s natural
reserves. IRENA and the EBRD also note that Turketen has a very large wind power
potential, which is estimated to equal the coustriossil fuel potential> The long
Caspian coastline and the large central desertpaoz@de strong and reliable winds, both
in the 4-5 m/s category and in the 5—6 m/s cateddwyne areas near the coastal town ol
Turkmenbashi have reliable speeds even higher@haus. The theoretical wind energy
potential is estimated at 500,000 MW of which 10,00W are technically feasible to be
developed in the mid-terAf.

UNECE  First Environment Performance Review (EPR) ofurkmenistan  2012.
http://www.unece.org/fileadmin/DAM/env/epr/epr_seesI Turkmenistan.pdf

*Renewable Energy Country Profiles for Asia (Jan24y3 edition). EBRD 2009 Turkmenistan Country
Profile.http://www.ebrdrenewables.com/sites/renewrtries/Turkmenistan/default.aspx

“World Energy Council, 2007 and Renewable Energie3dntral Asia Country Profile Turkmenistan.
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Turkmenistan ATIER.

Wind Map at 80m e

Case Study Energy Efficiency
UAE

The Dubai government approved a
Building Code (the Green Code
2010 and will be rolled out in
phases. The Green Code, sets out
optional and mandatory
regulations in order to make
buildings in Dubai compatible with
environmental requirements
which include a set of factors such
as site selection, efficient use of
energy and  water, indoor
environmental quality, and waste
management. These regulations
aim  generally at reducing
electrical energy consumption,
rationalising water consumption
and the optimum use of renewable
energy. All these factors will
contribute effectively in reducing .
gas emissions, reflecting positively Of particular note, the German company Goetzparttogyether
on public health. with the Ministry of Energy and Industry of Turkmstan,
conducted a wind measurement programme in the Balbiad area.
Calculations based on measurements and existirgadaveather
stations showed that 1 MW of installed wind powepacities
would be able to generate 3.6 million kWh per y&is site could

support power capacities of around 200 MW.

5km Wind Map at 80m

Wind spead

Copyright ® 2009 3TIER Inc

Energy Efficiency in Turkmenistan

Over the recent years, the government of Turkmamidtas promoted a number of
policies to encourage an increase in housing cactgdn and to increase private sector
investment in construction. This resulted in a 4bfdrease in the housing stock from
2000 to 20072  Today, the government continues to support asmd rates of
construction according to thidational Program of the President of Turkmenistan f
Reshaping the Living Conditions of the Populatiovillages, Towns, Cities and District
Centers to the year 2028nd according tdhe National Strategy for Socio-Economic
Development of Turkmenistan to the year 2030.

UNECE First Environment Performance Review (EPR) ofurkmenistan 2012.
http://www.unece.org/fileadmin/DAM/env/epr/epr_siesl Turkmenistan.pdf

UNDP Project Brief 2013 Improving Energy Efficiendp the Residential Buildings Sector of
Turkmenistan. http://www.undptkm.org/files/projdetsvironment/EE_PB_2013-en.pdf
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This opens up many opportunities for the governnenhcentivise the private sector to
incorporate energy efficiency considerations in starction. According to the United
Nations Development ProgrammeU(DP”) at present, neither new construction nor
refurbishment projects consider the energy perfageaof the buildings involved.
Therefore, the buildings being constructed and refurbished mathout any attention to
energy efficiency are effective locking in patteshgnergy consumption — and associated
greenhouse gas emissions — for the next severabdec?’

It is encouraging however that the government rseculy working with UNDP and the
Global Environment Facility GEF”) on a project that seeks to introduce efficient
designs and technologies in the residential seftdurkmenistar’

Waste Management in Turkmenistan

The oil and gas sector is the main generator aistréhl waste, generating about 90 per
cent of all registered industrial wastes. Municipstlid waste management in
Turkmenistan - solid waste generation on the tewitof Turkmenistan of 470,500
tons/year (ca. 1,300 t/day)-year in 2000 and thissanticipated that today this amount is
at least three times higher.

Clean infrastructure technologies can be incorgor&t order to deal with both industrial
toxic waste and to develop relevant waste incimanafacilities for municipal waste,
including appropriate waste sorting and disposatesys and introduction of municipal
and industrial waste utilization/recycling techrgites.

Waste management should also be seen as a fun@drmentponent of environmental
management. Currently, waste management in Turlstanis underdeveloped and lacks
specialized legislation, and the practice of disp@d municipal solid waste is poor and
does not meet international standards. Howevergolrernment is making some progress
as for example, the management of medical wastegty was published in 2009. 2009
Medical Waste Management Strategy defines methddsodection and sorting,
transportation, treatment and disposal. Other sgctmarticularly the oil industry and
municipal solid waste sector, still lack sectorahtegies which take waste management
into account’

According to the UNECE Environmental Impact Assesstof Turkmenistan, current
waste disposal practices are either non-existestt,fallowed, or do not comply with
international standards. Disposal sites for mumicpaste are often located near towns to

UNDP Project Brief 2013 Improving Energy Efficiendp the Residential Buildings Sector of
Turkmenistan. http://www.undptkm.org/files/projdetsvironment/EE_PB_2013-en.pdf

For

a list of all current GEF projects in  Turkmears please see:

http://www.thegef.org/gef/country_profile/TM

3IUNECE First Environment Performance Review (EPR) ofurkmenistan 2012.
http:/mwww.unece.org/fileadmin/DAM/env/epr/epr_siesI Turkmenistan.pdf

20




minimize transportation distances, exposing popuiat to nuisance and danger, and
presenting a long-term threat to human health aml énvironment. Government
institutions do not seem to be sufficiently infonabout the status of disposal sites to
enablgzthem to efficiently regulate developmenttltéd country’s waste management
sector:

The government might want to consider preparing:

0] Draft legislation on waste management and on a ewvakissification
system;

(i) A national waste management programme.

%UNECE First Environment Performance Review (EPR) ofurkmenistan 2012.
http:/mwww.unece.org/fileadmin/DAM/env/epr/epr_siesI Turkmenistan.pdf
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In addition, following the example of the Natiorfdlogramme of Safe Management of
Medical Waste in Health Facilities, other sectould also need to consider developing
sectoral programmes on waste management, actiongolananagement of waste from
the oil and gas sector.

The government might also want to consider intréidacof clean technologies in waste
management. For example, waste-to-energy is theepsoof generating energy in the
form of electricity and/or heat from the incinecati of waste. Most waste to energy
processes produce electricity and/or heat direttthpugh combustion, or produce a
combustible fuel commodity, such as methane, methathanol or synthetic fuels.

Incineration, the combustion of organic materiathsas waste with energy recovery, is
the most common waste to energy implementation.n&llv waste to energy plants in
OECD countries incinerating waste must meet samotssion standards, including those
on nitrogen oxides (NOx), sulphur dioxide (SO2)awe metals and dioxins. Hence,
modern incineration plants are vastly differentnir@ld types, some of which neither
recovered energy nor materials. Modern incineratedsice the volume of the original
waste by 95-96 percent, depending upon composatimhdegree of recovery of materials
such as metals from the ash for recycling.

There are a number of other new and emerging téopies that are able to produce
energy from waste and other fuels without direchlbastion. Many of these technologies
have the potential to produce more electric powemfthe same amount of fuel than
would be possible by direct combustion. This ismhyadue to the separation of corrosive

components (ash) from the converted fuel, therebigwang higher combustion
temperatures in e.g. boilers, gas turbines, intecambustion engines, fuel cells. Some
are able to efficiently convert the energy intail@jor gaseous fuels:

Thermal technologies:
0] Gasification (produces combustible gas, hydroggmthetic fuels)

(i) Thermal depolymerization (produces synthetic crode which can be
further refined)

(i) Pyrolysis (produces combustible tar/bio oil andrsha

(iv)  Plasma arc gasification or plasma gasification @sec(PGP) (produces
rich syngas including hydrogen and carbon monoxstble for fuel cells
or generating electricity to drive the plasma anegable vitrified silicate
and metal ingots, salt and sulphur)

Non-thermal technologies:
0] Anaerobic digestion (Biogas rich in methane)

(i) Fermentation production (examples are ethanoliclacid, hydrogen)
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(i)  Mechanical biological treatment (MBT)

Many countries are looking into waste to energyjgms via public private
partnerships. For example, in Azerbaijan a Frermhpany CNIM is designing,
building and operating a waste to energy plant.

The designing, construction and 20 year operatfothe future Waste-to-Energy

plant with 500,000 tons of MSW per year is consden 20 ha area designated in
Balakhany settlement. The amount of electricityaoled as a result of burning of
waste will be equal to 231,5 million kWh/year.

Clean infrastructure Pilot Projects in Turkmenistan

In line with the theme of “success breeds successbelieve that the government needs
to be the main driving force for the implementatafrthe clean infrastructure projects, at
least for the early stages of the programme. We lad¢dieve that the government should
focus on a few high profile projects early in theogramme. At the outset of the

programme, the private sector is probably goinggainwilling to spend its resources on
a project that is sponsored by a local or municgrdity at the outset of the programme.
This is because there will be a perception thatiestoutside of central government do
not have the capacity to deliver clean infrastreefrojects.

We therefore strongly suggest that the early implatation of the programme be taken
forward by central government. In addition, we segjgthat a “pathfinder” scheme be
identified and used as a demonstration case toeptioe structures for the delivery of
clean infrastructure projects. Focussing on a sipgbject and delivering it on a basis that
permits financing by local and international fineams on a limited recourse basis will
showcase the country’s processes and capabilitiegdrnational developers and lenders
alike.

Current clean infrastructure developments in Turkmenistan

The Turkmen Solar Scientific Research Institutether GUN Institute, which means sun
in Turkmen, has the lead in developing solar enengyhe country. Despite lack of
significant government support, the GUN Institutearmaged to apply some of its
previously developed technologies to achieve thkoviing: two sheep-breeding
complexes, which include a combined wind and dids&ken electricity generating unit;
a solar distiller for processing salty undergrowmater; a house equipped with a solar
heating system; and a wind-driven electric generttat supplies electricity to a school
located at Gyzylsuw Island in the Caspian Sea.

http://wikileaks.org/cable/2009/12/09ASHGABAT 16 76t
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Case Study Qatar

The emirate of Qatar is an
oil and gas rich nation,
with the third largest gas
reserves and one of the
highest GDP per capita in
the word.

Qatar is well placed to
meet its energy needs and
fuel future power projects.
Nevertheless, the emirate
is pushing forward with
investment in renewables
and looking to develop
alternative energy
sources. Qatar’s successful
bid for the 2022 World
Cup will spur rapid
deployment  of more
renewable technologies as
the country aims to make
good on its pledge to host
a low carbon event.

Qatar has created a Qatar
Science and Technology
Park which aims to assist
organisations in  the
development of
sustainable technologies
as well encouraging the
development of Qatar’s
knowledge economy.
Current members include
global power-houses such
as The Chevron
Corporation, EADS,
ExxonMobil, For example,
Chevron is establishing a
solar test facility at QSTP
in  collaboration  with
GreenGulf Inc.

