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1. Introduction

The world is facing an increasing demand for intfiature. The rapid growth of the
world’s population, the urgent need to make furthewgress in achieving the United
Nations Millennium Development Goals, and the needitigate the effects of climate
change, are coming together and overstretchingyey@rernment’'s budget many times
over. Pressing areas of need range from water andason, waste management,
hospitals and health care, schools to roads, ggeergy and many more. Estimates by
the OECD put the figure at 35 billion US dollars feew infrastructure and 45 billion
US dollars for the mitigation of climate changeeafs in countries with emerging
economies alone. It is not a discussion of why, gheblem is how to find funding to
meet these enormous needs.

The traditional approach of governments in meetivagy infrastructure needs is either to
use the State's own budget or privatisation. Tt fs by far insufficient to meet the
needs while the latter only works in very specifistances. There is though a third way
in undertaking this task. Governments are focushegr attention on the role of the
private sector to help — with emphasis on the whadp’ - but in a distinct new form,
namely Public-Private Partnerships (PPPs). TheablPPs is of critical importance.

The number of PPP projects worldwide has increag@onentially over the past decade
or so, and there are over 4500 successful projectthe world today. However,
unfortunately, there are only a few PPP projectst tre successfully operating in
developing countries and transition economies. Algh CIS countries are beginning to
look at PPPs as a means to addressing their infcaste challenges, for most of these
countries PPP is a totally new concept and a matele there is no living memory of,
and substantial project-focused capacity-buildind &aining will be required in order to
deliver successful projects.

1.1 Capability Gap

The vast majority of countries with economies @ngition and developing countries in
the UNECE region and beyond that are at the instalges of developing national
infrastructure investment strategies, including &RRed to improve their understanding,
knowledge, capability, skills, and establish e#idi processes that would allow them to
properly develop and deliver their PPP strategiée UNECE recognised this capability
gap and undertakes PPP assessments in order $b @asntries to develop their PPP
strategies according to best international pracgoethat they might successfully deliver
much needed infrastructure on a large scale anatdioated basis, for the good of the
citizen and at a cost that represents ‘value fonegd

1.2 The UNECE PPP assessment in Kyrgyzstan

In addressing this capability gap in Kyrgyzstane tdiNECE, through its Team of
Specialists on PPP and the UNECE International ERRtre of Excellence, and in
cooperation with the Ministry of Economy, held aris® of meetings with key
stakeholders involved in furthering PPP developmeriKyrgyzstan (including lead and
line ministries, financial institutions, private $inesses and representatives of



intergovernmental organisations). The knowledgeaiged from these meetings, together
with the replies to the pre-visit questionnairee(denex Il) helped to formulate a number
of recommendations contained in this document.

The programme of consultative meetin
in Kyrgyzstan took place from 10 to 1
September 2012 (see Annex lll), and
was specifically designed to engage
of the major stakeholders in Kyrgyzstd 0 make a thorough examination of the

Box 1 - UNECE PPP assessments

The purpose of the PPP assessment is to:

who are involved with infrastructur enabling environment and identify
development, both in the public ar challenges that may face a country in its aim
private sectors, as well as maj to attract private capital for infrastructure
international organisations. Most of th development; and

meetings with line ministries were ¢ o consider areas where PPP pilot projects |are
the level of Deputy Ministers, whil needed and feasil.

those with the banking community and

private businesses were at the level of senior wkexs. The consultations with the

various stakeholders were informal in nature, amel knowledge acquired from these
meetings together with the replies to the pre-gsiestionnaire provided the basis for the
PPP assessment repddbX 1 above contains the rationale for UNECE PPP assagsin

1.3  Structure of the PPP assessment

The focus of this assessment is on options to it@al financing of infrastructure
development through the use of Public-Private Rastrips (PPPs), with a special
emphasis on infrastructure projects in the area&mtified in consultation with the
stakeholders (see section 3 below). The assessmiéinalso identify areas where
potential pilot projects through PPPs could be used means to bring about private
sector financing for infrastructure projects. Inmpso, the assessment will touch upon a
number of areas in the enabling environment releaddPPs and will identify areas that
might need further consideration in order to attrédte necessary private sector
investment into infrastructure projects.

Besides this introduction, the assessment is divid® seven sections. The assessment
will first dwell on the PPP model and how it haswn tremendously in popularity as an
alternative procurement mechanism to provide esgdgniblic services, before it focuses
on the infrastructure needs in Kyrgyzstan iderdifile consultation with the stakeholders.
The assessment will then explore the relationskipvéen environmental considerations
and the need for infrastructure projects, which asoe essential for the continuous
economic and social development of countries witbnemies in transition. It will then
touch upon areas in the PPP enabling environmahitie crucial to attract private sector
interest in infrastructure development, followed &y overview of renewable energy
capabilities in Kyrgyzstan, both in terms of potehaind also in terms of public sector
capacity, and the role that PPPs play in this etusector in the Kyrgyz economy. The
assessment will then elaborate on three projeetstifted in Kyrgyzstan that have the
potential of being delivered as a PPP, and conslinyeproviding a number of targeted
policy recommendations aimed at securing the vtgof these projects that could serve
as a launching pad for PPP development in the cpunt
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2. What are Public-Private Partnerships (PPPs)?

PPPs are projects in the field of infrastructureetlgoment, and are defined by the
UNECE as: innovative, long term, contractual areangnts for developing infrastructure
and providing public services by introducing prevasector funds, expertise and
motivation into areas that are normally the respmlity of government.

PPPs are therefore arrangements between governf@enbhat national, regional or
municipal level) and private sector entities ainmegdfinancing, designing, operating
public sector facilities and services in a hosinffastructure sectors, including transport,
water and waste water, education, energy, heattredncation. In other words, PPPs are
a mechanism for attracting private investment imfoastructure development defined
both as economic infrastructure, such as trangpamtaand energy, and social
infrastructure, such as schools and hospitals. $actmerships are characterized by the
sharing of investment, risk, responsibility and aeev between the partners. The
underlying logic for establishing partnershipshattboth the public and the private sector
have unique characteristics that provide them \aitlvantages in specific aspects of
service or project delivery. The most successfutngaship arrangements draw on the
strengths of both the public and private sectastiablish complementary relationships.

The dual characteristics of a PPP @reject finance (where private lending is provided
on the basis of the revenue stream of an asset)a@ng-term contract between the
private and public sector (typically, 25 to 30 ygarfor the design, financing,
construction, operation, maintenance and trangfera(combination thereof) of public
capital assets by the private sector. Some of #yedlvantages of PPPs are elicted in
Box 2.

Box 2 - Key advantages of PPP’s
PPP is one of a number of ways
de"vering pub“c infrastructure an The advantages of PPP’s include the fO"OWing:
related services. It is not | ®* Ontime and on budget delivery of projects;
substitute for strong and effectiy © Innovation and diversity in the provision of
governance and decision maki public services;
by government. In all case| » Value for money for the taxpayer through
government remains responsik optimal risk transfer and risk management;
and accountable for deliverirl = Efficiencies from integrating design and
services and projects in a manr construction of public infrastructure with
that protects and furthers the pub financing, operation and maintenance;
interest. » Competition and greater construction capacity

(including the participation of overseas firms,

Typically, a government agenc especially in joint ventures and partnering
will specify the outputs or service arrangements);
required. The job of producinl «  Accountability for the provision and delivery of
detailed designs, finding th quality public services through a performance
finance, ~ organizing the incentive management/regulatory regime; and
construction ~ and  on-goin . Effective utilisation of state assets to the benéfi
management of the facility is let t of all users of public services.
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a private consortium by way of a competitive tenddre private consortium is typically
organized by a lead contractor who brings togetfganciers, engineering firms,
construction companies and facilities managemempemies, to provide individual
services.

According to international best practice, the PP&Uaeh offers a number of advantages
over ‘traditional’ public procurement, especially ihincreases the certainty of outcomes
(that is, ‘on time’ and ‘on budget’ delivery). THeey differences between the two
procuring methods are containeddox 3 below.

Box 3 - PPPs as an alternative to ‘traditional’ pulic procurement

There are different ways in which the private seci@n invest in public infrastructure
projects. On one end of the spectrum we find treaitional’ public procurement, while
on the other end, we find outright privatisatiolPH3 are essentially what comes |in-
between, and are different from both ‘traditioraliblic procurement and privatisation |of
public assets. In the case of privatisation, faregle, accountability for service delivery
and ownership is transferred on to the privateaseethile accountability in the PRP
model remains vested in the public sector.

The key differences are:

» specifications in PPPs are measured in terms @ptas’ rather than ‘inputs’ as in
‘traditional’ public procurement;

» the private sector is responsible to finance, bald operate the asset;

» the public sector ‘purchases’ the services throwvghular payments (servige
payments) or income generated (user fees) ovdiféhaf the contract;

* in a PPP, any costs overruns remain at the prasttor’s risk;

« risks associated with costs of design, constructoperation and maintenange,
and demand for the use and service provided bgdbket, are transferred from the
public to the private sector in a PPP project;

* in a PPP, construction costs are funded by theafwigector, thus relieving the
pressure on government funding for infrastructur@gets requiring significan
capital investment; and

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

~—+

The PPP model has grown tremendously in populanitthe past years. This growing
interest is mainly due to the lack of resourceggovernments to meet their growing
infrastructure requirements and the desire of tlegizens for better public services.
Besides its attractiveness as a model that haspohbential to bridge the so-called
‘infrastructure gap’, there is increasing evidenitwt the PPP model relative to
‘traditional’ public procurement tends to delivepjects to budget and on time, and these
are core characteristics of the PPP model. Inftitle PPP model was attractive to
governments as it was considered as a financiahamem for expenditures to be placed
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‘off balance sheet’. A shift from using PPPs fondincial reasons can however be
observed once governments realise that the PPPI wendde effectively used to achieve
greater efficiency and create added value. Beddewy critical for the modernisation of

infrastructure, better public services improve lities of citizens and thus help countries
achieving their Millennium Development Goals.

As compelling as PPP’s can be, a major caveat rean&PP projects are inherently
complex, and require special expertise, knowledu skills for their implementation.
Governments often lack the capacity needed to tefedg manage a PPP project and
often find themselves at a strategic disadvantagbdir more experienced private PPP
counterparts. The issue of public sector capasitgddressed is section 5.2 below while
some of the major drawbacks of PPPs are elict@&bx% below.

Through PPPs, government
are more able to undertakg

projects f_or the_ benefit of t_he|r The disadvantages of PPP’s include the following:
citizens, including the socially

e economically | | cF:)oPrrlT I'ggpetziactﬁanarfontiﬂf glr:)::ll mrlf)%h rerr::zrnet
disadvantaged. PPPs alloy 2 venti procu

governments to approach contracts;

projects which are essential t{ © Each party bidding for a project spends
economic and social considerable resources in designing and

development and which they evaluating the project prior to submitting a

might otherwise have felt were tender; . L
necessary but that werd ° There are typically very significant legal costs

Box 4 - The major drawbacks of PPPs

hitherto unobtainable due td in contract negotiation due to the complexity
lack of the necessary funding and long duration of the project;

Most importantly, the PPP| ® Given the difficulty in estimating financial
model embraces thd outcomes over such long periods, there is p
Millennium Development risk that the private sector party will either go
Goals, in particular the bankrupt, or make very large profits. Both

challenges of sustainablg
development and decen
livelihoods of citizens.

outcomes can create political problems for the
government, causing it to intervene.




3. Infrastructure Needs in Kyrgyzstan

International experience in the UNECE countries laagond has consistently shown that
infrastructure investment and development strategied plans should begin with an
understanding of the needs, be it on a nationglpnal, local or municipal level. Once
the needs have been identified, strategic servimgeis should then be developed for the
delivery of public services and lastly an infrasture plan developed for the delivery of
the infrastructure required to support the deliveiryhe services. This sequence of needs,
service model, and infrastructure represents iateynal best practice for the efficient
and cost effective delivery of infrastructure, whigdtimately improves the quality of life
of the citizen and the economic performance ofteonar region, in a meaningful way.

Typically, governments’ needs focus on some or ddllithe following: growing a
sustainable economy; creating opportunities; tagklthe socially and economically
disadvantaged; improving health and wellbeing; guxbihg the environment; safer
communities; and the delivery of high quality arfiicent public services.