The GUN Institute could act as a catalyst for resge energy
development in Turkmenistan and the governmenturkmenistan should
encourage other private sector parties, such asigforoil and gas
companies present in the country to cooperate with institute in the
development of sustainable technologies as weih dee development of
Turkmen’s knowledge economy in the green sectore Thpe of
collaboration envisaged could be based on the eleapnovided in the
Qatari case study. Such collaboration could ineluebrk on renewable
energy supply, pumping water from wells and boretpoheating, cooling,
drying, cultivation of algai biomass, household amdlustrial wastes
recycling and production of biodiesel and orgarectilizers, waste-free
autonomous raising cattle and cultivation of plantseation of the
comfortable conditions in settlements.

The practical value of these projects is obviougerEthough Turkmenistan
is self-sufficient in electrical power generatiomamber of localities such
as the Caspian islands preclude stringing ceng@lizlectric power lines
and power shortages could be addressed by locawedile energy
facilities. In addition, the demographics of Turkmstan, where a
significant part of the country is sparsely popetiathave led to a number of
communities with little or no access to reliableegy supplies, since the
investment required for connecting/modernising $mahd isolated
communities to the grid are not economically vialtlere, the features of
renewable energy sources and their decentralisiedenare the best option
for the social and economic development of the trguoutside of the
major population centres.

In the past, most electrification programs for dmahd isolated

communities have focused on supplying electrioitystich areas through
connection to national or local grid. However, cectimg small, isolated

villages to grid can be expensive because of tloegsary investment in
transmission lines, poles, transformers, and otihémastructure. Even

though such facilities are unlikely to attract netgt through a PPP model,
construction of them would show the commitment bé tcountry to

renewable energy development and as such thed#iésceould be used as
useful case studies for larger scale developmentitin a PPP model at a
later stage.

Current technology developments make efficient deézed power
generation systems possible using renewable eneaynologies. As a
result it should be understood that extension af-lgased power and off-
grid energy systems are not mutually exclusive amysti in delivering
electricity services. Small and isolated commusitieslectrification

planning should clearly define the roles of gridession versus mini-grids and stand-
alone options. What is critical is that the pol&cisupporting small and isolated
communities’ electrification not be biased towagdsl extension or diesel based systems.
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Case Study — Island of Gyzylsu

0] The GUN Institute constructed a prototype wind iteb capable of
generating 5SRW1 for the isolated island of Gyzyiisuhe Caspian. When
installed, the windmill will provide power for thesland’s school,
kindergarten, and a day nursery for 100 childreme Windmill will also
provide electric power to a solar seawater dedadinasystem in the
village, its pumps, reservoir-distillate accumutatand ultraviolet water
disinfection unit which was designed specificatly fhe facility>*

Gyzylsu village’s inhabitants previously producdectricity from a diesel

generator, which only ran four hours a day becaiskiel restrictions,

forcing many families to utilize their own low cagiy gasoline and diesel
generators.

Whilst this project is small in scale it represeatpositive start towards
renewable energy development in Turkmenistan. Thep@n contains
nearly 50 islands, mostly small, of which 23 areTurkmen territorial

waters and the implementation of renewable enemioms in Gyzylsu

island can be used an example for other inhabgiathds in the Turkmen
territorial waters.

(b) Solar pilot projects

According to the EBRD there are a few pilot pragegiroposed by leading western
companies on construction of solar power plant pftee 10MW nominal capacity in
average and wind power plant on Caspian Sea $hore.

Renewable energy and energy efficiency in Turkmenian Recommendations
The government might want to consider:

1. Investing in alternative sources of energy, inipatar small scale projects to ensure
sustainable development of remote rural communiéissvell as full-scale large solar and
wind power projects, which could be cost effectivieen export prices for natural gas are
taken into account.

2. Developing a strategy on development of energyieficy and renewable energy for
the period until 2030 taking into account interaatl practices and taking into account
the potential phasing out of electricity subsidie3urkmenistan by 2020.

3. Preparing a draft law on energy efficiency and waai#e energy development.

¥State News Agency of Turkmenistan. http:/sciermetgn/en/news/20091223news_alt_ener/

®EBRD Draft Strategy for Turkmenistan 2012. httputieaccountability.org/wp-
content/uploads/2012/10/EBRD-DraftStrategyForTunkisian. pdf
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4. Establishing a state agency for energy efficienay @enewable energy, which will take
a leading role in identification of energy efficegnand renewable energy potential,
development of relevant policies, legislation, dagjons and projects and collaboration
with relevant international organisations.

5. Seeking international experience and assistanaeweloping energy efficiency and
renewable energy policies, measures and programmes.

6. Raising awareness about the issues pertaining ¢ cibncept of sustainable
development across government ministries, domeskcs of resources and educational
institutions.

7. Taking advantage of such contacts and start cotfgiom with them to exchange
experience in developing environmentally friendgchnologies and industries. The
representatives of the large foreign companies famds interested in developing
renewable energy in Turkmenistan put forward theppsals on cooperation at the Il
Interr;zéltional Energy Exhibition and Conference, ahhivas conducted in Ashgabat in
2009:

8. Seeking to collaborate with foreign companiest #re currently active in the oil and
gas industry in Turkmenistan by involving them le tdevelopment of energy efficiency
and renewable energy projects and/or research.

9. Developing detailed building codes to include emezfficiency requirements and
should commit to enforcing and tightening theser dwvee.

10. Providing tax incentives to enable energy effickemvestments. The government
should also introduce incentives for developersstiomit applications for energy
efficiency buildings.

11. Preparing draft legislation on waste managemethtoana waste classification system
and a national waste management programme togetitler relevant sectoral waste
management programmes. The government should aisider waste to energy plans as
an effective waste management tool.

12. Taking the necessary steps to integrate renewalelg) sources into existing energy
system which requires adapting the existing systathcreating a supporting framework
to minimize voltage fluctuations while accommodgtimtermittent renewable energy
production. A policy that looks to reduce barrigosrenewable energy grid connection
should address the following:

() System reliability;

% http://science.gov.tm/en/news/20091223news_alt/ ene
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Uniform technical standards for interconnectingtriisited generation to
the grid;

Testing and certification procedures for equipnteat interconnects with
the grid;

Rules eliminating or reducing barriers for entitiegs install and
interconnect systems;

(v) Monitoring equipment for utilities to assess théueaor impact of power
anywhere on the grid at any given moment;

(vi)  Regulatory tariffs;

(vii)  Utility support schemes that eliminate the incemtto allow distributed
generation;

(viii)  Interconnection rules;
(ix) A priority for certain types of technologies.

13. Encoraging other private sector parties to coopearaire with the GUN Institute. The

latter could act as a catalyst for renewable endayglopment in Turkmenistan. The type
of collaboration envisaged could be based on tlengke provided in the Qatari case
study. Such collaboration could include work oenewable energy supply, pumping
water from wells and boreholes, heating, coolingird), cultivation of algai biomass,

household and industrial wastes recycling and prboln of biodiesel and organic

fertilizers, waste-free autonomous raising cattid aultivation of plants, creation of the
comfortable conditions in settlements.

14. preparing a number of pilot clean infrastructurejgcts followed by demonstration
and semi-commercial projects and subsequently fge lacale commercial projects. The
phased approach at pilot stage reflects need t@vadable technology, insufficient geo-
referenced resources and data sets to gauge figsabd guide investments, and low
public sector capacity to oversee the industry'settgpment. Once technologies have
been proven feasible in pilot projects, a phasepgrageh towards commercialization
should be adopted, mainly reflecting lack of sudint resources to fund large scale
operations initially.

In Morocco, for example the first pilot was a 3.9\Mproject near Tetouan (the Al
Koudia Al baida project), developed by the publitity Office National de I’ Electricité
(ONE) with international development agencies supgdeollowing the successful pilot
project Morocco immediately migrated to private qraement of wind energy projects:
the 50 MW expansion of Al Koudia Al baida was deysd by a French consortium
Compagnie Eolienne du Détroit under a 19-year bowmldh-operate-transfer (BOOT)
concession. All completed projects in Morocco westucture as public-private
partnerships.




If there is sufficient private sector interest tgevernment could move directly to
relatively large scale projects with private pap#tion. For example, Cape Verde's first
wind farm — also the first commercial operationsidg of North Africa — was executed as

a PPP before any pilot projects.




Wind Energy Case Study Mongolia

Mongolia’s first wind farm was recently constructed - the 50 MW Salkhit wind farm. As of 20 June, 2013, Salkhit
is connected to the grid and has started producing electricity

Mongolia has adopted a progressive Renewable Energy Law which will give producers preferential rights to sell
their output. However, while the National Renewable Energy programme mandates a quarter of energy coming
from renewable sources by 2020, the Salkhit wind farm is the first significant renewable energy generator in the
country, producing about 5 per cent of its electricity needs.

Salkhit wind farm was built with debt and equity financing of US $47.5 million from the EBRD and the same
amount from FMO, the Dutch development bank. The funds were provided to Clean Energy LLC, a company now
51 per cent owned by Newcom, 14 per cent owned by each the EBRD and FMO, and 21 per cent by General
Electric. Newcom is a Mongolian technology holding company, which founded the first mobile operator in the
country and owns the largest domestic airline.

According to the EBRD: “Salkhit wind farm has awakened interest in wind power in Mongolia from other
investors, both local and international. We are now assessing several follow-on wind farm projects. The
demonstration effect from the Salkhit, both in terms of project implementation and financing, has been
significant.”

The 50 MW Salkhit wind farm was built about 70 km away from the capital Ulaanbaatar, one of the most
polluted cities on Earth. The wind farm is expected to reduce CO2 emissions in the country by approximately
164,000 tonnes annually, enabling the company to sell carbon credits.

Shams 1 UAE Solar Case Study

Three companies, France's Total S.A., Spain's Abengoa S.A., and Abu Dhabi-based Masdar gained a US$600 ban
loan to build the plant, named Shams 1, which will have a 100-megawatt capacity and would qualify for carbon
credits under the United Nation's Clean Development Mechanism (CDM).

The Shams 1 solar plant is the GCC's biggest renewable energy project to date. Shams 1 has attracted a 22-year,
US$600 million bank loan from eight foreign and two local banks led by French bank BNP Paribas. The Shams
consortium also received a US$153 million equity subscription from its sponsors: UAE-based Masdar holding a
60% stake, alongside France's Total and Spain's Abengoa each holding 20%.

Two different processes generate solar power: solar photovoltaic (PV) cells that absorb light and concentrating
solar thermal (CST) technologies that harness heat. The Shams 1 project uses parabolic trough technology,
which is a form of CST technology to generate electricity.

Under the model, we understand the project company will sell power to state utility Abu Dhabi Water and
Electricity Co. (ADWEC) under a power purchase agreement. An important feature of the Shams 1 solar project
is the introduction of a "green payment” under which the Abu Dhabi Ministry of Finance will compensate
ADWEC for the difference between average domestic power generation cost and the generation cost for Shams 1.
The green payment provides a critical political support in the form of this payment, which enhances the long-
term viability of renewable transactions in UAE.