Quite often public authorities tend to rush inteftdery” mode as they are naturally keen
to see capital works commence, having made assomsptivith respect to demand,
without having first necessarily undertaken needeniification and subsequent
programme and project appraisal, to ensure deléyaof solutions that address public
needs.
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One of the key challenges facing governments inUNECE region and beyond is to
achieve the right balance between social and ecmnorfrastructure on the basis of
available resources. It is therefore importantgablic authorities to get their priorities
right vis-a-vis the economic and social needs endbuntry.



One of the key questions posed to stakeholdersyngy¢stan during the consultations
was precisely on what they considered as the kewamnic and social infrastructure
needs today in Kyrgyzstan, and which of the twodseén their view, should be given
priority.

In respect of economic infrastructural needs, tlaggeared to be widespread consensus
among the respondents and stakeholders that sigmnifinvestment is required in the
sectors of:

1. Energy;

2. Solid waste management; and

3. Transportation (road and rails).

PPP has been proven to work well, internationafiyall of these sectors. PPPs can be
used in the energy sector in respect of Energy flliaste (combining solid waste
management with renewable energy generation) arter oRenewable Energy
developments (hydropower, solar, wind, etc.).

In respect of social infrastructural needs, agdierdé appeared to be widespread
consensus that the following sectors are of pgiphealthcare, education, and housing.
All of these “accommodation” type projects are vergll suited to the employment of
PPP. These projects to develop facilities genegtigrate on an asset availability based
contract, which in turn leads to much improved ®menat reduced life-cycle cost to the
public sector.

When asked which was the greater need - economgoacal - a slight majority of
respondents indicated their belief that economiednis of a higher priority than social
need in Kyrgyzstan today. From a PPP perspectig,view mirrored that of the PPP
experts consulted during the preparation of thgessment, who argued that in its PPP
policy, Kyrgyzstan might want to focus on ‘hard’cémomic) infrastructural projects
initially before moving to ‘soft’ (social) infrasicture projects. It is therefore
recommended that the PPP focus should first beconagic infrastructure projects,
especially those which do not pose a burden optlc purse, before embarking on the
social infrastructure projects that would entailipéic availability payments over the
whole-life-cycle of these projects.

Several challenges to the delivery of Kyrgyzstaméeds were raised by respondents.
From a funding perspective these included: lackpwalblic capital and of government
underwriting; efficient use of public resourcesffidulty in accessing foreign capital;
lack of available debt especially beyond a tendenfyears; and onerous lending terms.

Political and institutional challenges identifieshcluded: political instability; closer
working between Ministries; decentralisation andcré@ased local autonomy and
municipal borrowing power; greater inter-municipalco-operation; greater consultation
between government and private sector before dmssare taken; reform of public
administration; reduced bureaucracy; improved PR& @mmercial skills within the
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public sector; more transparent procurement andtgrdiberalisation and independent
regulation of existing markets; and increased autsng to encourage improved
performance though competition.

It was roundly confirmed by respondents that neieetorial Strategic Service Models,
nor a National Infrastructure Plan, exist in Kyrgtan.

There was widespread agreement that the peophegat knew very little about what PPP
is and how it can benefit the country’s economid aocial development. The private
sector also has little understanding of the PPRamn

In view of the above considerations, most notabky $pecific infrastructure needs in
Kyrgyzstan today as identified by the stakeholdesssulted, the orientation of the
assessment will be on green infrastructure projedtis a special focus on renewable
energy, which is such a critical sector in the Ksrgconomy. But can sustainability and
PPPs go hand in hand? This potentially confliciegect is considered next.
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4. Can sustainability and infrastructure developmen go
hand in hand?

From a sustainability point of view, the PPP modries incentives to deliver public
services in a more environmentally sensitive wayalPPP, private companies have an
incentive to consider which design features andstantion materials will generate
optimum whole life costs across the life of thetcact. This might mean that a contractor
chooses to invest in higher cost design featuréisoe features will be offset by lower
maintenance and running costs during the operdtid@af a contract and beyond. There
is a problem of perception that environmental tedbgies are a luxury that government
cannot afford. However, PPP projects have demdestréhat investing to deliver
environmental improvements can lower running cagdice waste and have health and
social benefits, such as better working conditions.

In order to integrate sustainable development PRPs, a two-fold approach may be
taken. The first step is to disseminate best practiase studies as to the reality of
incorporating sustainability principles into PPEIoand operations, which would bridge
the existing perception gap. The second step ismrove the policy coordination
between the economic and finance ministries thae masponsibility for a relevant PPP
project or programme, and environmental ministri@s, order to maximize the
contributions of PPPs to sustainable development.

The responsibility of infrastructure projects — wWiex procured traditionally or as a PPP
— often rests with the economy, finance and trarispainistries rather than the

environment ministries. The former group of minedrtend not to be well versed in

environmental issues, included those related tmatk change mitigation, whilst the

environment ministries often lack the understandihghe economic and business basis
of infrastructure projects. Public bodies involviedthe procurement of infrastructure

projects should therefore benchmark their stragegigainst their own Government's

environmental policies. Furthermore, public bodigsould ensure that sustainable
development advisers are consulted in order to thepontracting authorities to ensure
that sustainability considerations will be consisigincluded in infrastructure projects.

A strong argument is made to integrate the priesipdf sustainable development into
infrastructure projects, by reflecting environmeém@nsiderations in the objectives of the
projects, setting specifications and awarding mtsjéo those bidders who fully match the
green criteria. Public bodies can build into thentcacts environmentally preferable
products, such as avoiding ozone depleting chemicethoosing low maintenance
materials with low embodied energy and made frooycked materials when possible.
They could also specify types of buildings, suclemasrgy efficient buildings, which can
be designed from the outset for disassembly angtliag.

Public bodies involved in the procurement of infirasture projects could also send a
clear signal to the private sector that sustairtghilill be rewarded in evaluation of bids

and in the award of a contract. If this approachienwt®e be pursued, the selected bids
would need to demonstrate that they have underdtwdeeds of the site and that they
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have the ability to develop appropriate solutiorsoly meet environmental requirements
to conserve resources, minimise waste and redutgipo both during construction and
during the lifetime of the projects.

Furthermore, the final evaluation of tenders shaudd be based on price alone. The
requirement in the public sector to achieve valoe rhoney for the taxpayer means
looking beyond the initial price to take accountlué whole life costs and quality. A low

cost design may result in high maintenance andabipgrcosts and negative environment
impacts.
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5.  PPP enabling environment conducive to infrastrutire
projects

This section highlights the main areas in the cgtgenabling environment that are key
to attracting private sector partners in infradinoe PPP projects. But before embarking
on the PPP enabling environment, it would be udefprovide an overview of renewable

energy projects and the importance of public secéacity which is so crucial in the

preparation and delivery of projects.

5.1 Renewable energy and PPPs

Renewable energy is energy that can be generatethihvaand repeatedly in the natural
environment. The underlying assumption is thatwextide energy sources produce lower
levels of pollutants, including greenhouse gadea bther sources of energy. They also
do not deplete the natural resources availablearehvironment in the same manner or to
the same extent, therefore mitigating fuel pris& and improving energy security.

Renewable energy is also perceived to help enceusagtainable energy supply and
developing new technologies in consideration of tbheg-term needs of society.
Renewable sources of energy can involve any nurabelifferent fuel sources. Solar
power has fallen in price significantly in the lasb decades, and significant investments
are being made in photovoltaic farms around thddyarcluding in developing countries
(see case study of the Lopburi solar farm in Tinailen Annex I).

Wind is another source, though it is considered teBable than other sources. Electricity
can also be generated from wave and tidal powdrowagh this technology is still at its
infancy. Waste can also be used as an alternatatleahd it could either be incinerated or
biogas could be extracted from organic waste talyce energy (see case study of the
PPP waste-to-energy project in the City of Vancou@anada in Annex I). Biomass
deriving from plant and animal matter is also cdesed as a renewable source to
generate electricity.

For renewable energy project development a PPRacteaistically takes the form of a
Design, Build, Finance, Operate (DBFO) arrangematihough a number of Build,

Operate, Transfer (BOT) projects have also beereldped. In a DBFO type of

arrangement the government would specify the sesviequired and the entity would
design and build a specific asset for that purptrseaddition, the entity finances the
construction and operates the asset for the cdattgmeriod and provides the requisite
services.

A typical example of a renewable PPP project is sbecalled “independent power
producer” (IPP) plant. This usually involves thevelepment of a new power generating

! For a more detailed information on the differeamiewable energy technologies, see study by thet)nit
Nations Economic Commission for Africa, “BuildingiBlic-Private Partnerships for Climate-Friendly
Investment in Africa”, November 2012.
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facility by a private company that sells the powml government utility company that
distributes the power to individual customers.He tase of IPPs, the assets will belong
to the private company but the power will be sa@dhe government (or a government
power utility company) for distribution as a pub8ervice to customers. For IPPs, the
critical form of PPP contract is the Power Purchageeement (PPA) between the private
power generator and the government purchaser gbdater. PPAs, which are common
among all renewable energy sources, are very impbgiven that before investing in
IPP plants private entities and lenders want tsure thathere is a secure market for the
future output of the facilitylt is then the responsibly of the government-owpeder
utility company to decide on the best use of thipwaiuthrough its distribution strategies
(to meet domestic needs and to export any surplasighbouring countries).

5.2 Public sector capacity

Public sector capacity and institutions are keyuocessful PPP projects to make sure
that risks are adequately allocated between thégad the private sector. In the energy
sector, for example, a process required to comglryelPP requires individuals within
the public sector (including government-owned wtitompanies) who understand the
disciplines and requirements of IPPs and, in palei¢ the typical expectations of the
lenders. The financings of an IPP inevitably lea@ particular focus on cash flow issues
in that the only cash flow available is that throutpe terms of the PPA itself. As a
consequence, the scrutiny applied to the termkisfdocument and the capability of the
counterparty to perform in accordance with the &eohthe PPA, is very high. Lenders
will require certainty as to the key risk allocatissues in the project documentation, and
in particular, the PPA. Solid technical skills dambwledge are prerequisites for effective
design, installation, commissioning, operation andintenance of renewable energy
plants.

Many of the capacity-building programmes in transiteconomies have focused too
much on class room type training activities that mot well integrated into actual project
development and implementation. A narrow set ofacép-building tools, mainly
seminars and workshops, have been employed witd fecourse to practical training
and programmes based on the “learning by doingtasmh advocated by the UNECE. It
would therefore be beneficial to invest in piloheme projects through which public
sector practical capacity-building and training Icoloe achieved.

Capacity-building at various levels was identifieg all stakeholders consulted in the
preparation of this assessment as the most crueatl today to develop PPPs in
Kyrgyzstan®

% The need for training and capacity-building is entlemic in Kyrgyzstan and UNECE'’s experience & th
training and capacity-building remain essentiaabling countries with economies in transition to
develop their PPP programmes. In devising a capacitding and training strategy, one should keep i
mind that in order to be effecting and enduringyazaty-building and training should be a continyous
progressive and iterative process that is partioiyacountry-driven and consistent with nationabgties

and circumstances. Furthermore, this process hias sopplemented with the experiences of countvids

a more mature PPP programme, whose best (and goiost) practices and lessons learned remain crucial
in avoiding early mistakes and failures.
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The lack of public sector capacity in Kyrgyzstarore of the main drawbacks identified
in this assessment to attract private sector istéreinfrastructure development. This is
not endemic to the renewable energy sector bus applicable to other sectors where
the private sector investment in infrastructure eisvisaged (transport, healthcare,
education, etc.).

The training is envisaged to be:
» project focused (adopting a ‘learning by doing’ eggeh); and
» once the basic skills are acquired, would eventuadl delivered by local trainers
using the academic institutions available in Kyrgjgn.

The subject-matter of training and capacity-buitdis envisaged to be focused on:

» the gradual reduction of the overarching role ef 8tate in the PPP process; and
» the need to create more space for the private rsexidevelop especially in the
modernisation of Kyrgyzstan’s infrastructure.

Adequately trained and experienced public officialpublic-sector institutions (such in
in the PPP Unit — see below) are one of the fundda@héngredients for a successful PPP
programme, along with a robust legal framework suigal by the necessary political will
to steer the PPP process through its various staesse three pillars of a PPP
programme are depicted in the table below wBde& 5 below provides a checklist of the
key points that governments should address foceessful PPP strategy.