Cape Verde Wind Farm Case Study

Cabeolica is the first commercial-scale, privately financed, PPP wind farm in Sub-Saharan Africa. The project won the
renewable energy project of the year award in 2011 after being developed, commissioned and put into operation by InfraCo
Africa. It is now managed by a special purpose company, Cabeolica SA, established in 2009 by its founding partners: the
Government of Cape Verde, Electra (the government owned utility company), and InfraCo Africa. The US$78m project
reached financial close during 2010. It has been financed by a combination of debt supplied by the European Investment
Bank and the African Development Bank, and equity from the African Finance Cooperation (the principal shareholder, an
African private equity firm in West Africa), Finnfund and the lead project developer, InfraCo Africa.

Cabeolica Wind Farm, Cape Verde - Analysis against identified risks of delivery with input from project sponsors
General Business Framework

Including the Government and the state-owned utility as shareholders in the project company gave government an
additional incentive for them to see the project succeed. The individual stakeholders within the Government and the offtaker
also sat on the Board of the project company, giving them a personal stake in the project. The individuals involved were
knowledgeable and had the authority to push matters through.

Lack of Developers

The developer was InfraCo, part of the PIDG group of companies. InfraCo was specifically set up to tackle the risks
associated with early stage project development - risks that the private sector typically would not accept. In fact InfraCo is
prohibited in its constitution from competing with the private sector. It is unlikely that the project would have succeeded
without this availability of early-stage risk capital.

Issues with Offtaker and Political Risk

The offtaker itself was not sufficiently creditworthy to support a 20 year PPA, but the government support structure we put
in place was acceptable to both the investors and the lenders. Cape Verde has one of the most stable political systems in
Africa so political risk was relatively low. For example a presidential election was held in the midst of financing (July 2011),
which had no adverse effects on the development schedule.

Availability of Long-Term Debt and Equity

DFIs were happy to provide financing to the project, as it had great developmental value and was a landmark transaction in
the African renewable energy sector. Equity monies were made available by InfraCo through the auspices of the PIDG Trust
(representing development finance interests of several Western European governments) and through the Africa Finance
Corporation, who are the majority shareholder.

Availability of Equipment

The project benefitted from an equipment supplier/contractor that was keen to expand its operations in the region, that
had the capability and experience to build this challenging project (i.e. relatively few turbines on 4 separate islands) and
that could offer a full EPC package. This was one of the most important factors that allowed us to obtain suitable financing
for the project.

Other Innovations

The Government of Cape Verde entered into Establishment Convention giving the project company certain tax and foreign
currency benefits. Key legislation was also in place (Public Partnerships Act, Electricity Regulations Act and Land Law).

Cabeolica Wind Farms Outcomes

Total investment in infrastructure committed: US$78m.

Cabeolica is expected to provide 25% of the country’s energy.
The cost of generating power about 20% less than before.

It benefits 95% of the population or 425,000 people with more reliable, cleaner and cheaper power, and benefits an

additional 50,000 Cape Verdeans with connections to the national electricity grid.




PUBLIC-PRIVATE PARTNERSHIFS IN
TURKMENISTAN




SECTION 4 PPPS IN TURKMENISTAN

4.1

General Overview

As noted above the government is at a very ear@gestof clean infrastructure
development and there is currently no PPP reguylator legislative environment to

support any proposed development via a PPP modetwitiistanding this the

government should take into account the potengakkits that a PPP model could bring
to its infrastructure development in the near fatand should follow in the footsteps of
such countries like Mongolia which did not have RPPlegislative or regulatory

framework in place until 2010 but today has one¢hef most highly regarded legislative
frameworks in the world’

There is no clear-cut definition of a PPP althoagstandard definition is that a PPP is a
business venture which is financed and operatea igrtnership between the government
and a private sector company. This arrangementrasist with traditional public
investment where the government contracts wittptheate sector to build an asset that is
designed and financed by the government. Therevameus types of PPP projects and
there is sometimes too much temptation to provide & specific set of PPP
structures/forms in a concession PPP/legislati@O{T”; “BOO”; BLT”; “DBFO,” etc.).
This is usually undesirable. The PPP “universe” nmmprises a wide spectrum of
commercial and financial structures. None of thes a fact, capable of being defined
in a precise and clear-cut manner, and attemptdefme and provide for them in a
concessions law are generally unhelpful, easilyngivise to confusion and inflexibility
in practice. What is needed instead is maximumibiiéty, allowing the law to cater for
the full range of existing structures the marketrently deploys, and the inevitable
evolution of new ones in the future. This can oftenachieved at a definitional level in
the elucidation of the expressions “public-privagartnership” or “privately-financed
infrastructure.”

A typical example of a renewable energy PPP pragettte so-called “independent power
producer” (the IPP”) project. This usually involves the development @ new
(greenfield) power generating facility by a privatempany that sells the power on a
wholesale basis to a government utility that disties the power to individual customers.
In the case of IPPs, the assets will belong toptiheate company, but the power will be
sold to the government (or a government powertyifor retail distribution as a public
service to customers.

Traditional Approach to Infrastructure Financing

Although, there has been a significant increaseptivate sector participation in
infrastructure initiatives across the Central Asiagion, the traditional approach to
infrastructure finance continues to dominate tlag/iplg field.

3" For more information see: http://www.ebrd.com/dtoads/legal/concessions/mongolia.pdf
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Traditionally, governments have financed infraduue projects through state resources.
There several drawbacks associated with financiogegts entirely from the government
budget:

€)) Large infrastructure projects often take severadryeto develop and public
funding may only be available for the initial stagef the project. As a result,
government departments are cautious about invesiiegin the planning stage of
a project if there is a degree of uncertainty rdiggy the future availability of
funds to complete the project.

There tends to be disproportionate focus on thetatapspect of the relevant
government ministry’s budget.

There is lack of equilibrium between the costsha project vis-a-vis the capital
returns. It is crucial that the project costs aseghied against the capital returns to
ensure that the investment will add value and dmuti to overall economic
growth of a country.

PPPs as an alternative to ‘traditional’ public proaurement

There are different ways in which the private sectan invest in public infrastructure
projects. On one end of the spectrum we find traditional’ public procurement, while
on the other end, we find outright privatisatiorPH3 are essentially what comes in
between, and are different from both ‘traditiong@lublic procurement and outright

privatisation of public assets. The key differenaes

(@) Specifications in PPPs are measured in terms apuds’ rather than ‘inputs’ as in
‘traditional’ public procurement;

The private sector is responsible to finance, baiid operate the asset;

The public sector ‘purchases’ the services througfular payments (service
payments) or income generated (user fees) ovdiféhaf the contract;

In a PPP, any costs overruns remain at the prs@téor’s risk; risks associated
with costs of design, construction, operation araintenance, and demand for the
use and service provided by the asset, are traadféiom the public to the private

sector in a PPP project;

In a PPP, construction costs are funded by theag@igector, thus relieving the
pressure on government funding for infrastructurgjgets requiring significant
capital investment; and

The whole life-cycle approach in the PPP modelavigs traditional procurement
ensures that the private sector selects the mbsieat and sustainable solution
for the long term rather than the cheapest solutidhe short term.




4.4 Viability

Following are various scenarios under which a P&Pbe a viable option:

(@)

(e)

(f)

Where the service requires external expertise avergment will not be able to
provide it independently;

Where a private partnership would significantly amte the quality of service
compared to what the government could extend inudgdly;

Where a private partnership would expedite the gatojimplementation
significantly;

Where there would be a considerable reduction enpioject cost and also the
service cost with the involvement of a private glay

Where PPP offers greater scope for innovation whiohld simplify the existing
systems and processes; and

Where PPP provides larger scope for socio econosgliare.

Main principles of PPPs

(@)

Value for Money in a Project

Ensuring value for money VfM ") in an infrastructure project should be at the
core of the public sector's decision to engage iRRP infrastructure project.
Essentially, a PPP is a considered a VfM transadtit generates a net profit for
a public institution in terms of quantity, qualiby the service or facility, cost and
risk transfer during various stages of the projifet cycle. Hence, the ViM
prognosis of a PPP plays a fundamental role indéasion whether a public
institution would be willing to enter into PPP agmeent.

Selection of Appropriate Infrastructure Projects

One of the challenges faced by institutions isah#ity to discern the suitability

of an infrastructure project for the PPP model.sTéuggests that the notion of
‘one size fits all' is not applicable to infrasttupe projects. The governments
should heed the fact that PPPs are not a panacel iiofrastructure development
initiatives. It is therefore crucial in the plangirphase to select infrastructure
projects that would be well suited to the PPP madet would be more likely to

ensure the success of a project.

Legal and Regulatory Framework
It is vital that a strong legal and regulatory feamork is established to govern

PPP transactions as without this it will be almmspossible to attract private
sector investment. In view of the nature and #meglhy time frame of such
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projects it is imperative that the interests ofrbthte public and private sector are
protected by law. It is evident that an establiskegghl framework governing PPP
transactions creates an incentive and an enablwgoament for prospective
investors. As Turkmenistan does not have a legdl mgulatory framework
governing PPP arrangements, it is recommendedtthatbarks upon such reform
as soon as possible as this would create an invesiati prospective investors.

4.6  Sustainability and PPPs

(@)

PPPs and Sustainability
(1) A focus on longer term timescales

At its core, sustainability is about ensuring stcitasts through time. By
focusing on longer timescales, it demands thairtigacts of a project are taken
into account over its entire life-time, rather tharierms of just the initial building
costs. This approach to the total costs of a ptagesometimes known as ‘cradle-
to-grave’ or life-cycle analysis. PPPs are simidacause they require companies
to build and operate projects over a relativelygltime period. The PPP approach
thus allows governments to ensure that projecteffi@ent over their entire life-
time, rather than being cheap to build and expengwun or decommission. For
example, in construction projects, architects foonsminimising capital costs
rather than operational costs, despite the fattaperating and maintenance costs
far outweigh capital costs over the entire lifedirof a project . Rather than
focusing solely on the initial cost of a projedtetPPP process encourages bid
that are more efficient over the long term . Ewce shows that contractual
parties are more willing to cooperate and to bgad relationships on longer-
term contracts , and this is good for sustainabilit

(i) Working in partnership

Sustainability requires all parts of society, irthg the public, business and non-
governmental organisations ("NGO") to work togetire partnership with the
government. The entire PPP approach is based apmilar recognition that
government can deliver major projects like infrastare more efficiently by
working closely with business and the public. IRuparticipation is a critical
part of working in partnerships. For PPPs to besssful, people must want them
and be willing to pay for the services that thegyide. Stakeholder consultation
is essential to identify PPP needs, gauge demamhdl@relop exact specifications
for new projects that will ensure that they arepsrped.

Creating ‘win-win-win’ scenarios

Applying the principles of sustainability to PPR®ates win-win-win scenarios
for the government, private industry and the publi@king into account the goals
and principles of sustainability enhances the Iterg: acceptability/sustainability
of PPP projects and, at the same time, PPP prpjégisoperly designed, can
effectively promote sustainability.
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Private industry benefits because sustainable RP&smore profitable,
using cutting edge technology and management toceedosts over the
entire life-time of the project. This means thisks are lower and the
potential operating profits are higher, making themore attractive to
private industry.