Key components of a PPP programme

These three components have to be supplementednbgdaquate PPP enabling

environment that is conducive to attracting invesend lenders to participate in building

the necessary infrastructure for the™2®ntury. Lenders and developers look beyond
transaction-specific characteristics when makingestiment decisions. In selecting

projects, they also consider the wider politicagdl, and economic contexts which

govern a project.







The natural way of housing new public sector skidlgshrough a PPP Unit, the main
functions of which are elicted iBox 6 below, which should take a prominent role in
defining and implementing a robust PPP strateggitgpto financially viable PPP
projects.

Box 6 - The key functions of a PPP Unit:

 help develop and support the management of thegirpjeparation process;

* provide the policy, technical, legal and other sarppmechanisms to local
authorities and government ministries that haverdsponsibility of putting th
project together rather than undertaking the ptsjaself;

+ help the relevant procuring authofitjo more confidently manage the whole
process (including engagement with external ads)stsom the development of
the initial project design through to the bid ewion process and post financjal
close;

» take on the role of consulting with investors amthmunicate to line ministries
their concerns regarding legal and institutionatlboecks to the implementation
of PPP projects;

» develop the market for PPPs, which can providensistency of approach across
a wider range of projects — thus limiting the chatitat the private sector might
play one part of the public sector off against hegt

« play a crucial role to maintain a strong dialogu#hll players in the markét;

* hold regular seminars for the commercial advisdegal, technical and financia
and

* engage with advisers and get their informal adyekich is a form of ‘market
testing’) at the various phases of project develepm

Source: UNECE Guidebook on Promoting Good Governarein PPPs

However, developing skills inside government présenmajor challenge. There are a
number of new skills that must be developed for BRch as negotiation, contractual
and financial skills. One of the key challengestlimt instead of the traditional

approaches, which focus on inputs, PPPs requitks skat can identify the outputs of

projects. These skills are generally not found iwidlovernments but these skills may be
acquirable. The challenge is to retain skills assghifrom the private sector within the

public sector.

The very small PPP Unit in Kyrgyzstan is housedimitMinistry of Economy. Although
the staff in the PPP Unit is fairly competent inPPRatters, its number is insufficient and

% It is important to carefully prepare and developjgcts, especially given the long-term contrachatlire

of many PPP deals and the scrutiny they will subsetly be subject to by lenders’ credit committard
the public at large.

* Particularly one that is new to PPP or if the gebjs particularly new or complex.

® This often starts purely as a need to liaise &P technicalities and to provide the private seoith
information. The role usually develops becauseuthiereports to public sector colleagues the kadifigs
about market attitudes and companies’ responsgmliic sector actions and statements, in additon t
reporting details and views about the private sé&ctmpacity.
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it has to divide its time with other responsibégi It would therefore be advisable to
strengthen the PPP Unit by allocating more ressurc®oth human and financial — in
order to better fulfil its statutory role and tosere that the newly-acquired PPP
knowledge is translated into viable infrastructprejects in Kyrgyzstan.

5.3 PPP enabling environment

The enabling environment of a country can be lgoslelfined as the complex sum of
conditions that allow or limit its economic and sbadevelopment, depending on the
actions and policies of various actors, especiglyvernments. Conditions vary
enormously across countries, ranging from a dieglidr even oppressive environment in
some cases, over restrictive or problematic envnemts, to models of good practice to
be followed.

The relationship between the existing enabling ensoanment and PPP development

A Government wishing to implement a PPP programnileneed to consider early on in
the project development whether there are any #&spef the existing enablin
environment that would limit the scope of the PRBgmmme, and ultimately, the
infrastructure projects.

All relevant elements of the enabling environmeeeédh to be considered, including the
macroeconomic, business and financial climatesyels as the governance, legal and
regulatory frameworks.

Among the key aspects of the PPP enabling envirahare:
i.  An adequate legal and regulatory framework;
ii.  An appropriate governance framework: mitigation edimination of political
risks; and
iii. A robust business and financial climate: the awdity of long term debt and
equity.

5.3.1 An adequate legal and regulatory framework
The legal framework within which a PPP project operates is the whgtdesn of laws,
regulations and law enforcement of that countryt tmay be relevant to, or have an
impact on, a PPP project and on how the projedin[gdemented and enforced. It is
distinct from other external factors which will béconcern to the private sector such as
the political environment and political stabilityf @ country. The legal system
encompasses:

1. Rule of Law;
2. Reliability of the Courts and the judiciary; and
3. Enforceability of International arbitration awards.

As such, the PPP legal framework goes beyond tHedpicific legislation into areas
such as:
i.  public procurement laws;
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Vi.
Vil.
Viii.

arbitration and dispute resolution laws;
accounting and taxation laws;

land acquisition laws;

foreign investment laws,

labour laws;

intellectual property laws; and

budget laws.

The key principles for an adequate PPP legal framnieware highlighted irBox 7 below.
These principles are based on the UNCITRAL workpamately financed infrastructure
projects® and provide internationally accepted and provenchmarks against which
legislative provisions should be measured.

Box 7 - Synthesis of key principles for an adequateéPP legal framework

Source: based on UNCITRAL Legislative Guide on Priately Financed Infrastructure Projects

Constitutional, legislative and institutional framework:
0 no undue restrictions for private sector involvetriannfrastructure projects;
o power and capacity of a public authority to awédnel infrastructure (PPP)
projects and to enter into the project (PPP) agee¢mvith the private partner;
0 identify the sectors where PPPs projects may bedaslzand those were they a
specifically excluded.
Selection of the private partner:

o0 selection criteria and procedures, including onotioged proposals, should be

clear, open, transparent and efficient;
0 concessions without competitive procedures shoeldawarded in exception
circumstances set forth in the law.

re

=2

Government support and guarantees:public loans, subsidies, guarantees against

adverse acts of governments, tax and customs bengdiarantees related to the proj
site and other forms of government support shoalexplicitly set forth in legislation.

Repatriation of profits: crucial that the repatriation of profits is not pimted by
legislation.

Tariff setting and tariff control: restrictions on the private partner's freedom

establish tariffs and fees should follow establish@inciples of “reasonableness”,

“fairness” or “equity”.

Step-in rights: statutory step-in right provisions or at least fussibility of stipulating
such provision in the project agreement are crdordenders.

Expropriation/nationalization and compensation: adequate statutory protection sho
be provided to investors, including a transpareoc@dure for compensation at mar
value.

Termination of the project agreement and compensatn: a clearly establishe
procedure for compensation in case of early terticinaof the agreement should
available.

Dispute resolution: arbitration in a neutral jurisdiction would provigesestors with the
assurance that disputes are resolved fairly amncleftly.

® UNCITRAL Legislative Guide on Privately Financetrhstructure Projects, 2001.
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Kyrgyzstan has in February 2012 enacted a PPP Wvarkelaw which fares well with
international PPP best practices. The law idestifl@nong other, a PPP concept, a scope
of application of PPP projects, competence of aighd state agencies responsible for
state regulation of PPPs, a procedure for holdemglér, and the types of government
guarantees and support to be provided to a prpeat®er and/or project company.

A framework law is essentially a statute whichriafted in general terms and merely lays
down a framework, mostly in the form of overallmmiples, objectives and guidelines.
More detailed regulation is left to other, usualublic bodies, principally the
Government, administrative authorities, or in saases and to some extent, the courts.
This is precisely the situation with the PPP lawKiyrgyzstan, and the main challenges
going forward in the PPP development is essentitabyadoption and implementation of
subsidiary legislation and administrative provisofmostly taking the form of
regulations and procedures).

Work on the subsidiary legislation in Kyrgyzstaarstd in 2012. Two out of twelve or so
regulations and procedures envisaged in the PPRviene adopted in 2013 specifying
how tender documents, including rules on undertpkiriender, should be prepared, and
setting the rules on the creation of the seleatmmmission and its competentce.

However, the scope of the procedure on preparindetedocuments is restricted to the
content of rules on conducting a tender, and isfto specify, for example, how to
undertake both the pre-qualification and the selaaif a winner of the tender.

The PPP law provides that subsidiary legislatiorinbplace within six months from its
enactment, that is, by 28 August 2012. Howevernetlage at least ten by-laws on the
following issues that are still pending, namely:

list of infrastructure facilities and public serggnot subject to PPPs;

identification and mitigation of risks between fhgblic and private partners;

forms of private sector participation in the PPBjgxts;

procedure for initiating a PPP project, includirte trules on undertaking a

feasibility study;

procedures on selecting a private partner, inclydive rules on undertaking a

tender and final negations, selection of a winraar,well as on concluding a

project agreement;

6. minimum required amount of investment for Governtragsproved PPP projects;

7. special fund to accumulate financial resources regguand guaranteeing the
performance by the public partners of their obimad under the PPP agreements;

8. monitoring and evaluation of PPP projects;

9. PPP projects registry; and

10.model PPP agreement.

PwpE

o

" The Procedure “On preparation of rules on condgdnder and tender documentation on public-peivat
partnerships projects in the Kyrgyz Republic” ahe Regulation “On tender commission for selectibn o
private partners on public-private partnershipggmts”.
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In addition, the PPP Law provides that within aigeof six-months from its enactment
(i.e. by 28 August 2012), a number of statutes|dbmlamended to introduce the PPP
concept, such as the Land Code, Customs Code an@dde, and statutes on the ‘Status
of the capital city’, ‘the main principles of budgey law’, ‘the municipal property’, ‘the
status of the city ‘Osh’, ‘the financial-economi@rsding of the local self-governance’,
‘the local state administration’, and ‘the localfgpvernance’. None of these proposed
amendments have so far been presented to Parliament

Three conclusions could be drawn from the curreatesof affairs of the legal framework
that warrant particular attention:
1. there is a considerable delay in adopting subsideygislation and the deadline
imposed by Parliament to conclude this work hapssd,;
2. the scope of one of the two by-laws adopted thusdams rather restricted; and
3. the exercise of amending different legislation éflect the PPP concept is far
behind schedule.

These aspects of the legal framework need to bentlygaddressed and the necessary
reforms need to be accelerated in order to por&ragositive signal to prospective
investors in PPP infrastructure projects in Kyrggms

Theregulatory framework for PPPs should provide:
i.  Clarity of responsibilities: which Government depaent is responsible?
ii.  Who should the private sector deal with?
iii. Do regulatory bodies exists, and if so, is therd#igant strength and capacity
within regulatory bodies?
iv. Tariffs: are they too low to be economically vigbleHow are they
reviewed/regulated?

International best practice suggests that in orterachieve strong private sector
participation in infrastructure projects, a gradsiaift in the role of the state from service
provider to policy maker, planner, coordinator, ilitetor, and buyer of infrastructure
services should take place. In line with this shifie existing regulatory arrangements
should be assessed, and the possibility shouldbsidered of devolving the regulatory
functions to newly-created independent bodies, witd line ministries keeping the
responsibility for policy making and planning irethrespective sector. This separation
of responsibilities would enhance the credibilifyegonomic regulation and provide the
necessary level of confidence to investors thatontgmt issues, such as those related to
tariff matters, are handled without undue politiczaerference and other pressure. There
are essentially two options available to implemsath as strategy: either having a
separate regulator in each of the main infrastrecsectors; or setting up a single cross-
sector regulatory body. International best pracsisggests that the first option would be
attain better results.

Economic regulation has two main objectives: (ighsure that consumers have access to
essential services on a sustainable and affordaddés, and (ii) to encourage private
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sector participation in the development of an istinacture to provide those services. The
functions of regulatory bodies are elicitedBox 8 below.

Box 8 - Typical functions of the regulatory bodies:

I.  setting tariffs and other service charges;
ii.  establishing standards for the terms and conditdiise services provided,;
li.  setting and enforcing market rules for the sector;
iv.  monitoring the performance of the regulated erstjtie
V. issuing, reviewing and cancelling licenses;
vi. reviewing agreements; and
vii.  arbitrating disputes within the sector.

It was observed that no such regulatory bodies thighfunctions elicited above exist in
Kyrgyzstan. This state of affairs is not conduciee public sector participation in

infrastructure projects, and appropriate policyeméntion should be considered to
address this limitation in the enabling environment

5.3.2 Governance framework: mitigation or eliminaton of
political risks

Political risksconstitute a very sensitive species of risks. &otkj, they are best managed
by the public sector, and should logically be bdogat. However, this is not always the
case, as the public sector may argue that polttisks are part and parcel of any business
transaction, and therefore should be borne by tlnate sector. This argument is
endemic in a number of European countries, su¢heat/nited Kingdom. Political risks
include the risk of changes in the legal framewéature of the contracting authorities to
respect their obligations, expropriation of propethe risk of political unrest, war, and
labour-related interferences (including generakss). The private sector is also very
sensitive to political instability, and before irséiag in a country, the private sector wants
assurances that a change in government is nowietidy a seismic shift in PPP policy.

More specifically in the case of a PPP project @anewable energy, even if an
independent power producer has a power purchaseragnt with the government-
owned utility provider that is acceptable to theestors, there remains a political risk
associated with the potential acts or omissiongovernment. This will have a negative
impact on the ability for that power purchase agrest to be properly performed in
accordance with its terms. In such a scenarioagreement will have little relevance as
lenders will normally require that either the emadpllegislative environment is sufficient
to cater for these concerns, or more commonly ieggired that the government enters
into a separate agreement with the project compamy often with the lenders directly as
well) which details the obligations of the govermnhand what the consequences are if
the government fails to perform.
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Closely linked to the issue of political risks etreal or perceived level of corruption in
the public sector. According to the Corruption Rgtons Index of Transparency
International, Kyrgyzstan currently is ranked 154 of 176 in the world. This level of
corruption, even if just perceived, acts as a $igamt disincentive in attracting private
capital to the country. Greater transparency indberts and also public procurement
processes is normally required in this case. Withiansparency external investors are
unlikely to invest in Kyrgyzstan given the othervéstment alternatives available
elsewhere.

5.3.3 Business and financial climate: the availaliiy of long term
debt and equity

The economics of all PPP projects, including thosan independent power producer
which typically have a long development period, sweh that long-term debt (20 to 30
years) is required to allow the ability to deliveéebt service coverage ratios that are
reasonable to lenders and economic returns whietsaficient to justify the risks and
investment involved.

Such long-term debt in Kyrgyzstan is scarce frony aher institutions save for
multilateral development bankKEhe lack of available debt especially beyond a rtexfo
ten years and onerous lending terms could be #ecigal to the delivery of Kyrgyzstan’s
infrastructure needs. The scarcity of long-termtdelexacerbated by guarantees sought
by lenders. Businesses expressed the view thabrmdrguarantees sought by lenders
were so onerous as to deem most development mapeptacticable.

The absence of debt tenor matching the life cyela PPP project is not uncommon in
countries getting started in PPPs, and it is notimal tenor corresponds to the shorter
lifetime of projects procured traditionally. Refmang could be used as a mechanism to
overcome the shorter debt tenor within a PPP strectbut the main challenge in
Kyrgyzstan remains the interests currently chatgethe local debt providers - between
22% and 50% - that could seriously jeopardise thblip sector affordability and
therefore the viability of any potential PPP prégeto the point where it would be
impossible to bring them forward.

Equity constitutes circa 20 per cent of the caphak the private sector need to raise in
any PPP project (with 80 per cent constituting tergn debt). Unless the private party
has the capital itself to undertake the full eqdihancing required for a PPP project,
there will be a requirement to find further equity meet the equity component of the
financial plan.

Although some of the multilateral development baals® provide equity there remains a

lack of equity financing capacity in Kyrgyzstan.igteack of financing is exacerbated by
the fact that those equity investors who will takese risks expect an equity return (that
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is separate from the interest rate paid on the)defich in the case of a power purchase
agreement tariff on many renewable IPPs cannoteteli

The multilateral development banks therefore playueial role in providing both equity
and debt to ensure the viability of PPP projectstramsition economies that are
embarking on the PPP journey. This argument is \&did for IPPs in renewable energy
projects.
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6. Renewable energy capacity in Kyrgyzstan

The total electricity generation capacity in Kyrgtem amounts to 3.79 GW, 90 per cent
of which is hydroelectric. There is huge hydroeiectapability in Kyrgyzstan given its
potential of about 140 billion kWh per year, orfted the current productiohSolar and
wind power generation also have great potential.

The country’s hydropower infrastructure is the settargest source of Kyrgyz exports
contributing 3.9 per cent to the GDP. Kyrgyzstarpats electricity to Kazakhstan,

Uzbekistan, Tajikistan and China. By absolute iadiof potential hydro resources and
by concentration of potential hydro resources antéiritory Kyrgyzstan has one of the
highest potentials amongst CIS countries. The magot of hydropower resources (30
per cent) is concentrated in the basin of the N&wer, the main river in Kyrgyzstan. It

is estimated that the Naryn River can support 38t@dal hydroelectric stations with an

estimated capacity of 6,450 M.

Kyrgyzstan is also rich in solar resource. The agerannual output of solar energy is
about 1,500 - 2,500 kWh per square metre; alsapoappately 2,600 sunshine hours are
recorded annually. Small scale solar technologressareading rapidly throughout the
country - especially in tourist attraction areashsas Lake Issyk-Kul.

The total wind potential is estimated at 1,500 Mid ghe most promising areas for wind
power potential seem to be:

a. Chuisk district (North Kyrgyzstan)

b. Osh district (South Kyrgyzstan)

c. Issyk-Koul district (East Kyrgyzstan)

d. Djelal-Abad district (West Kyrgyzstan)

Despite its generating capability and potentiag turrent transmission infrastructure
suffers great losses, amounting to 55.2 per centheftotal electricity entering the
transmission system. These losses can be dividedtwo kinds: technical and non-
technical. Technical losses occur in all transmissind distribution networks and cannot
be entirely eliminated. They can however be kepa toinimum through good network
design and maintenance. Non-technical losses @sarresult of the difference between
the amount of electricity distributed to customansl the amount that is actually paid for.
These losses therefore occur because of the faifpwi

i. Theft;

ii.  Faulty meters - resulting in the amount of eledlriased being under-recorded;

iii.  Incorrect records - resulting in some customersoeatg billed; and

iv.  Non-payment.

The numerous disruptions of electricity to homed aunsinesses caused thousands of
businesses to suffer large losses and to closele whany others moved to other

8 Magomed Saaduev, “Challenges of hydropower devedop in Kyrgyzstan”, 2012.
® The information in this section is based on EBRiad
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countries. The outdated electrical grid is a majmrstraint for new energy infrastructure
in Kyrgyzstan. Plans to build a 240-mile 500kV sanssion line as well as a new 220kV
decongestion line connecting the northern and sontlparts of the country should
alleviate most of that concern. Plans are also ¢gheimnsidered to build and replace
several 220kV transmission lines in the southegioreof Kyrgyzstan.

6.1 Tariffs

One of the main challenges to attracting privatetseinvolvement in generating
renewable energy in Kyrgyzstan remains the verydéteetricity tariffs. Currently, tariffs
are approved by the Ministry of Energy and Industnd by Parliament. The current
electricity tariffs do not reflect the costs of geation, transmission and distribution, and
are ultimately deterring foreign direct investmaio the sector.

A recent amendment to the Law of the Kyrgyz Reputilin renewable energy” (adopted
in August 2012) related to pricing and return owestments could incentivize potential
IPPs through a scheme of government subsidies. riesudt of this amendment, public-
owned utility companies must purchase the eletyrigenerated by renewable energy
sources at a special (subsidized) tariff whicheisup for the period of cost recovery of
the project. The tariff is set up by multiplyingettmaximal existing tariff for the
consumers by a special coefficient as follows:

» for hydropower generation = 2.14 times;

» for solar energy generation = 6 times;

« for wind energy generation = 2.5 times;

But are these subsidies enough to attract IPPsytgy&stan? Under the scheme, a
hydropower IPP would receive 1.498 Kyrgyz somscéiB cents of a dollar) per unit

generated (the existing maximal tariff for domesiectricity is 0.70 Kyrgyz soms per

unit) while a solar energy IPP would receive 4.30d¢z soms (circa 9 cents of a dollar)
per unit generated. The scheme also mitigateseh®dd risk by providing an assurance
that public utility companies will purchase theatteity generated over the project life

cycle.

It is however unclear if the scheme is enough ti@ett IPPs, while it completely excludes
other forms of clean energy, such as that genefetedwaste. As a general rule, and in
order to make it attractive for IPPs, a system uddsgdies has to be complemented by
other incentive¥ - including fiscal incentives — aimed at improvithg financial returns
on investment. These include:

e Tax exemptions; and

* Duty-free imports of equipment.

1 For more information on incentives for renewabiergy development, see World Bank REToolkit “A
Resources for Renewable Energy Development”, 2008,
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In order to be effective, incentives should be:
* Practical — the administration of the incentive should bglgananaged,;
» Transparent — the information on the beneficiaries of the mtoges should be
disclosed; and
e Limited in time - the incentives should not be open-ended so aavdid
beneficiaries becoming overly dependent at the msgef the tax payer.
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7. PPP pilot projects in Kyrgyzstan

Potential exists to implement a number of PPP mlojects in Kyrgyzstan in various
sectors, including in renewable energy. A numbelPBP projects have already been
identified by the Ministry of Economy of Kyrgyzstamd the Asian Development Bahk.
The viability of these projects have also beenawed by a number of reputable
organisations, including Toyo University of Jagamgnd it is not the intention of this
assessment to duplicate the excellent work carmed by other international
organisations.

The analysis in this section will thus focus oncfie aspects of two projects earmarked
for Bishkek and identified by the Municipality of idhkek (solid waste
management/waste-to-energy and street lightingledlsas projects in the energy sector
identified in consultation with various PPP stakdkcs, most notably the Ministry of
Energy, as a priority area for the sustainable ldgweent of Kyrgyzstan.

7.1 Solid waste management/Waste-to-energy in Biskk

Discussions with the Municipality of Bishkek highiited the problem facing the City to

manage its solid waste effectively. The sole ausledr landfill has been in operation

since 1973 and borders residential areas. In 2BE&lyolume of municipal solid waste

handled by the landfill amounted to 2.2 million aumetres, and the landfill is currently

managed by the Bishkek municipal waste-removakefifazalyk’, which operates at a

loss as the fees collected from households fod sadiste disposal are insufficient to meet
its operating costs.

A by-product of decomposing organic waste is theegation of landfill gas (mostly
methane), which besides creating bad odour, isalgeenhouse gas. In the case of the
landfill in Bishkek, the methane produced is flarédis releasing harmful emissions into
the atmosphere. Gas flaring is one option of disypsf landfill gas. Another option is to
process it and use it to generate renewable en€hgy.is one aspect of waste-to-energy
projects, which have been very successfully implaetwas PPPs around the world.

One example is the City of Vancouver, which haspuation of 600,000. In this project,
the private partner selected by the City desigfirdnced and constructed a cogeneration
plant, which uses the landfill gas as fuel to gateeenough electricity (7.4 MW per year)
to supply 4,000 to 5,000 local homes. The powesalsl by the private partner to a
provincial utility, BC Hydro. Waste heat from thewer generation process is recovered
as hot water, which is sold by the private partoea large (32 acre) tomato greenhouse
complex adjacent to the plant, where the watersedufor heating purposes. Using the
landfill gases in this manner, rather than flarthgm, results in further reduction of
greenhouse gases, equating to the removal of 6/60kles from Canada’s roads. A
more detailed case study on the project is contiaménnex I.

1 See report by Robert Brown commissioned by ther8&evelopment Bank, “Enabling identification of
PPP Projects and Capacity Building in Kyrgyz RemipP012.

12 See report by Toyo University commissioned by JICPP Project Possibilities in Kyrgyz Republic”,
2012,
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Another way of managing waste is by incineratingatproduce renewable energy.
Projects involving energy produced from waste iacation have been very successfully
implemented as PPPs in cities around the world) agdn the city of Wenzhou, China.

In 2002, the municipality of Wenzhou entered intooatract with a local company, Wei
Ming Environmental Protection Engineering, to bualdd operate a PPP waste-to-energy
incinerator plant. The private partner designeariced, built, operated, and maintained
the incinerator plant, which had an estimated gansbn cost of 15 million US dollars.
The contract term was two years to complete coosbm, followed by 25 years of
operation and maintenance. At the end of the contifae incinerator plant is turned over
to the City government at no cost.

The incinerator plant has a design capacity of 8#%s of solid waste per day and
electricity generation capacity of up to 25 millieWh annually. The plant began
operation in 2003. The first phase of the plant alale to treat 160 tons per day. At 160
tons per day, the plant could generate 9 millionhk&/year, of which 7 million kWh
would be available for sale.