The public benefit because sustainable PPPs provate effective public
services. Consulting the public ensures that ¥ Rill provide a service
that is actually needed in a way that people wélMalling to pay for. By
consulting NGOs and Trade/Labour Unions to takeoawet of labour
concerns the likelihood of public opposition resgtfrom environmental
damage or working conditions is also reduced.

The government benefits in three ways. First, P&P&nce local support
for the project. For example, including transpoosts for construction
materials in a tender might make it more efficisntuse local resources of
labour and materials. This reduces carbon emisdrom transporting the
materials used, promotes sustainable consumptmshdption patterns and
stimulates the local economy. Second, effectiwenpaship working with
private industry attracts investment into an aréar example, setting out a
cl-ear and transparent legislative framework foe tAPP process will
attract investment from leading companies. Thsigstainable projects are
more self-sufficient making them resilient to fieuwhreats from climate
change.

The tables below describe some typical sustairtglahiteria for environmental,

social and economic considerations respectively thght be applied to the
majority of PPPs that are currently being consideaeross the world. The
sustainability specification is listed in the fireblumn, while the possible
techniques to achieve it and the measurable pesgiocen criteria are listed in the
second and third columns. The list is not exhaastand is a mixture of project
specific indicators, like green procurement, andcomes flowing from the

practise of sustainability, like greenhouse gasssions, or improved employment
. While the menus have been separated into emaeatal, social and economic
for clarity, it should be clear that many of thessifications address overlapping
sustainability issues.

(d)  Menu of environmental criteria for sustainabiffty

Output Possible techniques Performance criteria
specification
General Adherence to recognised environmental Audit of procedure
sustainability | management systems such as EMAS or ISO 14002 Cost of bid over entire
Appropriate use of Environmental Impact life-time

Assessments

% Source: UNECE Training Module - An overview dfigs related to PPPs and sustainable developme
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Feedback on environmental performance from local
people and / or NGOs
Life-cycle analysis

Efficient use
of energy
and security

of supply

Use renewable sources

Establishment of ESCo (Energy Service Company) to
supply the project’s energy and provide ongoing
advice on improving efficiency and flexible means of
financing renewable energy sources for the project
Adherence to recognised building quality standards
that require incorporation of sustainability
principles in building design: e.g. making use of
natural heating and ventilation, natural light
Innovative technologies

Carbon offsetting by creation of new habitat

Running costs

Carbon footprint
Proportion of energy from
renewable sources

Minimise
waste

Re-use of materials during construction and
operation

Amount of non-recyclable
waste produced (during
construction and
operation) Proportion of
waste materials reused,
recycled, composted,
energy from waste, sent
to landfill

Conserve
water
resources

Treatment of waste water
Grey water recycling
Rainwater harvesting

Running costs
Proportion of clean /
brown water usage

Minimise
vulnerability
to flood risk

Porous surfaces to allow infiltration
Creation of reed beds and green areas to absorb and
store water

Number / severity of
flood incidents at site and
downstream

Maximise

use of
materials
from local
and
sustainable
sources

Sustainable procurement procedure for sub-
contractors Goods and services sourced locally
Substitution of non-renewable resources

renewable, sustainable resources

for

Audit of construction and
operating materials
Proportions of natural
resources sourced from
sustainable sources

Minimise
pollution

Clean technologies that reduce emissions
Avoidance of toxic substances

Treatment of emissions to water, air and soil
Minimise noise and light pollution

Maximise vegetation

Local air/water
indicators

User / resident
satisfaction

quality

Protect
biodiversity

Preservation of existing habitat
Creation of new habitat
Incorporation into building design

Number of critical species
Area / quality of habitat

(e)

Menu of social criteria for sustainabilfty

Output
specification

Possible techniques

Performance criteria

Community

Stakeholder consultation

Public support for the project

%9 Source: UNECE Training Module - An overview dfigs related to PPPs and sustainable developme
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engagement

Identification and empowerment
of a ‘sustainability champion’ for
the project

Levels of public participation in project
governance arrangements: openness &
accountability; extent to which users believe
their views are considered

Quality of feedback from public consultation;
Degree to which public preferences are
reflected in project outcomes

Number of NGOs involved in project

Community
facilities

‘Bundling’ profitable PPPs with
less profitable ones that provide
facilities (for example, a worker
creche, a school, recreation
spaces)

Levels of resident / employee satisfaction
Percentage of catchment population able to
access service

Equality of access across race, religion,
gender, age, disability, sexual orientation

Social
cohesion

Availability of affordable housing
Equal opportunities

Accessible to minorities
Preservation and / or
enhancement of cultural heritage
and integrity

Levels of resident / employee satisfaction
Levels of community voluntary work,
membership of community organisations
Community diversity

Low carbon
lifestyle

Link development to public
transport

Provide high quality pedestrian
and cycle routes

Level of car use / proportion of employees
using sustainable methods of transport to
travel

Resident / user satisfaction

Health e.g. if policy is to improve air quality
through public transport, then reductions in
respiratory illnesses appropriate

(f)

Menu of economic criteria for sustainabiffy

Output
specification

Possible techniques

Performance criteria

Maximise
local benefits

Use local businesses,

Percentage of procurement / employment sourced

local labour and training
in construction,
operation, and
maintenance.

Local procurement

within a specific area

Employment statistics (broken down into youth, old
age, female, disabled, ethnic groups etc if specific
groups are being targeted)

Income statistics and distribution (again possibly
broken down as above)

National / regional / local GDP

PPP completed and operated to budget and time
Private sector profits against expected profits
Number of new businesses starting up over PPP
lifespan

Worker
health and
safety

with
labour

Compliance
relevant
legislation
Health and safety
standards /regulations

Worker satisfaction

Number of accidents

Staff turnover

Other products: e.g. training provided to workers,
creation of a skilled workforce, thriving 34 sector

0 Source: UNECE Training Module - An overview ddugs related to PPPs and sustainable developme
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Delivery of Projects and Pathfinders

In line with the theme of “success breeds successbelieve that the government needs
to be the main driving force for the implementatadrthe PPP programme, at least for the
early stages of the programme. We also believettiegovernment should focus on a
few high profile projects early in the programmd. tAe outset of the programme, the
private sector is probably going to be unwillingsizend its resources on a project that is
sponsored by a local or municipal entity at thesetubf the programme. This is because
there will be a perception that entities outsidecehtral government do not have the
capacity to deliver PPP projects. There will algodoncerns about the legal powers of
such entities to enter into PPP transactions, #reditworthiness and the interface with
central government in the process.

We therefore strongly suggest that the early implatation of the programme be taken
forward by central government. In addition, we segjgthat a “pathfinder” scheme be
identified and used as a demonstration case teeptwy structures for the delivery of PPP
projects. Focussing on a single project and dehgeit on a basis that permits financing
by local and international financiers on a limiteecourse basis will showcase the
country’s PPP processes and capabilities to intierme developers and lenders alike.

In addition, in Turkmenistan entities outside tlkeatcal government such as the municipal
sector remains the least advanced and most diffeméla of the infrastructure sector
reform, as (i) municipalities do not have the rigttorrow, (ii) cities have very limited

fiscal autonomy and own budgetary resources, &limost all communal services are
financed by central government’s budget allocatiand (iv) most services are still

providfld to the general public and companies wighyvow and heavily subsidized

tariffs.

Relevant Areas of Law

There are potentially many areas of law that haved considered before making any
attempt to design an optimal legislative and retgmaframework for successful clean
infrastructure PPPs. PPPs will touch on many afehareas, quite apart from the contents
of any general legislation that may be introducedfdcilitate their use. These will
typically include, for example, commercial contrdatv, company law, taxation law,
employment law, competition law, the law of finanaed security, insolvency law,
infrastructure sector specific laws, property lamyironmental law, foreign investment
protection law, intellectual property law, publicopurement law or rules, laws relating to
expropriation and compulsory property purchase, arahy others. The existence of
adequate legal provision in these and many othess lés paramount as serious
deficiencies in any of them could potentially reqmet insuperable obstacles in the way of
the effective implementation of PPPs.

“EBRD Draft Strategy for Turkmenistan 2012. httputieaccountability.org/wp-
content/uploads/2012/10/EBRD-DraftStrategyForTunkisian. pdf
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In order to create a stable legal environmenthihtattract private investors to PPPs, the
government needs to review its existing legislataod may have to amend, repeal or
adopt certain laws and regulations.

It would go well beyond the scope of this reportiscuss all the aspects in which these
diverse areas of law might prove deficient or wimaght have to be done to reform or

modify them in order to make them more conducivéht successful implementation of

PPPs. However, section 5 below analyses in greatail the current legal and regulatory

framework in Turkmenistan and contains specifionamendations on each of the issues
raised.

PPPs in Turkmenistan Recommendations

PPP is a relatively new concept in Turkmenistan, el such, understanding and
knowledge of its basic principles is justifiablytplay across the public and private
sectors.

1: Greater coordination within the public sector atgbahe inclusion of private sector
parties became the norm in other countries withomenmature PPP process, and this
coordination and level of engagement should béhéurencouraged in Turkmenistan to
help raise understanding more speedily and consigtacross the board. Political will is
the single most important aspect of successful EEflopment followed by the
availability of capital, that is, affordability.

2: The PPP process should have sufficient politisppsrt across all ministries.

3: Private participation in PPP projects should haveear basis in policy, with broad
government support and should be linked to broadstainable development objectives
of the country.

4: Transparent procedures should be specified fatadjes of the PPP process.
The government might want to consider:
i.  Gathering good renewable energy resource data;

ii.  Engaging critical stakeholders early — list inclsidecal communities, ministries,
local authorities and national energy transmissiod distribution companies.

Building capacity for the development of renewadergy projects.

Preparing a national renewable energy plan. Ttas phust include rigorous and
transparent funding and realistic but detailed rafibility analysis; this will result
in a more efficient identification and ranking aftpntial PPP projects. To ensure
coherence, it could be incorporated/aliened to mahistan’s National Strategy.
A number of pilot projects should be identified huit the plan. Running such
projects would be a great demonstration of the gowent’s political willingness
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to support PPP implementation and a significant mgpta of
cooperation/coordination.
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THE LEGAL AND REGULATORY FRAMEWORK
FOR PPFS IN TURKMENISTAN




SECTIONS5 THE LEGAL AND REGULATORY FRAMEWORK FOR PPPS IN
TURKEMNISTAN - CURRENT POSITION AND PROPOSED
RECOMMENDATIONS

General Legislative and Institutional Framework

@) Issue: It is important for potential investors taokv that the constitutional,
legislative and institutional framework for the ilementation of privately-
financed renewable energy projects ensure transpgréairness, and the long-
term sustainability of such projects.