Solid waste management is a growing challenge in&land encouraging private sector
participation is a key strategic approach. To eragel PPP investments, China has also
exempted waste-to-energy incineration facilitiemrfrcorporate income tax for the first
five years of operation and made them eligible ifomediate refund of value-added
taxes. Electricity network operators are also negiito purchase electricity generated by
gualified energy producers using renewable enengyces, when available.

Waste should be treated as a resource that if gyom@anaged could generate renewable
energy and reduces harmful emissions into the githers. With the proper incentives, it

iIs more probable that by extending the concept agtev management to include energy
generation, resulting into an additional revenueash for the private sector party (to

complement the waste collection fees), would mdie Bishkek waste management
project more appealing to the private sector, wlatethe same time increases the
likelihood of financial viability.

7.2  Street lighting in Bishkek

In our consultations with the Municipality of Bisélk the need to improve street lighting
in the city of Bishkek was raised. Data providedtbg Municipality of Bishkek show
that there are slightly over 30,000 light sourceshe city, of which 6,700 requiring
urgent repairs. The City spends some 440,000 URardgber year in electricity and the
cost of the repair work is assessed at circa 690.® dollars.

The Municipality of Bishkek identified street lighty as a priority project that could be
procured as a PPP. The project involves the replace of lamp posts by an LED
photovoltaic system. The total cost of replacing tB0,000 units is approximately
40 million US dollars. The main revenue stream fritv private sector is in the form of
availability payments by the Municipality, that isegular payments based on
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performance. Other sources of income might denigenfthird partyincome generation
initiatives, such as using the lampposts for adsieg and as WiFi spots.

The information available on this project is noffisient to provide the business case
indicating when capital costs would be incurred #mel revenue streams that could be
established to fund the project. More studies lagetfore needed to assess the viability of
the project and the affordability of the Municigglito pay the regular availability
payments to the private sector entity. BesidesgusRr payers’ money, the Municipality
of Bishkek could tap other funding alternatives|ualing:

* Green Investment Initiatives - prioritising enegfficiency and other renewables

projects; and
* International Financial Institutions.

It is important to point out that third party incentannot be considered as the only
source of revenue to cover the cost of the project.

Municipal street lighting projects have been vemgcessfully procured as PPPs around
the world. Modern street lighting technology enaldéficiencies in the use of electricity
by, for example, dimming lights and major flexibylin switch on/off times. The overall
objective is not to turn off the light in order toake savings, but to use the light where
necessary, when necessary and at the appropriatesity level.

A detailed case study on a successful street tiglgroject based on these principles is in
the City of Birmingham, United Kingdom. This caseidy is included in Annex 1.
Another successful case study is in the City offfgHd in the United Kingdom. The 25-
year project involves:

* Maintenance of more than 60,000 street lights;

* 8,000 new street lights with LED;

* Improved visibility, light quality and service;

* Remote management system for individual lightinigicms;

» 80 per cent energy savings.

It would be advisable for the Municipality of Bistik to look at these and other case
studies, some of which were presented at the UNE€&#inar on PPPs in Bishkek in
November 2012, to learn from their successes aastd repeating the same mistakes.

7.3 Hydropower generation

A number of dams exist throughout the country, sagln the regions of Talas, Issykul,
Osh and Batkef which could be used as a launching pad to attR®s in small and
medium hydroelectric power plants. The main advgataf focusing on these plants first
is that the necessary dams have already been @ @uiethe only investment necessary is
that related to the construction/restoration ofgbeer plants.

13 Source: Presidential Edict Number 365 dated 14i@st2008.
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The potential for hydropower generation in Kyrggasthighlighted earlier is currently
evenly matched with a series of challenges in thebkng environment, some of which
have already been underlined, including:
a. Lack of competition in the energy sector resultmginly from the monopoly of
state-owned utility enterprises;
b. Lack of market mechanisms to set prices for refaittricity; and
c. Cumbersome process of obtaining permits and license

From consultations with various stakeholders in g¢ystan, it appears that these
challenges are exacerbated by a degree of puldiorseorruption (real or perceived), the
independence of the judiciary and political instighi which all together act as a
formidable barrier to attracting foreign direct @stment.

Any policy intervention aimed at mitigating theseal or perceived challenges would
automatically improve the potential of private secinvestment in PPP projects in
Kyrgyzstan.

There are a number of examples from around thedwairhydropower generation plants
using the PPP model, including the Birecik Hydropowroject in Turkey. The project,
completed in 2001, includes a reservoir and 672 MWinstalled capacity, with a
generating capacity of 2.5 billion kWh per yedahe 1.25 billion US dollars project
operates on a BOT model (build-operate-transfen), the project company operates on the
basis of an 86:14 per cent debt: equity split, witlnch of the debt provided by Export Credit
Agencies - equivalent to 64 per cent of the totaljgrt cost, with the remaining debt
provided by commercial loans from 44 commercialkdsamhe plant will be transferred to the
Turkish Government in 2016 at the end of the 15-geacession period.

Investors are increasingly becoming risk averse lafdre lending to IPPs, they expect
that the following formalities are in place at thexy early stage of the process:

* Planning consents;

» Grid connection offer;

» Future power purchase agreement; and

» Construction contracts.

It is therefore important for the contracting autties to work together with the private

partner to ensure that these formalities are inepkt the very early stage of the project
development.
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8. Recommendations and Conclusion

Infrastructure is the basis for a sustainable arutLisive economic growth that creates
more jobs and reduces poverty. This is a widelyeshaision in Kyrgyzstan. One of its
key strategies in achieving this is through theetigyment of a PPP programme. From
transportation to water and energy systems, Kytgyzseeds investment and innovation
to develop a more sustainable framework to creapaaty for economic growth, and
make better use of its natural resources.

The lack of infrastructure has been internationedlyognised as a bottleneck to economic
growth in any economy, and PPPs are a means fbthéfvision and priorities for the
nation’s infrastructure needs by setting goalslignadepartmental policies, ensure best
value from government spending, reduce duplicataord show how investments can
reinforce one another. The PPP model has in-bwglthanisms that avoid the enormous
time delays and costs overruns in delivering majajects, and set the context within
which decisions are taken at the state and logaldevith a high degree of confidence.

But as hinted earlier, PPPs are complex arrangentbat require public sector skills,
institutions, political will and a supporting enadg environment that encompasses the
legal, regulatory, governance, finance and busiriesaeworks as the basis for their
successful implementation. The assessment has péento highlight a number of
challenges which require urgent attention and polittervention that should help
Kyrgyzstan in its quest to attract private sectgital into its infrastructure development.
A number of these challenges are addressed below Beries of policy-oriented
recommendations:

8.1 Developing Institutions and Procedures

8.1.1 Training and Capacity-building

Design and implement an extensive training and capéy-building Recommendation 1
programme to ensure that all stakeholders involvedn the PPP process.

including public officials, the banking sector, thebusiness community and

the public at large are fully aware of the PPP corept and its effective

development.

8.1.2 Learning-by-doing approach

Training and capacity-building programmes should beintegrated into Recommendation 2
actual project delivery, based on a ‘learning-by-dmmg’ approach, by

investing in pilot scheme projects through which pblic sector capacity

could be enhanced.
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8.1.3 PPP Unit

8.1.4 Cooperation and coordination

8.2 Driving PPP Implementation

8.2.1 Fully costed infrastructure plans

8.2.2 More involvement of the private sector

8.2.3 Legal and Regulatory framework
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8.2.4 Financial and Business Climate

8.2.5 Governance Framework

8.2.6 PPP pilot projects’ focus




8.2.7 Solid waste management project in Bishkek

8.2.8 Street lighting project in Bishkek

8.2.9 Hydropower projects in Kyrgyzstan




A sizeable infrastructure deficit exists in Kyrgias and it will require significant
political will to tackle the necessary challengbattare necessary to implement PPPs
successfully. The PPP legislative reform currentigerway is a very good start, but this
should be supplemented by other initiatives — sarhavhich are highlighted in this
assessment - to improve the overall PPP enablimgosrment that is so fundamental to
attract private capital in infrastructure developina Kyrgyzstan.
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Annex | - PPP Case studies in clean infrastructure

1. The Lopburi Solar Plant in Thailand

The Lopburi Solar Plant is located in
Lopburi Province in central Thailand,
150 kilometres from Bangkok. It is one
of the world’s largest solar photovoltaic
plants, with a capacity of 55MW. The
power generated by the farm will cut
carbon dioxide emission by
approximately 1.3 million tonnes over its
projected 25-year operation.

Title Lopburi Solar Farm

Location Lopburi, Thailand

Ownership Natural Energy Development Co. Ltd. (NE
Equity Interest CLP Thailand Renewables Ltd. — 33.3%

Diamond Generating Asia, Limited (a subsidiary of
Mitsubishi Corporation) — 33.3%
Electricity Generating Public Company Limited (EGX

-33.3%
Generation Type Solar
Gross Capacity 55MW
CLP Equity Capacity 18.3MW
Year of Commissioning 2012

One of the world’s largest solar photovoltaic psant

Project Highlights
J ani9 using 540,000 high-grade, thin-film solar panels.
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2. Waste-to-energy plant in Vancouver, Canada

Vancouver Landfill
Gas Collection and Beneficial Use

e

. <) 1 O
Condensate;  Blowers ™ % Conenser ! Blowers

Gas Pre-Treatment

Electricity

The City of Vancouver, British Columbia
decided to bring in the private sector in an
agreement to transform a landfill site
producing gases (including methane, a
greenhouse gas that contributes to global
climate change) for beneficial commercial
uses. Under the approved PPP structure, the
private partner designed, financed, and
constructed a cogeneration plant, which uses
the landfill gas as fuel to generate electricity,
which is sold by the private partner to a local
utility. Waste heat from the power
generation process is recovered as hot water,
which is sold by the private partner to a
large greenhouse complex for heating
purposes. The private partner and the City
share the revenues from the sale of
electricity and thermal energy.

Main players

The City of Vancouver is the public partner.
The City owns and operates the landfill,
which is located on public land. The private
partners consist of a Canadian power
company established a wholly-owned
subsidiary, as a stand-alone project
company, to design, finance, build, and
operate the cogeneration facility, and sell the
electricity and thermal energy. BC Hydro, a
British Columbia Crown Corporation
reporting to the Minister of Energy and
Mines, purchases and distributes the
electricity produced by the cogeneration
facility. The final partner from the private
sector is an agribusiness, which purchases
the heated water produced by the power
production process, and uses it to heat its
greenhouse complex.
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Selecting a partner

In 2001, the City issued a competitive RequestTender to select a partner which would
finance, design, build, own, and operate a berafigse facility. Although the City had
considered building a power plan itself, it decidedsolicit private proposals in order to
evaluate a broader array of project concepts andmiee the economic, environmental, and
social benefits to the City. Five proposals wereneed, each based on a different approach
to landfill gas utilization. The concepts submittesing the gas to dry sea urchin shells to
make fertilizer, upgrading the gas to pipeline gyaland direct use in a cement kiln.
Following a detailed and structured proposal ewadnaand negotiation process, a 20-year
Public-Private Partnership contract, based on thestnhighly-evaluated proposal, was
approved by the City Council in February 2002.

Under the approved PPP structure, the City consimioeoperate the landfill, and a 2.9
kilometre pipeline was constructed by the privadener to take the gas from the landfill to a
nearby agricultural complex, where they built thegeneration power plant. The private
partner selected by the City designed, financedcandtructed the cogeneration plant, which
uses the landfill gas as fuel to generate enougttratity (7.4 MW per year) to supply 4,000
to 5,000 local homes. The power is sold by thegtevpartner to a provincial utility, BC
Hydro.

Construction of the power plant was completed ipt&aber 2003, and it was operating at
full capacity by November of that year. (Initialpzecity was 5.55 MW per year, increasing to
7.4 MW per year with the installation of a fourtigéne in late 2004.)

Waste heat from the power generation process &/eeed as hot water, which is sold by the
private partner to a large (32 acre) tomato greesbda@omplex adjacent to the plant, where
the water is used for heating purposes. Using dhdfill gases in this manner, rather than
burning them, results in further reduction of gtemmse gases, equating to the removal of
6,000 vehicles from Canada’s roads.