A policy framework for improving the legal enviroemt and promoting PPPs has not
been identified in Turkmenistan. Although the cexgtion between the public and the
private sectors under concession agreements has dm@owledged by the laws of
Turkmenistan since 1993, the “public-private parshgs” on the other hand have not yet
found their legal basis in the country. The conicesselations in Turkmenistan are
governed by the Law on Foreign Concessions 1998 ‘{@oncessions Law), under
which an authorized body on state property is lextito review tender applications, select
the concessionaires and sign the concession agmemaccording to an EBRD
assessment of the Concessions Law in 2011 Turktaensgored low compliance in the
assessment of its legal PPP framework (26 peramenpliance rate), receiving the lowest

marks in the EBRD region. The analysis of localtiinonal framework revealed
substantial gaps from 50 to 67 per cent in all ikejcators??

Recommendation:
Private participation in PPP projects should haveckear basis in policy, with
broad government support. The Government might doies amending existing
laws to comply with the EBRD requirements for a Wwdéfined PPP legal and
regulatory framework

(b) Issue: Is there any relevant legislation for PR¥}eots in Turkmenistan?

The Concessions Law is the most relevant law fd? BBvelopment in Turkmenistan at
this moment. According to the EBRD Assessment oihdgssions Legislation in
Turkmenistan (2011) however, the Concessions LaWtog vague scope of application

42 EBRD CONCESSION/ PPP LAWS ASSESSMENT 2011. For enorinformation see:
http://www.ebrd.com/downloads/legal/concessionsippprt.pdf
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needs serious improvemeffd A concession is defined aa permission of the state to
carry out a specific type of business actiity"The EBRD assessment does note
however, a certain number of positive elements. @avisions regulating compensation
for early termination, general principle of govemmh assistance in "achieving
objectives" of concession agreements). In additioe Concessions Law declares that an
amendments to the concession’s terms may only becised by mutual agreement and
provides for compensation where the concessioarmihated by the grantor. However,
the rule is somewhat declarative and vague and doeprovide for any mechanism for
determining such compensation. Also worth mentigras a positive feature is a general
principle of government assistance in "achievingediives” of concession agreements.
Despite these certain positive components the EBBE2ssment concluded thdte' law
does not constitute a sufficiently solid legal basor the development of PPP in
infrastructure and utility services in Turkmenistsft

Pursuant to the Concessions Law, concessions argegron a competitive basis for a
period of 5 to 40 years. The relevant contractingharity is not clearly defined, the
sectors that may be subject to concessions argpectified and the selection procedure is
not sufficiently developed. While the Concessiom@svLcontains a basic set of rules on
tender procedures, these rules are very limitedtla@dcope of their application unclear,
arguably leaving room for arbitrary decisions bg @uthorities from case-to-case. The
Concessions Law provides that concession agreemeaysonly take the form of Build
Operate Transfer arrangements, thus limiting fléikypof arrangements between the
parties.

Recommendation:
The PPP “universe” now comprises a wide spectrumcofmmercial and
financial structures. None of them are, in fact, pable of being defined in a
precise and clear-cut manner and attempts to defarel provide for them in a
concessions law are generally unhelpful, easilyigty rise to confusion and
inflexibility in practice. What is needed instead maximum flexibility,
allowing the law to cater for the full range of esiing structures the market
currently deploys, and the inevitable evolutionmméw ones in the future. This
can often be achieved at a definitional level inetielucidation of the
expressions “public-private partnership” or “privay-financed
infrastructure.”

“* EBRD CONCESSION/ PPP LAWS ASSESSMENT 2011. For enorinformation
http://www.ebrd.com/downloads/legal/concessionsippprt.pdf

“ Article 3 of the Law of Turkmenistan “On ForeiGoncessions”

“ EBRD CONCESSION/ PPP LAWS ASSESSMENT 2011. For enorinformation
http://www.ebrd.com/downloads/legal/concessionsippprt.pdf
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Issue: It is important not only for potential int@s, but also for the governments,
to identify legislative provisions that identify n@nly the sectors (such as
renewable energy, roads, railways, waste manageamehso on) in which PPPs
projects may be awarded but also, if any, the sefetctivities where PPP projects
are specifically excluded by legislative provisions

Under the Concessions Law the concession projeatsbe granted for exploration,
development, extraction or operation of naturabueses (which does not fall under the
scope of PPPs in infrastructure), as well as fgr@her economic activity in all sectors
and for any type, provided that such activity ig poohibited by existing laws of the
country’® and does comply with established requirementsalbgical, sanitary-hygienic,
radiation, fire and explosive saféty The given definition of concession implies that
PPP mechanism (if used in the country) can be eghpdi a broad range of sectors (i.e. not
only to infrastructure sectors, such as transgortatvaste, water, disposal, etc., but also
to economic sectors as well, such as manufactamagriculture, which falls beyond
the scope of traditional PPP arrangements).

Scope of Authority to award projects

(@) Issue: Does the law clearly identify the public hewities of the host country
(including, as appropriate, national, provincialdalocal authorities) that are
empowered to award privately-financed renewablerastfucture projects
(“PPPs”) and contracts for their implementation.

Articles 4, 6 and 7 of the Concessions Law prowidat the Cabinet of Ministers of
Turkmenistan determines the terms and proceduredimpetition. Concession projects,
programmes and feasibility study are subject tatésexpert examination” which is not
further defined. The State of Turkmenistan, “dudpresented by the authorised bodies” is
the subject of concession activity. The CabineMafisters approves priority sectors for
concession activitie¥ The present legislation in Turkmenistan does movigde for a
clear allocation of power between national andllac#horities and it is not clear whether
the relevant powers extend both to the constru@mhoperation of new facilities and the
maintenance, modernisation, expansion and operatieristing facilities.

“ Article 5 (1) of the Law of Turkmenistan “On Fogei Concessions”

“" Article 5 (2) of the Law of Turkmenistan “On Fage Concessions”

“8 Article 4, 6 and 7 of the Law of Turkmenistan “Gareign Concessions”
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r Recommendation: \

* The Government might want to identify the agencyinistry or other
procuring authority in charge of the procurement pcess and the
entity that will execute the PPP agreement with {ievate sector. As
stated above, the points in the process when apgigofrom other
entities will be required should be highlighted, akould the
jurisdictional limits of the procuring entity;

It is absolutely vital that there is not a bureawatic contest for

control of projects and that the role of each indilal entity is clearly

established. The key issues for the private seater.

(@) That there is a clear route map for obtaining alf the
necessary consents for a project;

(b)  That a realistic timetable is set for the obtainimg these
consents and that the timetable is delivered,

(c) That the number of “gateways” and consents is minaad to
the maximum extent possible; and

(d)  That the negotiating parties are clearly authorizéal make the

K necessandecisions to drive the proiect forward and will n /

5.3 Administrative Co-ordination

@) Issue: Have adequate institutional mechanisms bstblished to co-ordinate the
activities of the public authorities responsible fesuing approvals, permits,
licences and consents needed for the implementatitre renewable project?

According to the current legislation in Turkmenrstthere are no clear institutional
mechanisms to co-ordinate the activities of thelipudwthorities for issuing approvals,
permits, licenses and consents needed for the mgpigation of renewable energy
projects.

Recommendation:

* Adequate institutional mechanisms should be
established to co-ordinate the activities of thetia
authorities responsible for issuing approvals, pats)
licences and consents needed for the implementatbn
renewable energy projects in Turkmenistan.
Regulatory competence should be entrusted to
functionally independent bodies sufficiently autonmus
to ensure their decisions are taken without poldlc
interference.

Rules governing regulatory procedures should be
publicly available.




Risk Allocation and Repatriation of Profits

€)) Issue: Are there any unnecessary statutory or aggyl limitations on the ability
of the contracting authority and the concessiontragree on an allocation of
risks in the project agreement that is best suddte project?

According to the Concessions Law the government thas right to share in the
concession’s profits, purchase the concession’dymts and control the performance of
the concession agreement (this can introduce aioetégree of uncertaintyj.

From the legislative standpoint, the most helpfiiiee is perhaps expressed in negative
terms. It is important that the host country’s legystem contains as few restrictions as
possible on the ability of the parties to a PPRdioieve the most appropriate allocation of
risks for the purposes of any individual projeatglslators drawing up relevant laws may
sometimes be tempted to try to prescribe patternsloallocation in the law, in one form
or another. This is usually inadvisable.

Risk assessment and allocation is an intricateestbj in reality, as much an art as a
science — and attempts to provide for it at anrabtstevel in advance in legislation will
usually be counter-productive. Legislative provisare not the appropriate tools to deal
with it. Contracts are, on the other hand, and gqually important to avoid including in
any laws any restrictions on the terms of a coneessr project agreement that are not
clearly essential (see further below). Flexibiligs to be the rule.

Issue: The issue of profit and capital repatriateoof great importance not only to
the private partner, but also for project sponsord lenders. Therefore, from the
private partners' point of view, it is crucial thtae repatriation of profits derived
from the PPP project in the respective countryoispnohibited by legislation.

Under the laws of Turkmenistan foreign investorseha right to freely use the earned
profit, including the reinvestment of such for tperposes not contradictory to the

legislation of the country, as well as repatriatg acome or revenue, and any other duly
received funds under their investment activity (eiyidends, interests, compensation
amounts, funds from investment related transactietts), provided that all applicable

taxes and mandatory fees have been paid accordthgly

“9 Article 15 of the Law of Turkmenistan “On Forei@oncessions”

%0 Article 21 (2) of the Law of Turkmenistan “On Fige Investments”
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Recommendation
No pattern of risk allocation is ever truly identit, as between any two or
more projects. Variations, subtleties and uniqueatimstances have to be
allowed for. For that reason, our advice would nogity be to say as little as
possible about the assumption or imposition of risklegislation, but to
ensure that the parties have the freedom to defamel allocate it as they
think appropriate in the context of each individug@roject

5.5 Government Support

(@) Issue: What feed in tariffs (if any) are availafile renewable energy development
projects?

There are no feed in tariffs or other incentivasremewable energy development projects
in Turkmenistan.

(b) Issue: It is known that project sponsors and lenddways want support and
assurances from the host government with respewhiious project issues. In
most cases government support refers to speciabures of a financial and
economic nature that may be provided by the hosemonent to enhance the
conditions for the execution of a given project@iassist the project company in
meeting some of the project risks. Accordingly, lexiy stated government
support in legislation instils the necessary caarfick in private partners, sponsors
and lenders, whereas the government maximizesatemil interest in investing
in its infrastructure projects.

The concessions under the laws of Turkmenistargiaeted to the private sector to use
land plots, natural resources, enterprises and aisets for a specific period of time in
return for a payment. Accordingly such commercelhtions do not benefit from any

state loans, subsidies or grants. However, the stathority granting concessions to the
private party under the Concessions Law, guaranéeesng other, the following:

0] an inadmissibility of changing the provisions ot thoncession contract
without concessionaire’s agreement;

reimbursement of expenses incurred due to the éariyination of the
contract by the initiative of the contracting auihg

compensation of damages caused by the violatidheotontract terms by
the contracting body;

a right to export goods produced in a due course @ncessions activity,
provided that the amount of goods to be exportedhbyprivate sector is
agreed by the parties;

a right of repatriation of profits earned under tiwens of the contract;
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(vi)  an extension of the term of the agreement upoaxgsration (concession
agreements are executed for a term from 5 up tedfs)>*

Additionally foreign investors operating under tlkencession agreements in
Turkmenistan are provided, among other, with thlefong guarantees under the
Law on Foreign Investments:

()  national treatment of business activitfes

()  a“not-less-favored” legal regime for foreign int@s>>;

(i) repatriation of profits;

(i)  guarantees against changes in the legisf&tion

(iv)  guarantees against requisition/confiscation (sé@Abfor more details);
(v) access to international arbitration (see belownrore details);

(vi) exemption from customs duties (applicable to fundsught to
Turkmenistan as the contribution to the charteritabf the company
with foreign participation, etc. ).