Risk Allocation

The City of Vancouver makes no payments to thegpeipartner, but guarantees provision of
landfill gases for the twenty-year duration of thgreement. The City thus assumes the
supply risk associated with the project, but it imizes this risk by retaining responsibility
for the management and operation of the gas culeslystem. The private partner’s total
investment was approximately 10 million US dollar§he private partner signed a power
purchase agreement with BC Hydro, and a twenty-ffeemmal energy sales agreement with
the owner of the greenhouse complex. Proceeds tinensales of power and thermal energy
go to the private partner, minus a 10 per centltpymid to the City. The City’s operating
costs to capture and provide the landfill gasesappgoximately 250,000 US dollars per year,
and the royalties it receives are approximately,d@® US dollars per year.

40



3. Lighting Project in Birmingham, United Kingdom

Overview

- 25 year project worth 2.7 Billion pounds
sterling

- start date: June 2010

- Covers all roads, footways, and lighting.

Lighting Requirements

- Modernisation — to improve lighting
through innovative solutions

- Robust asset management

- Effective & proactive energy management
capability

- Reduce crime, fear of crime & night time
accidents

- Improved service levels — reduce outages &
public complaints

- Sustainable solution — long life, low
maintenance, reduced waste, etc

- Local supply chain and increased local
community involvement

Core Investment Programme(Year 1 to 5)
» Major Street Lighting Renewal: Remove & replace o##j000 street lights
with LED

Operational Maintenance(Year 1 to 25)
» On-going operational maintenance:

- Asset Management - Structural Assessments

- Inventory updates - Outages & Repairs

- Planned Maintenance - Emergency Attendance
- Periodic Electrical Testing - Energy Management

- Structural Assessments - Carbon Management

Key Features of the Lighting Solution

- Energy management, control and cost savings
- “Harvesting” of energy — e.g. reduce over lighti&
energy associated with maintenance factors.
- Maintenance benefits from LED strategy & solutig
(Cost effective over life of contract)
- Full flexibility, management & control througheth
City wide deployment of the CMS
- Variable light output & levels using electron
dimmable equipment
- High performance optics - high pressure sodjunitially on main traffic routes)
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Also LEDs for Major Tunnels and
Traffic Routes

- Continuous efficient LED lighting

- Energy and carbon savings

- Full, flexible control and management
- Improved driver comfort

- Low maintenance solution (long life, -
robust, reliability benefits....)

- Reduced traffic disruption, vehicle
related incidents and maintain traffic flow
- Improved Road Safety

Comparison

Before After

- Sky glow - Improved visibility, light quality,
robust service with major energy and
carbon savings

- Light pollution - Sustainable solution (long life, low
maintenance)

- Obtrusive light - Fully flexible responsive lighting
system

- Light spill - Low overall circuit power

- Inconsistent and Variable (low) - Improved service levels

uniformity
- Variable lighting quality - Reduced vehicle journeys, lamp and

component replacements
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Surveys
» What do Birmingham residents think?
= OQverall very positive feedback
= Light level perception improved
= Safety perception improved
= Light colour and appearance improved

Conclusion

Carbon savings exceed Government targets for 2035

One of the most advanced lighting solutions invioeld
Attracting widespread global interest and publicity

Helping Birmingham on the journey to being a “Wo@tass” City

AN NI NN
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Annex Il — Pre-visit questionnaire

STRUCTURE

PART 1 - NATIONAL OVERVIEW

1.0
11
1.2
1.3
1.4

Economic & Social Needs — Drivers for Change
Macroeconomic Climate

Business Climate

Financial Climate

Legal & Governance Environment

PART 2 — PPP FOCUS

2.0
2.1
2.2
2.3
2.4
2.5

General PPP Matters

Legal & Regulatory Provision for PPP, Includiigancial Risks
PPP Policy Framework

PPP Capacity — Public & Private

Project Identification, Selection and Procureime

Post Award; Delivery, Operations and Perfornead@nagement
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PART 1 - NATIONAL OVERVIEW

1.0

101
102
103
104
105
106
107

108

109

1010
1011
1012
1013
1014

1015
1016

1017
1018

11

111
112
113
114
115
116
117
118
119
1110
1111
1112
1113
1114
1115
1116
1117
1118
1119
1120

Economic & Social Needs — Drivers for Change

What are the greatest needs affecting Kyrggzstay?

Where are the areas of greatest need, geogafipfi

Have these needs been researched and idehtified

If so, which social and economic indices haserbemployed?

Are these identified needs documented and walailable?

Have these needs been agreed upon and reflegedernment policies?

Do national sectoral Strategic Service Modgistéor the location of public services
across Kyrgyzstan, or at a regional level?

Does Kyrgyzstan have an existing National ktfrecture Plan?

What do you consider to be greater; econoned e social need?

What is the reason for your opinion?

What, in your opinion, are the top five ptti@s for economic infrastructure?
What, in your opinion, are the top five ptti@s for social infrastructure?
What is your opinion based upon?

In your opinion, is the electorate supportif’éhe use of private capital for
infrastructure development?

How do the needs of your country compare dsdfof your neighbours?

Do you believe there is potential for collaimm with neighbouring countries to
develop required infrastructure, where there isualubenefit?

If so, in what geographical areas, and in kvk&ctors?

Has any dialogue been had to date regardoigmatential collaboration?

Macroeconomic Climate

What is the age profile of the 9.5 million ptgtion?

What is the current life expectancy in Kyrggnst

What are the current and projected net migrdigures?

What is the current unemployment rate?

What is the future projected rate?

How many universities does Kyrgyzstan have?

What % of the population is university educated

What are Kyrgyzstan’s natural resources?

Does Kyrgyzstan import its energy?

What is the energy % split; indigenous / ingd?

What are Kyrgyzstan’s top areas of econontigige

What are Kyrgyzstan’s top exports /imports?

Who are Kyrgyzstan’s largest trading partners?

How would you describe Kyrgyzstan’'s transgatanetwork?
What is Kyrgyzstan’s current credit ratingdufee?)

Is it “Investment Grade”™?

Do credit ratings exist for local regions aricipalities?

What have been the GDP annual figures for efttie last five years?
What are the annual GDP projections for the Be5 and 10 years?
What is the GDP split; public sector / priveg¢etor activity?
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1121
1122
1123
1124
1125

1126
1127

1.2

121
122
123
124
125
126
127
128
129
1210
1211
1212
1213
1214

1215

1216
1217
1218
1219
1220
1221
1222

1223
1224
1225
1226
1227
1228
1229

1230
1231
1232
1233

What is the current public sector cost of tedpi

What is the current and projected rate oétith?

What is the current fiscal budget balance?

What is the current public debt position aercentage of GDP?

Do you believe that the Government has sefitgbublic expenditure available to it,
to deliver a major infrastructure programme?

Has Kyrgyzstan historically failed to meet afiyts debt obligations?

Has a local or municipal government within ¢g§ygstan failed to meet any debt
obligations?

Business Climate

What is the current corporation tax rate?

Do you believe this to be the correct rateastlestate why, or why not.

What is the commercial sectoral activity by %?

What is the size of the total workforce and h®vww spread geographically?

How easy is it for a company, local or foreignestablish itself in Kyrgyzstan?
To your knowledge, what barriers, real or peex exist?

In your opinion, what are the main incentiveailable to attract foreign investment?
What are the main barriers to attracting foreényestment into the country?
What key factors do you think investors conswdeen assessing a country?
How many companies are registered in Kyrgy#sta

How many of these are indigenous?

How many are foreign?

What incentives does Kyrgyzstan offer foraigmpanies?

Are there any restrictions on foreign compatderepatriate profits, also referred to as
“transfer and convertibility” (T&C) risk?

Do many Kyrgyz companies have Joint Ventutelusivity or sub-contracting
relationships with major international companies?

How would you describe business confidend€yngyzstan right now?

What are the reasons underpinning your option

How would you describe the business cultuk&ygyzstan?

Is corruption a problem?

Would you say corruption exists more in theljowr private sector?

Are trades unions prominent in Kyrgyzstan?

Would you say Kyrgyz business culture iggutive and insular, or confident and
outward looking?

How are most businesses constituted?

Is there effective provision for bankruptcy dimited shareholder liability?

How many major Construction / Development canigs are present in Kyrgyzstan?
How many SMEs are registered in Kyrgyzstan?

Does the supply chain operate effectively ynggzstan?

Do mandatory payment terms exist in publidramts, e.g. 60 days?

Do SMEs have access to large government mromnts through effective
subcontracting arrangements?

Are there a sufficient number of educatedlleskworkers available?

Does the educational system provide worketts thie correct skills?

If not, where are the skills shortages?

How can they best be addressed?
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1234
1235
1236

1.3

131
132
133
134
135
136

137
138
139
1310
1311
1312
1313

1314
1315
1316
1317
1318
1319
1320
1321
1322
1323
1324
1.4
141

142

143

144

Is the physical infrastructure fit-for-purppf® business needs?

Would you describe Government policies asifiass friendly”?

What changes, if any, would you like to seertcourage business growth in
Kyrgyzstan?

Financial Climate

Is the banking system adequate for business@mpdrate activity?

Do you have confidence in the current bankirsgesn?

Please elaborate on your answer.

How would you describe the strength of the sab&lance sheets?

Are the banks sufficiently capitalised?

Has the government offered any underwritingrgntees or safeguards to
commercial banks?

Is there sufficient liquidity in the currenhting market?

If so, to what sector(s)?

How would you describe terms currently offelbbgdenders?

What is the maximum term for which debt iag been lent (years)?

What pricing terms are offered for long teteit?

How do these compare with international market you are familiar with?
To your knowledge, has any private capitat eeen invested in infrastructure
projects, in Kyrgyzstan, (equity or debt)?

How available and reliable are long term deftruments for infrastructure
financing?

Is project finance available in local curnghc

How would you describe government oversightastking activity?

Are you confident that the oversight is of tberect order?

Are you confident that the banking sectorroaet debt demand?

Are local equity providers accessible?

Is there an established bond market in Kytgy#sIf so, is it accessible?
Have you experienced or are you aware of #dfigulties regarding commercial
foreign exchange activity?

Is there a well developed insurance and pessiarket?

Is it meeting business needs? If not, howctitlde improved?

Are credit ratings available for Kyrgyz busises? (source?)

Legal & Governance Environment

Does senior political will exist within Goveremt to support the development and
delivery of a National Infrastructure Plan?

Please describe the current Government préaesstting the national public budget
and in particular the budget for infrastructure @lepment and specifically the role of
the Ministry of Finance.

Is public infrastructure development currentignaged centrally or at a local
government level?

Are all major public infrastructure programnaesl projects identified on the basis of
need?
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145

146

147
148

149

1410

1411
1412
1413
1414
1415
1416
1417
1418
1419

1420
1421
1422

1423
1424

1425
1426

1427
1428
1429
1430

1431
1432
1433

15

151
152
153
154

Are all major public infrastructure programnaesl projects prioritised using a
rigorous Government appraisal process?

Are all major public infrastructure programnaesl projects subject to a rigorous
Government business case approvals process priootorement?

Is Government procurement competitive, traresgaand fair?

What is the most common form of procurementiajor infrastructure projects in
Kyrgyzstan, e.g. construction? Design & Build?

Has “Competitive Dialogue” ever been employegublic procurement in
Kyrgyzstan?

Are public contract award criteria and terstering methodologies clear and
transparent?

How are major public contracts advertised?

Do public contracts include terms to favowaldusinesses over foreign?

Is there effective protection for Intellect@abperty Rights?

Do you believe the judiciary exhibits indepemce and competence?

Are unsuccessful bidders fully notified angegi the right of appeal?

Do adequate Dispute Resolution procedures?exis

Is access to third party arbitration availaseart of these procedures?

Are labour laws and workers’ rights well e&iied?

Is Government and corporate corruption beangeted and eradicated by political
leaders?

Is there standardisation of major contracteéen Government and suppliers?
What do you believe the advantages of starmarttacts might be to the state?
Do you believe there is sufficient communitgagement in the development of
infrastructure projects?

Do major public contracts contain social obsu® benefit local communities?
Does the Government provide financial supfoodow-income users of infrastructure
or transportation?

Do major public contracts contain clausestdegut the environment?

Do major public contracts contain clausestonote re-skilling and employment of
unemployed citizens, by successful bidders?

Do major public contracts contain the prowisad apprenticeships for young people
by successful bidders?

Do you believe the press is free to investigadtters of public interest with respect to
the award of major public contracts?

Are environment laws clear and effective, alhdvailable from a single source?
Does Government use Resource and Accountidgedary (RAB) accounting and
employ international accounting standards (Inteomat Financial Reporting
Standards)?

If so, for how long has it used RAB accounfimgpublic expenditure?

Do concessions currently exist and, if sotlzeg treated on or off balance sheet?
Is co-location of public services a Governnpaicy or objective?

Energy and Environmental Considerations (includirg clean technologies)
What are the government's current policiegespect of emission targets and Kyoto?
Does it have any green or renewable energy gifategies or plans in place?

What green technologies are currently emplayiduin the country?
What scale are they deployed on (Mega Watts)?
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155

156
157
158
159
1510
1511

1512
1513

What proportion of the country's power generais currently through the use of
green or renewable energy technologies?

What is the main form of power generation qutyeemployed in the country?
What incentives are available to developerséwable energy projects?

Is power generation independently regulated?

Is the market liberated?

Are the current tariffs subsidised? Is theregallatory body setting up the tariffs?
Is the national grid sufficiently resilientdocommodate major levels of new power
generation?

Does it require upgrading?

Do existing distribution networks have suéfiti capacity for increased generation
development? Do they require upgrading?
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PART 2 — PPP FOCUS

2.0

201
202
203
204
205
206
207
208
209
2010
2011
2012
2013
2014
2015
2016
2017

2018

2019
2020

2021
2022
2023
2024
2025

2026
2027

2028
2029

2030
2031
2032
2033

2034

General PPP Matters

What would you say PPP is?

How do you think PPP works?

How would you describe “risk transfer” or “riakocation”?

What risks are normally transferred in a PPP?

Are you familiar with “output based” specifiicat?

How would you describe “Value for Money” foetpublic purse?

What is your understanding of the “projectdifele”?

How would you describe “successful projectwiely™?

What is the best way to ensure performancleeo$ervice provider?

Are you familiar with “DBFOM™? If so, what dedt mean to you?

When and why, do you think PPP should be eyed®

What do you think the benefits of PPP are?

What do you think are the main disadvantaged ar risks of PPP?

What range of PPPs are you familiar with?

What would you say is the single most impdrépect of a successful PPP?

Is the concept of “user pays” understoodawepted in Kyrgyz civic society?

Are communities encouraged to commerciallyigipate in PPPs or major public
contracts? If so, how?

How is community resettlement and rehabhiditaturrently provided for in PPPs or
other major public infrastructure projects in Kyrgyan?

Would you say PPP is well understood withaghblic sector in Kyrgyzstan?

In Kyrgyz civil society, would you say PPRirderstood and accepted as a means to
deliver 2F century infrastructure?

Are the public aware of the benefits of PPP?

What would you say are the main misconceptibasy?

In your opinion, would a public educationadgramme re PPPs be worthwhile?
What has been the traditional relationshtpréen Government authorities and the
private sector, in Kyrgyzstan?

Do you think the traditional procurement mdued delivered positive economic and
social outcomes for the citizens of Kyrgyzstan?

If not, what improvements could be made?

Do you have, or know of, any statistics shawtre historical delivery track record of
public capital projects in Kyrgyzstan, by cost amdtime delivery?

Do you have any direct experience in the agreent or delivery of a PPP project?
If so, was that on the public (Governmentg sai the private (bidder) side, or both?
Please explain your role.

To your knowledge, has any PPP activity eeenlbundertaken in Kyrgyzstan?

If so, what was the experience?

To your knowledge, are different levels of &wment (local and municipal, as well
as national) involved or interested in PPP procerfh

How are public services, as opposed to infrestre, currently provided in
Kyrgyzstan?

Are any public services provided to the Gowernt by the private sector, e.g. estate
management, facilities management, municipal ses@c
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2035 What would you consider to be the three gstateallenges to PPP development in

2.1
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212
213
214
215
216
217

218
219

2110

2111

2112
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2117
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2119
2120
2121

2122
2123
2124
2125
2126
2127
2128

your country?

Legal & Regulatory Provision for PPP, IncludingFinancial Risks

Do you know if Kyrgyzstan has a concessiors BPP law?

If so, are PPP contracts designed to be obgadd?

Does the PPP law prevail over any other lawdirtpwith concessions?

If not, does the Constitution, or other lavegognise the principles of concession and
regulate the granting of concessions in such athatyconcessions are legally
possible?

If the country has a Public Procurement Lawt,dtear to what extent it applies or
not, to the granting of concessions or PPPs?

Does Kyrgyzstan have a local public servicesfta municipalities or local authority
concessions or PPPs, and is it clear?

How do you think the current provision of PR® feflects on political support for
PPP development and the perception of foreign alip¥estors?

How many laws currently apply to PPP?

Can you think of any benefits that a singleacknd attractive PPP legal framework
might bring?

Have the existing laws been reviewed to erns@epresent no barriers to successful
PPP development in Kyrgyzstan?

Do the laws / regulations identify the pulalichorities that have the vires to award
concessions and enter into project agreements?

Do the laws / regulations make a clear digtindbetween PPPs and public
procurement contracts regarding the transfer &ftaghe private sector?

Do the laws / regulations make a clear digtindetween PPP and licence to
operate?

Do the laws / regulations make a clear distn between PPP and privatisation?
Can a concession or PPP be granted to a doraedtor foreign person, or can the
shareholders of the PPP Special Purpose Compadhgrhestic and/or foreign?

Do the laws / regulations identify the sectord/or types of infrastructure or services
for which concessions or PPPs may, or may notyéeted?

Do the laws / regulations provide that a motitaward of a project is to be published
and that the public authority maintains recordthefselection and award
proceedings?

Does the public authority have the rightviaa a PPP without undertaking a
competitive process?

How does the Government manage unsolicitesifoen the private sector?

Is the legal basis for private sector parditgn in PPP clearly defined?

Do you think investors are, or would be, catafole with existing laws and financial
regulations which currently apply to PPP?

In your opinion, does the judiciary understefrP?

Does the judiciary accept PPP?

Do clear procedures exist for acquiring rigtitaray?

Are land and property issues dealt with imaly way?

In most cases would the public sector prothédand for PPP projects?

Is planning consent granted for infrastructigeelopments in a timely way?

How many steps does the planning consent gsdweve?
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How many statutory bodies are involved inglaning consent process?

Does a strategic “fast track” planning conseain exist for projects of national
significance?

If not, do you know if there is any intentimnestablish one?

In a PPP, which party is responsible for alitgi planning consents, licences and
approvals?

Are the interests of communities, the poorraadginalised protected in the planning
process?

Are there any provisions limiting foreign pefation in investment and/or PPP
activity specifically?

Are there any barriers to repatriation ofigdy PPP investors (T&C)?

Has the Government ratified, and does it atice follow, international conventions
on protection of foreign investment?

Are there any PPP-specific tax regulationsritey deter international PPP investors?
Is there a clear system for compensatingifri3tors for acts of public sector
authorities that change sector-specific economiiitmns that were unforeseen
during bidding and which are beyond the contrahef private sector partner?

Is there a clear system for compensating R¥#3tors for scope changes introduced
by the public procuring authority?

Is there a clear system for compensating R¥R#tors for procurements cancelled by
the public authority during the bidding process?

Are termination rights clearly set out in Ri*Pnajor infrastructure contracts?

Are all major public contracts subject to Bdqurement regulations?

Which institutions are, or would be, involiedhe PPP process?

Which national Government body has, or woaldeh ultimate responsibility for PPP
project approval?

Do private sector investors have access sdotidy and other agencies, prior to
procurement?

How does PPP, or major infrastructure, dejiggvernance work?

Is the regulatory authority and decision-mgkiierarchy clearly set out, for each
sector of expected PPP activity?

Is price regulation sufficiently flexible tbaav for major cost changes, e.g. due to
scope expansion?

Are PPP related laws and regulations foonatiprojects consistent?

Do regulations establish clear requirementsoaersight mechanisms for project
implementation?

Is, or would, risk clearly be allocated tdeliént parties according to their abilities to
manage them, within a PPP?

Has the allocation of risk between the pudlithorities and the private sector been
successful in recent years, for projects of natisigmificance?

What do you think are the key factors in thk rating of a typical PPP project using
project finance?

Where does “Demand Risk” normally lie, witk tpublic or private sector?

Do investors currently have the right to appgainst the decision of a regulator’s
office?

Are property rights enforceable and do theyiple proper compensation for
expropriation in practice?

Do standardised public infrastructure consré8tandard Form of Contract) exist in
Kyrgyzstan?

If so, for which sectors?
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231

232

If not, do you know if there is any intentitmndevelop one?

What level of autonomy exists within localtearities or municipalities to initiate
PPP projects, which are not considered “strategfiel national level?

How do you see national / local / municipalegoments interacting during PPP
development, or the delivery of a PPP project?

How do public authorities create, or intendrate, the right incentives to attract
investment of private capital into PPPs?

Are there any general business regulatiopsamtices which might affect the smooth
implementation of a PPP?

PPP Policy Framework

Is PPP development clearly supported in cugentral Government policy?

Does a policy framework exist that identifié&Pas an important tool for the
development and delivery of infrastructure?

Do policy framework documents exist?

Is there a PPP Model Agreement, or PPP Staraand of Contract?

Is PPP policy clearly distinct from privatigetipolicy?

Do current procurement procedures accommoblaterhployment of PPP?
Institutional Design - does policy clearly akbe authority and responsibility within
Government agencies, including oversight?

Does current policy clearly set out a processhe identification, approval,
procurement and implementation of a PPP or mafaastructure project?

Does current policy dictate transparency ig@mme and project selection?

Are Government ministries encouraged to dgvBBP programmes as part of their
overall infrastructure investment plans?

Does a current PPP pipeline of projects exist?

If so, what is the total value, capex, of fiisgramme?

Does the current policy framework generatarfaially viable public proposals?

Is project affordability rigorously tested twef procurement starts?

Has the Balance Sheet treatment of PPP pdjeen determined by policy makers?
Does the policy support a free market, promgotiompetitive tension?

Do stakeholders, including communities, cutydmve meaningful engagement in
major project development?

Is Government prepared to offer Viability Fumydto support certain PPP
developments of national importance?

Does policy apply to local and municipal auities?

What factors do you think investors consideemwassessing a PPP project?
What do you think would be an investor’s tojpnity when assessing a project in
Kyrgyzstan?

PPP Capacity — Public & Private
Is there a recognised PPP “Champion” withinkizegyz Government, at ministerial

level?
Are the necessary PPP interaction processéslevedloped?
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In your opinion, do Government agencies ant $tadies currently have sufficient
skills and understanding of PPP to successfullyligvand deliver a national PPP
programme?

Does the public sector possess any meaningijgdqb, contract, legal, financial or
commercial management acumen?

Are staff capable of routine operations in BE#elopment?

Do public agencies and authorities employ prapeounting practices when
considering Value for Money and liabilities?

Do public agencies have asset management, gkilsthe use of Asset Registers and
Asset Backed Vehicles (ABVs) for development?

In which sectors do you believe public sepensonnel to be strongest, and weakest?
Do public agencies have the requisite skillsaioduct feasibility studies and risk
apportionment studies, including PPPs?

Do public agencies have the required skilldeteelop a rigorous project appraisal and
PPP business case?

Do public agencies possess the required me#nudi criteria for awarding PPP
contracts?

Do public agencies have sufficient skill tesssfully engage the private sector in
commercial and PPP negotiations?

Do public agencies have contract managemeetriése? (Types?)

Is professional training and documentationlalk to public agency personnel in
order for them to improve their skills set?

Do local Government agencies possess the Sdliseprofiles as central
Government?

Are ministries encouraged to develop in-hdRBE expertise rather than continually
employ external consultants? If so, how is thisexad?

Has central Government supported PPP develdghreugh the creation of
specialist institutions and advisory units?

What would you see as the benefit of a spetRPP unit?

Does the Ministry of Finance have sufficieRPRexpertise?

Does Kyrgyzstan have a national PPP CentExcéllence (CoE)?

If so, is its interaction with other Govermmbodies clearly set out and understood
within Government?

How many FTEs does the CoE have and is iicgeritly resourced?

What sectoral experience do its personnelhave

Does the CoE have a projects lawyer within it?

Does it contain any ex-private sector perslowith commercial expertise?

Is the CoE’s role clearly set out in publitigpoand regulations?