Besides the above should the activity of the inmeshder concession agreement
be carried out within priority areas of the econcamygl leads to sustainable social
and economic development of the country, such tovaway be provided with
other support by the state on case by cases gréund.

*L Article 10 (1) of the Law of Turkmenistan “On Faye Concessions”
%2 Article 8 (1) of the Law of Turkmenistan “On Fogei Concessions”
%3 Article 8 (2) of the Law of Turkmenistan “On Fogei Concessions”

**|f a change in Turkmenistan legislation adversefgcts an investment, the application of that gjeais subject to
a 10-year moratorium. Article 8 (5) of the Law afrkmenistan “On Foreign Investments”

%5 Article 11 (7) of the Law of Turkmenistan “On Fige Investments”
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Recommendation

* The government might want to consider introducinged-in
tariffs for renewable energy development in Turkmstan and
other direct promotion through governmental support
programme.
The government might also want to consider introdiug quota
obligations and/or soft loans for renewable enerdggvelopment,
along with fiscal incentives and/or grants and rates for
renewable energy development.

* The government should adopt renewable energy tasc

Selection of the IPP developer

Issue: It is widely known that legislation stipuhaf for the clearly written process of
selection of the private partner provides greataipibty and predictability for investors,

including providing governments with a clear guidanas to the procedures to be
followed and the parameters within which negotiaiare to be concluded. A number of
issues have therefore been identified for the pepaf providing the user of this report
with a clear picture of how the selection proceksthe private partner is normally dealt
with, namely: (a) selection criteria; (b) selectiprocedure (including issues related to
transparency, neutrality, and non-discriminatio(g) establishment of the selection
committee; (d) unsolicited proposals; (e) awardwncessions without competitive
procedures, and (f) availability of standard terdtaruments.

(@) Selection Criteria

The Concessions Law does not define any criteripliGgble in selection of the
concessionaire, however, states that terms andtmomlof undertaking a selection is to
be determined by the Cabinet of Ministers of Turkis&n.

(b)  Selection Procedure

The concessions are granted on a competitive tdmais, the terms and conditions of
which are to be defined by the Cabinet of Ministefrg urkmenistan. Special rules may
be established for each field of industry, for epéanthere are tender rules in petroleum
industry approved by Cabinet of Ministers. Basimgples of tender selection procedure
of contractors for industrial and social objectsjpction and construction are:

0] compliance with the Legislation of Turkmenistan @gmelsent Rules;
(i) economical and industrial practicability;

(i)  conformity of submitted offers at the common rabesting for the tenders
holding period;

(iv)  equality of participation conditions for all conttars, which are applicable
to qualifications;




(v) publicity and openness of tender holding conditjons
(vi) steadfast adherence of tenders technical condiéiodgesults.
(© Selection committee

According to the Concessions Law the revision atlee applications and selection of the
concessionaires is carried out by an authorizedy bmd state property (without any
reference on establishing an independent workingmor selection committee).

At the same time, committee on tender selectiorarftractors is created by the State
Concerns. According to the tender rules in thedfief petroleum industry, work on
preparation and holding of a tender is carried madependently by each Tender
Committee of State Concerns. Committees’ decisfonsard to Expert Committee for
analysis and subsequent approval in Cabinet ofdirs.

(d) Unsolicited proposals

The selection of the concessionaire in Turkmenistararried out based on competitive
tender and direct negotiations. State Agency onagement and usage of Hydrocarbon
Resources under the President of Turkmenistan i(fadter referred to as “Agency”)
carries out negotiations on issuance of licensespeaa results of held tender, and on
conclusion of a Contract with applicant. Agency rieer out direct (non-exclusive)
negotiations on acquisition of license and conolusif a Contract with applicant.

(e)  Availability of standard tender documents

Currenty, procurement is based on a list of stahdander documents approved by
Cabinet of Ministers in Turkmenistan. Required dueats: 1) tender invitation; 2) copy
of manufacturer permission; 3) form of qualificais) 4) main conditions of the Contract;
5) rules of tender selection of suppliers on mateand technical goods for oil and gas
complex of Turkmenistan.

%5 Article 7 (2, 3) of the Law of Turkmenistan “On #pcarbon esources”
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Recommendation
Clear procurement processes which uphold the prples of fairness and
equality to all bidders and which provide transpaiey in the public
sector's decision-making process are necessarynmoarage effective
competition for PPP projects. This not only bensfioreign investors and
funders by providing comfort that their bids willebtreated on merit, but
also benefits the public authority by achieving textvalue for money, as
increased competition will help drive down priceschencourage better
technical solutions. The Government might want tonsider the
following:
(@) Setting out in the law clear procurement proses which are
suitable for PPP structures.
(b) Ensuring that procurement procedures uphold tkey principles
of fairness, transparency and competition.
(c) Ensuring that the procurement framework makesetpublic sector
accountable for its decision, which must identifwanning bidder who
has the ability to implement the project successful
(d) Establishing a procurement process which isustiured and
includes procurement stages that reflect the scahel complexity of the
project.
(e) Designing a procurement procedure which incliedeonditions
that encourage competition between bidders so aallmv public
authorities to achieve better value for money.
)] Advertising projects appropriately, using acsgisle forms of
media.
(9) Using award criteria that are objective and trgparent.
(h) Complying with procurement procedures as thisseres certainty
by removing the risk of challenge.
(1) Advertising contract award.
g) Notifying unsuccessful bidders of decisions apdovide an
opportunity to give a debrief of their bid, settirayt the reasons for

5.7  Project Agreement

@) Issue: The project agreement is the main documeglating the rights and
obligations of the parties, and in the main, theips have freedom of contract.
However, a number of standard mandatory clausesitniig imposed on the
parties by statute for inclusion in the projectesgnent. These mandatory clauses
do effectively restrict the parties' freedom of tant, and as such, deprive them
of the necessary overall flexibility to negotiate agreement depending on the
needs and peculiarities of a specific project. Dibeslaw allow sufficient scope
and flexibility for the parties to agree on the ®moris of the project agreement as
best suited to the needs of the project?
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The concession agreement under the laws of Turlgtanis considered effective from
the date of its state registration with the stab¢herities and the Concession Law
envisages provisions on the following:

0] parties to the agreement;

(i) concession object and purpose;

(i) land plot boundaries, within which a concessiogranted;
(iv)  list and cost of the concession object;

(v) rights and obligations of the parties;

(vi)  terms and conditions of payments;

(vii) terms and conditions of sale of goods (producedeumdncessions) in
domestic and foreign markets;

(viii) terms and conditions of importing the raw materiatsnplementary parts;
(ix)  customs terms;
x) insurance conditions;

(xi)  term of the concession agreement, conditions ikl&deits amendment,
extension, and termination;

requirements on the safety and restoration of enuient, conditions on
preservation and protection of historical and galtumonuments, natural
landscapes, flora and fauna;

obligations of the concessionaire to provide thetmawting authority
information discovered in the course of the agiivibcluding information
on exploration work;

condition of hiring employees;

terms of dispute resolution and liabilities of fheeties;

minimum amount of capital required to be invested,

price or tariff margins on the goods to be solddomestic and foreign
markets;

financial guarantees of the parties, whereaboutghef parties; bank
account details;




(xix) legal, financial and organizational consequencesthe events of
emergencies;

(xx) terms and conditions of inspection and monitoring implementation of
the concession project.

However, the above mentioned clauses are not etthawmnd the parties may
agree to include any other provisions, provided thay do not contradict the
existing legislation of the Republic of Turkmenista

Project site, assets and easements

€)) Issue: Is the law sufficiently flexible in terms tfe controls it permits to be
vested in the developer over the use and ownershie site and the assets
comprised in the project? (For example, can cldiatinctions be made (if
necessary) between public assets and private py@pe€an the developer be
obliged to transfer some assets and retain othéng &nd of the project?

All land in Turkmenistan is government-owned andthe® domestic nor foreign
businesses can receive long-term land-use righthtm-agricultural” purposes. Private
citizens have some land usage rights; howevergthghts exclude the sale or mortgage
of land. Land rights can be transferred only thtougheritance. Foreign companies or
individuals are permitted to lease land for noni@gtural purposes, but only the
president has the authority to grant the I€4se.

" According to the 2004 Land Code, foreign comparoesindividuals are permitted to lease land for -on
agricultural purposes, but only the president hasauthority to grant the lease. Foreign compamiag own real
estate property other than land.




( Recommendation \

Security of property rights is obviously essentiat fostering private
investment in any country. Ideally, there should he restrictions
on foreign or private ownership which could be pugjicial to
private-sector or cross-border investment. Propdays should
contain adequate provision (and above all suffictesiarity) on

the ownership and/or use of land and buildings, naile and
intangible property, and further ensure the conceszaire’s ability
to use (license) and (where appropriate) to purchasell and
transfer the property comprised in the project. Shnay call for an
effective property registration system in the hasuntry. Both the
developer and its lenders will need a high degréeanfidence
that title to the land and the assets will not bébgect to dispute by
third parties.

- J

5.9 Finance and Security

@) Issue: Does the law enable the developer to grdatjuate security over the
project assets for the purposes of raising su@nta, including:

0] mortgage/charge over its property (immoveable andaable);

(i) pledges of shares in the project company;

(i)  acharge over proceeds and receivables from theession;

(iv)  an assignment of the concessionaire’s contradgiatisrand claims;
(v) any other suitable security?

The Concessions Law does not regulate the issusgeafrity and attracting borrowed

funds, however, the civil legislation of Turkmemist provides general rules on such
issues. Under the Civil Code the investors underdbncession agreement may attract
funds through loans and securities, however, thay secure their obligations by means
of the 8roperty, which are under their ownershig.(&ture receivables) and available for
pledge”.

Security rights on movable and immovable assefBuifkkmenistan are governed by the
Civil Code of 1 December 1998 (arts 267-299, 329)}32nacted on 1 March 1999, and
the Law on Pledge (Pledge Law) of 1 October 199% Pledge Law can only apply to

%8 Articles 267 and 268 of the Civil Code of Turkmetan
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the extent that it does not contradict the CivildEoThe Civil Code primarily covers
security over immovable assets (mortgages), possepkedge.

According to the EBRD however, formalities of creat are complex and slightly
confused and enforcement remains a challengingepsofor secured creditors. Overall,
the EBRD note that “Turkmenistan has not followé@ fpace of reform that many
neighbouring countries in central Asia have takenthe last decade, starting by
Kazakhstan, the Kyrgyz Republic and also Russiaa Assult, it is equipped with a very
rudimentary legal framework for secured lending,icthdoes not encourage sound
banking practices>

(b) Issue: Does the law make it possible for a contmlinterest in the project
company to be transferred to a third party whepr@miate?

The Law on Concessions is silent on the assignmémights and obligations of the
concessionaire to any third party. In the oil gad industry a contractor has a right to
transfer or to pledge all or half of his rights asfaligations on license and contract only
with preliminary written permission of Agen&.

However, under the provisions of the Civil Code twncessionaire may transfer its
obligations and claim to request under the conoasagreement, provided that prior
written agreement is reached with the contractinarity’”. Additionally, in the event of
reorganization of either of the parties to a cosies agreement (e.g. bankruptcy,
liquidation, merger and acquisition, etc.), thehtggand obligations of the reorganized
entity may be transferred to its successor, urddssrwise agreed by the parties.

Duration, extension
(@) Issue: Does the law prescribe a (maximum) durdtothe project?

Under the Concessions Law concession agreemenexeaceited for a term from 5 to 40
years. The Concessions Law also provides for agnsidn of the term of the agreement
upon its expiration.

Termination

@) Issue: in view of the fact that the terminationtloé project agreement triggers a
series of compensatory claims as a result of updion in services or their
discontinuance, it is important for the innocentrtpato be adequately
compensated. However, an attempt to stipulate afisiple termination and
compensation statutory clauses with any degreer@gigion can be inhibiting.

*EBRD Draft Strategy for Turkmenistan 2012. httpufeaccountability.org/wp-
content/uploads/2012/10/EBRD-DraftStrategyForTunkisian. pdf

% Article 53 of the Law of Turkmenistan “On Hydroban Resources”

51 Articles 476 of the Civil Code of Turkmenistan




Therefore, statutory intervention should ensure tha parties have adequate
flexibility and freedom in negotiating terminatiamd compensation clauses in the
project agreement.

Under the Concessions Law the concession agreemawntbe terminated either by a
mutual consent of the parties or based on a coecisibns. However, should the
contracting authority terminate the concession egent prior to its expiration date, the
concessionaire is entitled for a compensation efds and/or damages incurred unde
such circumstances.

The Foreign Investment Law provides a guarantemwipensation to the foreign investor
in case of forced alienation of property. The for@dienation is enforced in the form of
requisition and applicable only in cases of forcejeure. The guarantee provides for
prompt, adequate and effective compensation. Nostahding these provisions, the
Foreign Investment Law does not directly provide poompt, adequate and effective
compensation in case of expropriation, nor dodsfine the pubic intere&t.

Recommendation
Clearly set out termination rights in the PPP coaitt, including
rights for each party to terminate for Force Majearand for the
other's default in certain circumstances.
Make clear provision in the PPP contract for compsation
payable by the authority on termination which adeajely
reflects the nature of the termination.

Settlement of Disputes

(@) Issue: Taking into account the complexity of PP#jquts it is of great importance
for investors, contractors and lenders that anypules arising out of the
implementation of the project is resolved fairlydaefficiently. There is the
possibility to involve arbitration in a neutral isdiction, though in this case, the
enforceability of foreign judgments regime in tlespective country should also
be considered.

Any dispute arising in relation to the concessiohvay, including (i) disputes between
the concessionaire and the contracting authoritpd &ii) disputes between the
concessionaire and state enterprises, public aghons, legal entities and individuals,
as well as disputes between the concessionaitedlito their activity that are resolved in

®2Ashgabat Consulting Team Law Firm - Internationaalfcial Law Review - Supplement to Forgein Investin
Guide 2011. For more information see: http://wwwiatupload/publications/file_eng_6.pdf
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the courts of Turkmenistan, if otherwise provideg dn international agreeméhtin
regards to dispute resolution, the Foreign Investrhaw provides that disputes are to be
settled in the Arbitration court of Turkmenistaitigation) or by the agreement of the
parties in a commercial (investment) arbitratiomunal. Turkmenistan courts uphold
arbitration agreements and choice of foreign lanegulate contract¥.

However, Turkmenistan is not party to the New Y@dnvention on the Recognition and
Enforcement of Foreign Arbitral Awards and there ne current mechanism of
enforcement of foreign arbitral awards in the I&gien of Turkmenistan. Nevertheless,
Turkmenistan is a party to the ICSID Conventiohgwing resolution of investor-state
disputes in the ICSID. In addition, Turkmenistars hegned more than 20 bilateral
investment treaties, allowing investors from paxyntries to apply to ICSID for disputes
resolution®®

(b) Issue: The issue of a government guarantee agadiwstse acts of governments,
namely from expropriation/nationalization is imgort to an investor coming to a
country and doing PPPs.

Turkmenistan's legislation does not provide fovate ownership of land, and thus allows
the government to force investors to vacate thamdlin the form of requisition or
confiscation either for state’s ownership or tengppruse. However, the Law on Foreign
Investments stipulates certain ground (e.g. iretrent of natural disasters, epidemics, anad
other extraordinary emergency situations) underclvha confiscation of investors
property is allowed®

Should confiscation occur, the investors are euitlto prompt and adequate
compensation. The amount of compensation shall dtermined based on the market
value of the property as of the date of confisegtmalculated by an authorized body of
Turkmenistan or by an independent appraisal andl ipaireely convertible currency and
in timely manner®’

International Regulatory Rankings of Turkmenistan

@) International Rankings
Measure Year Index/Ranking
TI Corruption Index 2012 170 of 174

83 Article 19 of the Law of Turkmenistan “On Foreioncessions”

% Ashgabat Consulting Team Law Firm - InternatioRiancial Law Review - Supplement to Forgein Inuesit
Guide 2011. For more information see: http://wwwiatupload/publications/file_eng_6.pdf

% Ashgabat Consulting Team Law Firm - InternatioRsiancial Law Review - Supplement to Forgein Inuest
Guide 2011. For more information see: http://wwwiat'upload/publications/file_eng_6.pdf

% Article 26 (1) of the Law of Turkmenistan “On Fige Investments”

67 Article 26 (3) and (4) of the Law of Turkmenist4dn Foreign Investments”
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Heritage Economic 2012 168 of 179
Freedom
MCC Government 2012 -1.11 (0%)
Effectiveness
MCC Rule of Law 2012 -0.98 (3%)

MCC Control of Corruption| 2012 -0.95 (0%)

MCC Fiscal Policies 2012 6.6 (96%)

MCC Trade Policy 2012 79.2 (76%)
MCC Regulatory Quality 2012 -1.53 (0%)
MCC Natural Resource 2012 30.4 (36%)

Protection
MCC Inflation 2012 4.5 (44%)

Although Turkmenistan has legislation to combatraption, laws are not generally
enforced, and corruption remains a problem. Fogméfle Ministry of Internal Affairs,
the Ministry of National Security, and the GendPabsecutor’s Office are responsible for
combating corruption. President Berdimuhamedovphdsicly stated that corruption will
not be tolerated. Turkmenistan also joined the Ubhv@ntion against Corruption in
March 2005. Notwithstanding these acts, the nomsparency of Turkmenistan’s
economic, financial, and banking systems proviaeslé soil for corruption. The non-
government organization, Transparency Internatioraalked Turkmenistan 170 among
174 countries in the world in its Corruption Peri@ps Index for 2019®

Legal and Regulatory Framework Recommendations

Notwithstanding some of the positive aspects offthekmenistan’s legal and regulatory
framework as described above there is no cleall Eghregulatory framework for PPP
development in Turkmenistan.

1: Clarity and certainty of a country’s legal and regory framework are necessary
conditions for the success of a PPP programme.eXistence of a PPP law can help to
attract investors to a country by enhancing orifgiag the legal framework applicable to

PPPs. This will also prevent reliance on genenakl¢ghat are not specific and therefore
not suited to PPPs. Investors and lenders will seekfort that the governing law of their

contracts affords them adequate protection anddisgutes can be resolved impartially
and efficiently.

2. A well designed PPP law could improve the legaimeavork applicable to PPPs by
addressing the following essential elements:

®Doing Business in Turkmenistan: 2013 Country ConuiaéGuide for U.S. Companies. For more informatee:
http://photos.state.gov/libraries/turkmenistan/8889pdf/Doing_Business_in_Turkmenistan_2013CCG.pdf
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clear and complete procurement procedures for thardh of a PPP
contract (including content of the contract notioegotiation/competitive
dialogue stages, remedies available to unsuccdsisiiérs on a successful
challenge);

clear guidelines on the contents of tender docuspent
state support and guarantees that may be avaitabigestors;

clear division of responsibilities for such mattexs project planning,
identifying priority sectors and conducting feabipiexercises; definition
and safeguard of rights and responsibilities ofhbptiblic and private
sector bodies; institutionalisation of and capadiyilding within the
government to ensure knowledgeable reference poiall stakeholders;
clear and complete guidelines in relation to theti® and supervision of
procurement procedures by public authorities and foject
implementation post contract award;

(v) establishment of a PPP institutional framework|udmg for example the
establishment of a PPP unit if a sufficient pipeliof PPP projects is
anticipated.

5.15 Bidding Process Recommendations

Clear procurement processes which uphold the pieiof fairness and equality to all
bidders and which provide transparency in the pudgictor's decision-making process are
necessary to encourage effective competition foP PRjects. This not only benefits
foreign investors and funders by providing comfbét their bids will be treated on merit,
but also benefits the public authority by achievbejter value for money, as increased
competition will help drive down prices and encaadetter technical solutions.

The Government might want to:
1. Set out in the law clear procurement process$eshvare suitable for PPP structures.

2. Ensure that procurement procedures uphold the Keygiples of fairness, transparency
and competition.

3: Ensure that the procurement framework makes théicpabctor accountable for its
decision, which must identify a winning bidder whas the ability to implement the
project successfully.

4: Consider establishing a procurement process whichstiuctured and includes
procurement stages that reflect the scale and eatpbf the project.

5: Design a procurement procedure which includes ¢mmdi that encourage competition
between bidders so as to allow public authoritsesdhieve better value for money.
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6: Advertise projects appropriately, using accesdimims of media.
7: Use award criteria that are objective and transpare

8: Authorities should strictly comply with procuremeptocedures as this ensures
certainty by removing the risk of challenge.

9: Publicly advertise contract award.

10: Notify unsuccessful bidders of decisions and pre\ad opportunity to give a debrief
of their bid, setting out the reasons for elimiaati

11: Give unsuccessful bidders access to clear righthafenge and effective remedies.
Allocation of Risk in PPP Projects Recommendations
The Government might want to consider:

1. Transfering the design and construction riskhi® private sector. The public sector
should be encouraged to make payments on a "naceeno fee" basis, i.e. where
payments to the private sector begin only on satiefy completion of construction or
demonstration of achievement of the specified perémce criteria.

2: Defining the standard of work required in the PBRt@act.
3: Applying incentives (penalties/bonuses) for thevgie sector to perform.

4: Making the construction contractor liable (eithgrdontract or in law) for defects in
the works for a defined period of time.

5: Allocating planning risks to the private sectout lencourage the public sector to
provide assistance.

6: Allocating responsibility for obtaining all othepprovals (for example, construction
permits) to the private sector, but the public @eshould provide reasonable assistance.