Does the CoE have access to PPP internabesgapractice and advice?

Do other Government agencies meaningfullyaatewith the CoE?

Is there any intention to establish sectociipd?PP units?

In your opinion, does sufficient capacity existhe Kyrgyz private sector to help
deliver a large scale, multi-sectoral, Nationatastructure Plan?

How many large scale construction companies exKyrgyzstan?

What was their annual turnover for the lasricial year?

How many staff do they currently have?

What sectors have they experience of?

Do these companies have any management exgenéPPP projects?

Does sufficient skilled labour exist localby,would labour immigration be required?

54



2337

2338

2339
2340
2341
2342

2343

2344

2345
2346
2347
2348
2349
2350
2351

2.4
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Does the local banking sector have suffidiemiing capacity to satisfy the debt
requirements for such a programme?

Does the local financial sector have sufficexpertise to structure complex PPP
transactions?

How many large Facilities Management (FM) cames exist in Kyrgyzstan?

What sectoral experience do FM companies have?

Are there private sector transportation oewaperators in Kyrgyzstan? (List)

Is the local professional advisory marketegdgmced in project development and deal
transaction? (financial, legal, design, technireurance, technology)

Have any of these local companies partneréd wi been sub-contracted by, foreign
companies, on past projects?

Do any of the local companies, banks and flrenge access to knowledge exchange
with international PPP experienced companies?

Do any of these local companies have officeside Kyrgyzstan?

Do any of these companies have any PPP erperieom abroad?

Please list the names of the major utiliteKyrgyzstan

Are these publicly or privately owned?

Are these monopolies or does competition Bxist

What were their respective turnovers in tleipus financial year?

Are there any energy capacity constraintsviloald impact negatively on PPP
development?

Project Identification, Selection and Procuremt

Are all public infrastructure programmes idfedi, appraised, prioritised and
approved using Multi Criterion Analysis (MCA)? 1bf) then how?

Are all major public infrastructure projectedified, appraised and approved using
Cost Benefit Analysis (CBA)? If not, then how?

How is the National Infrastructure Plan develtfp

Which bodies are involved in project identifioa?

How is project identification linked to pubbadget allocation?

Who is the senior public person responsibke; #tcounting Officer” for a major
project?

What role does the Ministry of Finance play?

Are projects ever “bundled” together in ordettthey can be delivered in a faster and
more economic way?

How is the procurement path, (PPP or traditjpdacided upon?

Are PPP projects ever promoted simply to enthat they do not appear on the
public Balance Sheet?

Is the PPP process, from inception to apgraiparoval, procurement, delivery,
operation and end; set out in transparent andawttiulated stages?

Are there key milestones clearly shown in eddhe PPP stages?

Do these stages include appropriate exteugabsimht and peer QA reviews?

Are Environmental and Social Impact Assessen@®IA) carried out for each major
public infrastructure project?

Is optimism bias (OB) calculated for each mpjablic infrastructure project?

Is project affordability stress-tested withach major public infrastructure project?
How is Value for Money determined?

How is risk analysis carried out?
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2419 How is legal analysis carried out?

2420 Are comprehensive Business Case approvatesses, with accurate budgets, in
place for PPP projects? If so, please provide detai

2421 Who has lead responsibility for speedy apgrofzaach Business Case?

2422 Upon PPP project outline approval, is projectling ring fenced within the
appropriate Government budget?

2423 Are public officials required to declare ampnflicts of interest? How?

2424 Are local authorities encouraged to partigipa the procurement process?

2425 What procurement procedure is used, or intttalbe used for PPP procurements?

2426 Does this reflect the complexity of PPP prigjec

2427 Does the construction sub-contractor withHP& procurement; receive appropriate
incentives to deliver on time and to budget?

2428 s the construction sub-contractor liabledefects in the works, for a defined period
of time?

2429 Do procurement regulations for PPP projectsity favour certain bidders over
others?

2430 Is soft market testing carried out before prement is commenced for each major
project to demonstrate that the project is “ban&abhd that sufficient bidder appetite
exists, in order to avoid failed and costly procoeats?

2431 Are bidders given sufficient tendering infotioa, including timescales, in a timely
way, to permit them to respond to the best of thbility?

2432 Are procurement and scoring / evaluation nulugies clearly set out for the
bidders from the beginning?

2433 Is the project scope / output specificati@adly set out from the beginning of
procurement?

2434 How is a request for advanced works manag#tkiprocurement?

2435 Is the payment mechanism clearly set out fifmrbeginning of procurement?

2436 How is refinancing treated within public proement of PPPs?

2437 How is gain / pain share treated within pupticcurement of PPPs?

2438 Are the project management and contract managgearrangements clearly set out
from the beginning of procurement?

2439 Is the concept of Most Economically Advantagedender (MEAT) applied in the
scoring and awarding of all public contracts?

2440 At announcement of Preferred Bidder (PB),“Standstill” period applied, to allow
unsuccessful bidders leave to appeal?

2441 Are there fair and transparent mechanismaremt PB stage to resolve any
challenges from unsuccessful bidders?

2442 Between PB and Financial Close (FC), whichegeawent agency will lead
negotiations for the public sector?

2443 s the public sector held accountable fodésisions? How?

2444 s the public sector Contract Manager pathefpublic sector team from the
beginning of the procurement?

2.5 Post Award; Delivery, Operations and Performane Management
251 In Kyrgyzstan, do you believe that PPP andratiegor public contracts are properly
implemented and effectively monitored by the pubkctor agencies?

252  On contract award, which agency takes leadrespility for contract management
during the delivery and operational phases?
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Is the PPP CoE / Ministry of Finance involvegroject implementation, post award?
Are the public sector contract management abstsly set out in the Full Business
Case, for approval by central Government just eeFonancial Close and contract
award?

Is a clearly defined Output Specification depeld and made available to bidders as
part of the bidding process?

Have Performance Management Systems (PMS)dee&oped in Kyrgyzstan, for
the operational phase of PPP projects?

Is a relevant PMS reflected in the Project &grent (PA) and in the Contract
Management (CM) documentation?

What are the key metrics / Key Performancechidrs (KPIs) used to manage
performance of a PPP, or other large public cotfrac

What penalties / deductions are applied forperfiormance by the private sector
partner / supplier?

How are variations and claims by the privatga partner normally managed in
Kyrgyzstan?

How are conflicts or disputes typically marchgethin CM arrangements for PPP,
concessions or other major public contracts in Kgsgan?

Would you say disputes are settled fairly spekdily?

How is “Force Majeure” provided for in KyrgiP2Ps or major public contracts?
How is “change in law” provided for in PPPotiner major public contracts?

Does a mechanism exist for sharing the riskludinge in law” events?

Has international arbitration ever been engadpr such disputes?

Have any major public contracts ever beeniteted? If so, under what
circumstances?

In your experience, are private sector pastheuppliers normally paid fully and

promptly by Government in the case of major pubtiatracts?
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Annex Il — List of consultative meetings

Bishkek, Kyrgyzstan, 10-14 September 2012

MONDAY, 10 SEPTEMBER 2012

09.30 — 10.3Meeting with the representatives of the Ministrygmonomy and Antimonopol
Policy
« NURBEK MAKSUTOV

11.00 — 12.00Meeting with representatives of the Union of Bahkgrgyzstan
< ANVAR ABDRAEYV , President of the Union of Banks of Kyrgyzstan

13.45 — 14.4%/eeting with representatives of the National Bahkhe Kyrgyz Republic
e ABDYGALY TEGIN SUERKUL , Deputy Chairman
« URUSTEMOV S.A., Head of the Economy Division

15.15-16.0(Meeting with representatives of “Kyrgyz Investménredit Bank” CJSC
« KURMANBEKOV BAKYT , Head of the Corporate and Banking Activity

16.30-17.19Vleeting with representatives of “RSK Bank” OJSC

TUESDAY, 11 SEPTEMBER 2012

09.30 — 10.30 Meeting with representatives of theidtry of Finance

* BAIGOONCHOKOV M.K. , Deputy Minister
* MURZAEV KUBAT , Head of the Main Department on Management oeStat
Investments and Technical Assistance

11.00 — 12.00 Meeting with representatives of theistry of Energy and Industry
 KALIEV A , Deputy Minister of Energy and Industry
* OROZALIEV R . Deputy Head

14.00 — 15.00 Meeting with representatives of CdwrcDevelopment of Business and
Investments under the Government of the Kyrgyz loépu
 TALAIBEK KOICHUMANOV |, Secretary of the Investment Council
* RAFKAT HASANOV , Expert on economic and financial issues of the&ariat of
the Investment Council
« TOLKUN SHAKEEYV , Expert on legal issues of the of the Secretafithe
Investment Council
* ASKAT SEITBEKOV , Expert on economic and financial issues of ther&ariat of
the Investment Council
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15.30-16.30 Meeting with representatives of theeSéagency on Environment Protection ar
Forestry under the Government of the Kyrgyz Republi

* SABIR ATADJANOQV , Director of the State Agency

« ABDYMITAL CHYNGOJOEV , Deputy Director, State Agency

» ABDYKALYK RUSTAMOV , Deputy Director, State Agency

17.00-18.00 Meeting with representatives of therfier of Commerce and Industry of the
Kyrgyz Republic
* NURBEK ELEBAEYV , Chairman of the Committee on PPPs of the Chamber

WEDNESDAY, 12 SEPTEMBER 2012

« DYIKANOV M.D ., State Secretary

e ALYPSATAROV M. J . Head of the Department on Auto roads

« ASANKULOVA M. S . Head of the Department on Strategic Developmedtiavestments
¢ NIYAZBEKOVAT. K . Head of the Department on External Relations

10.30-11.30 Meeting with representatives of theeS#ayency on Construction and Regiona
Development under the Government of the Kyryz Répub

« KANYBEK NARBAEYV , Director of the State Agency

« MUSABEKOV A. O. Deputy Director

« KENESHOV, Head of the Department on Urban and Territorie¥&opment

e USUBALIEV A. U. Director of Department on State Expertise

« IMANBEKOV S. T. Director on Seismological Construction

12.00 — 13.00 Meeting with representatives of trelnBek Mayor’s Office
*  MURAT ISMAILOV |, First Vice-Mayor
* Department of Social Development

* Department of municipal property, architecture,stosction, development and reconstructig
of the city

14.30 — 15.30 Meeting with representatives of\h@stry of Health
« BOLOT ELEBESOV, Deputy Minister
« ESHHODJAEVA A. S. Head of the Department on Treatment and ProptiglAc
and Licensing
+ DJAKYPOVAR. S. — Chief Experpf the Department on Treatment and Prophylactig
Aid and Licensing
 SYDYGALIEVA B. O . Expert on strategic planning

16.00 — 17.00 Meeting with representatives of tseotiation of Constructions of the Kyrgy.
Republic
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09.00 — 10.00 Meeting with representatives of theidfry of Transport and Communications
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THURSDAY, 13 SEPTEMBER 2012

09.30 — 10.30 Meeting with representatives of tben@ittee on Economic and Fiscal Policy
of Jogorku Kenesh (Parliament) of the Kyrgyz Refubl

e ALTYNBEK SULAIMANOV , Chairman of the Committee

« ZAMIR BEKBOEYV , Deputy chairman of the Committee

11.00 — 12.00 Meeting with representatives of thieistry of Education and Science
« BOLOT ELEBESOV, Deputy Minister

15.00 — 16.00 Meeting with representatives of tta@eSService on Execution of Punishmen
under the Government of the Kyrgyz Republic

¢ ALIK MAMYRKULOV , Chairman

« KENENBAEYV K.CH ., Deputy Chairman

16.30 — 17.30 Meeting with representatives of teeakiation of entrepreneurs of Kyrgyzsta
¢« CHYNGYZ MAKESHOV , Head of the Association

[
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FRIDAY, 14 SEPTEMBER 2012

09.30 — 10.30 Meeting with representatives fromaAddevelopment Bank (ADB)
« MIRDIN ESHENALIEV , Senior Project Officer

11.00 — 12.00 Meeting with EBRD
« MANASTYRLI L . Head of the Local Office

13.00 — 14.00 Meeting with representatives ofUhNDP in Kyrgyzstan
e SALTANAT DOSPAEVA , Operations Manager

16.00 — 17.00 Meeting with representatives fromGbencil “Federation of Employers of Industry”
Guild of Directors

« USEN KYDYRALIEV , Deputy Chairman
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