PPP Procurement Recommendations

A robust procurement procedure for PPPs must beloleed as part of an established
legal framework governing PPP transactions. Theomapce of this cannot be over-
emphasised. Too often in numerous countries ardi@dvorld, little thought has been
given to the quality of tender documents or thecpss they attempt to describe. From a
international investor's perspective, this creadepoor image from the outset. Well-
structured and clearly considered tender docunaettherefore a minimum requirement.
Specifically, the tender documents should:

(@) Clearly identify the tender process that will béldwed, including each process
that needs to be followed and the approvals reduireorder to take the project
from start to finish;
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Set a realistic timetable for the process. Tooroftee quality and robustness of a
project is jeopardised by an unrealistic assesswoietiie amount of time required
in order to procure PPPs. If the time period in téder documents is too short,
this will almost certainly cause private sector @lepers to think twice about
participating as it demonstrates an unrealisticeetgdtion within government. A
balance between a desire for speedy delivery amglestic procurement horizon
needs to be struck based on experience;

Identify the objectives of the public sector and #valuation criteria supporting
these objectives for the PPP must be clearly eshedul;

On a more practical issue, the government needggore that it has the capacity
to negotiate and then implement the schemes. Hidhen a key issue facing all
governments desiring to implement PPP programnmeaddlition, our comments
below in relation to the identification of pathfexdschemes should assist. At least
in the early stages of the programme, the experdisd capacity of host
government should not be spread too thin. Effdntsukl be concentrated on the
successful delivery of a few key schemes. Thereadte knowledge and practice
becomes more widespread, the programme can beaeghan

Security Package Recommendations

We list below a standard set of securities usuatuired in international PPP projects.
Lenders will expect a robust security package tqgut their investments in the case of

default by the borrower. The broad range of profeance securities normally available
to lenders includes the following:

(@)
(b)

(€)

Mortgages over any land and property held by tiogept company;

Fixed and floating charges over shares of the prgempany and any plant and
machinery, credit balances, book debts, intelldguaperty and other beneficial
interests;

Assignment of insurance policies by way of security

Assignment by way of security with respect to alteivables against the public
authority, the subcontractors, the hedging couattigs, the insurance companies
and the tax authorities and all rights in respdcamy agreement to which the
project company is a party;

Arrangements relating to the proceeds account amroél the proceeds generated
by the project through a blocked account usualfyt kéth the leading bank; these
usually provide for a payment order in accordandth va cash cascade (or
waterfall) clause;

Project support agreements: completion guarantdéoragost-overrun guarantee
from the project sponsors;




Subordination of sponsor’s capital and loans tdeheer’s facilities;
Interest hedge/currency hedge arrangements;

Collateral warranties such as direct duty of cayee@ments from subcontractors;
and

Direct agreements, which provide step-in rights tfee lenders to step-in to the
project in circumstances where the Project SPVdadiaulted and is in danger of
its contract being terminated (for example, by @aeplg the constructor or operator
if they are not performing during a specified pdraf time or by transferring the
contract to a suitable substitute). Direct agreeamefso usually provide for the
subordination of the authority's rights to thosehef lenders.




INNOVATIVE FINANCING OPTIONS FOR CLEAN
INFRASTRUCTURE AND ENERGY EFFICIENCY
DEVELOPMENT IN TURKMENISTAN




In many emerging
economies, clean
energy generation is
paid for by a small
surcharge on
consumer bills. There
are some local content
incentives in place to
encourage domestic
manufacture and
domestic jobs. Brazil
makes financing from
the local development
bank BNDES
conditional on
securing local content
in the project.

In China the Chinese
government
introduced supportive
policies for Chinese
wind such as massive
central and local
government support
for industries and
power companies
developing projects, in
the form of land
grants, low-cost credit
and political
incentives.

The Chinese also
introduced a feed-in
tariff level paid for by
a surcharge on
consumers. There are
also central and
provincial targets for
wind and RE
development from the
five-year plans.
Though not legally
binding, they act as a
form of soft renewable
power purchasing
mandate.

SECTION 6

(@)

INNOVATIVE FINANCING OPTIONS

The Strategy and further action plans for its esdion offer

Turkmenistan a possibility to access the Globale@r€limate

Fund to obtain financial, technical and technolabassistance
from international sources.

The government should try and take advantage oavladable
international resources such as funds within UNFC&@
Kyoto Protocol, i.e. GEF, Adaptation Fund; Globafteén
Climate Fund (launch envisaged in 2013); Kyoto &tol
mechanism for the reduction of greenhouse gas &mgs
Clean Development Mechanism and other internationg
financing arrangements to support emission redoeftorts.

The government should take advantage of the prop&ié¢
Project on “Support to the introduction of Sustainable
Development policies-rationale use of natural rases in the
energy-environment sectors in Turkmenistaarid its synergies
with the Investment Facility for Central Asia whiclvas
established by the EU. The EU supports Turkmenidign
national-level programmes worth €22 million, foretl2007-
2010 period and €31 million for 2011-2013 some diich is
allocated for energy efficiency and renewable eperg
development. In addition, the EU also created thsténable
Energy Programme for Central Asia: Renewable Energ
Sources-Energy Efficiency, a regional EU initiatitee set up
the necessary mechanisms enabling the penetration
renewable energy sources in the energy mix.

At the national level the Strategy offers to estibh National
Clean Climate Fund, the budget of which may be &mrfrom
various sources including: the state budget of menhkistan;
fixed percentage allocations from energy exportenees
(natural gas, oil, electric energy etc.) and thddat of which
can be used to support pilot projects for enerdigiehcy and
renewable energy development.

Financial sources and know-how from internationbhnd gas
companies in Turkmenistan can be used to help dpvel
renewable energy know-how or pilot projects in Tadnistan
by allocating a percentage of fees from the pradacsharing
agreements and allocations from gas exports prdcase a
result of adopting energy efficiency methods to ttaional
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green economy sector.

The government should introduce renewable enengets and feed-in tariffs in
order to provide clarity and certainty to the ptevaector and in order thus to
attract finance from the private sector for reneéeabnergy developments.
According to the recent UNEP report sur¥eyeed in tariffs are considered to be
the strongest policy instrument in leveraging pievanvestment and finance. By
guaranteeing the price and providing a secure ddnfaed in tariffs reduce both
the price and market risks, and create certaintyhe investor regarding the rate
of return of a project. It is import to ensure eefficiency of tariffs for society
and feed-in tariffs do not need to be high they need to be stable and durable.

The government should help develop local finanaiatkets for renewable energy
development by state-supported lending programmues the stabilisation fund

managed by the Ministry of Finance. The stabilwatfund could channel the
country’s oil and gas revenues into renewable gnengd energy efficiency

development in the country.

The government can help push local capacity bujldior renewable energy
development by providing incentives to parts of teeearch and development
chain, from basic research in universities to agupliesearch through mini pilot
projects. In addition, in September 2011, the gowent established the State
Development Bank to provide soft loans to state-@dvand private enterprises,
which implement projects aimed at increasing prtidacand creating jobs. The
State Development Bank could act as a financialygsttfor energy efficiency and
renewable energy development by providing soft $odn encourage the
development of green economy via energy efficieacyl renewable energy
development.

The government should work on improving is genaragéstment and country risk
profile. Country risk forms part of an overall assment by investors before
investing in PPP projects. Perceived investmeksrean have more of an impact
on the effectiveness of renewable energy polides tdo potential profits and
costs, so that for national governments seekingattoact renewable energy
investors to the country, the question of risk masstdirectly addressed through
various policies, actions and procedures directigmaking the investment
environment safe and reliable.

The government should consider introducing somtheflaws designed to make
investment more economically attractive to the gievsector, these can include:

0] Property and sales tax incentives;

UNEP Financing Renewable Energy in Developing Caesmt 2012.
http:/imwww.unepfi.org/fileadmin/documents/FinancifRgenewable_Energy_in_subSaharan_mol.pdf
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Production and investment tax credits;

Grant or rebate programs for renewable energy dpeet and owners;

Loan guarantee programs;
Renewable energy interconnection standards;
Government mandated long-term off take agreemerfeed in tariffs;

Efficient and effective dispute resolution system.




SECTION 7 CONCLUSION

At this stage of clean infrastructure developmenturkmenistan it can be suggested that a PP
model might not be the most appropriate due tosthell scale pilot projects which are being
undertaken. However, once the government decidesdewelop the legal and regulatory
framework resulting into a more tangible privagetsr interest, it will then be viable to prepare
a selection of appropriate clean infrastructurggmts to develop via a PPP model.

As mentioned throughout this report, if PPPs werédurish, it is vital that a strong legal and

regulatory framework is established to govern PRRsactions as without this it will be almost

impossible to attract private sector investmemt.view of the nature and the lengthy time frame
of such projects it is imperative that the intesest both the public and private sector are
protected by law. It is evident that an establistegghl framework governing PPP transactions
creates an incentive and an enabling environmenprimspective investors. As expected at this
stage of PPP development, Turkmenistan does ndiayet the necessary subject matter expertis
or skills within either the public or private sexdpto develop and deliver a major PPP
programme. Institutional capacity building at leadd line ministries is needed in order to
improve the skills of public officials dealing witPPs. On a more positive note, there appears

be a degree of commercial expertise within the ipidgctor in contract dealings with the private
sector, especially in the oil and gas industry.

Solid technical skills and knowledge are preredessifor effective design, installation,

commissioning, operation and maintenance of cle&mastructure projects. Many of the clean
infrastructure related capacity building projecésé focused too much on training activity that is
not well integrated into actual project developmamd implementation. A narrow set of capacity
building tools, mainly seminars and workshops haeen employed with little recourse to

practical training and programs based on learnindding. In our view, it would be beneficial to

invest in pilot scheme projects through which logalernment and public authority practical
capacity building could be achieved.

A sizeable PPP programme for clean infrastructuieeebpment in Turkmenistan would be
affordable for the public sector, provided thatosy economic development continues. The
government of Turkmenistan might want to consideking the necessary steps to raise
awareness about the importance of PPP for itssinfreture development and clean infrastructure
development in particular. An awareness programhueild be introduced at all levels of the
government and the private sector in the counttiuging an identification of a pipeline of PPP
pilot projects in the near future. With the righolipcal and institutional conditions,
Turkmenistan could focus its attention on key dekcprojects. Such projects if delivered
successfully could play an essential role in crgpél reputation of Turkmenistan as a destinatio
for PPP investment.

Energy efficiency and clean infrastructure develeptmon a larger scale via a PPP model ca
contribute towards the diversification of Turkmeaiss economy through the creation of a
national green economy. Central to this should belear incentive to reduce end-use
consumption of natural gas: exports of naturalgyaside valuable revenues to the state budget
whilst internal consumption is financed mostly bg tgovernment. By reallocating such finance
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towards the creation of a national green economyairtnership with the private sector via the
PPP model, the government can help mitigate theedtim climate change effects whilst
boosting internal development and growth. At thenesdime, natural gas saved through energ
efficiency and/or clean infrastructure developmeah be exported, resulting in a win-win
scenario for the government.
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