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SUMMARY OF PROPOSED CREDIT/GRANT AND PROGRAM

THE KYRGYZ REPUBLIC
SECOND DEVELOPMENT POLICY OPERATION

Borrower

The Kyrgyz Republic

Implementation Agency

Ministry of Finance

Financing Data

IDA Credit (SDR8.99 million, $13.89 million equivalent) of 40 years maturity
including a 10-year grace period and IDA Grant (SDR 7.19 million, $11.11 million
equivalent).

Operation Type

The second in a series of two Programmatic Development Policy Operations.

Pillars of the Operation
And Program
Development Objective

The proposed DPO2 supports government efforts in the following two pillars:

1. Improving public sector governance

il. Enhancing the business environment.

The main Program Development Objective is to promote sustainable growth
through more accountable use of public resources and an improved environment
for doing business. The first pillar supports increased accountability and
transparency in the use of public resources which is expected to improve the
quality of public service and generate savings that will strengthen fiscal
sustainability and allow re-allocation of some spending to priority areas. The
second pillar supports actions to address the constraints to a more vibrant
development of the private sector, including through improved business inspection
systems, a more effective judiciary, improved banking supervision, and a stronger
deposit protection framework. The program is consistent with the priorities of the
National Sustainable Development Strategy and is closely aligned with the FY13-
17 CPS and is expected to contribute to reducing poverty and sharing prosperity.

Result Indicators

1. Worldwide Governance Indicator Control of Corruption — percentile rank
Baseline: 9.95 (2011)  Target: 15 (2014)
2. Effectiveness of internal audit increased (PEFA PI-21)
Baseline: D (2009) Target: C (2014)
3. MoF public procurement report shows increasing compliance with PPL
Baseline: no information provided on effectiveness of public procurement.
(2011)
Target: information available on effectiveness of public procurement. (2014)
4. Key operational and financial performance indicators and key decisions of the
power sector are regularly disclosed.
Baseline: no indicators are disclosed (2011)
Target: key operational and financial performance indicators are disclosed.
(2014)
5. Increase in the budget for the judiciary.
Target: Annual rate of increase of 10 percent (2015)
6. Strength of investor protection index (sub-indicator of DB) improved.
Baseline: score 7 (DB2011) Target: score 8 (DB2015)
7. Risk-based inspection by MoE and pilot agencies reduces inspection burden.
Baseline: inspections are not risk-based (2011) Target: inspections are risk-
based (2014)
8. NBKR regularly collects credit information from banks and microfinance
institutions and enhances supervision.
Baseline: no records on parallel loans (2011)  Target: parallel loans are
tracked (2014)
9. Increased confidence in banks as evidenced by increasing deposits to GDP ratio.

vi




Baseline: 16 percent (November 2013) Target: 20 percent (December 2014)

Overall risk rating

This is a high risk operation. This rating reflects the fragile political situation,
concerns about the sustainability of growth and the macroeconomic framework, a
weak fiduciary environment and a low, albeit evolving, institutional capacity.

Operation ID

P126274
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IDAPROGRAM DOCUMENT FOR A
PROPOSED SECOND DEVELOPMENT POLICY OPERATION
TO THE KYRGYZ REPUBLIC

1. INTRODUCTION AND COUNTRY CONTEXT

1. This program document describes the Second Development Policy Operation in a
programmatic series of two operations, which aims to address Kyrgyz Republic’s key
development policy challenges. The operation supports the efforts of the Kyrgyz authorities to
improve public sector governance and enhance the business environment. The program is
anchored in the 2013-17 National Sustainable Development Strategy (NSDS) which aims to lay
foundations for faster, more sustainable growth, more and better jobs and reduced poverty. The
medium-term fiscal policy under the program is supportive of macroeconomic stability while
safeguarding key social spending. The amount of the proposed Second Development Policy
Operation (DPO2) is US$25 million with a 55-45 percent credit-grant element. The first
operation in the series, in the amount of US$25 million, was approved in July 2013.

2. The DPO series is a pivotal element in the World Bank Group’s strategy for the
Kyrgyz Republic. It is aligned with the objective of the FY13-17 Country Partnership Strategy
(CPS) of improving governance along three areas: i) public administration and service delivery;
i1) business environment; and iii) management of natural resources and infrastructure. The DPO
program was a central pillar of the FY12-13 Interim Strategy Note (ISN) and its focus on
governance and private sector growth addresses some of the key causes of the 2010 revolution.

3. The Kyrgyz Republic is a young democracy undergoing a significant transformation
and the DPO2 design reflects this process and the country’s ambitions. Growth performance
has been volatile and poverty remains high, at least partly contributing to the outbreak of two
revolutions since 2005. While the changes that followed the April 2010 events transferred power
to a popularly elected parliament, expectations of a significant improvement in living conditions
have been only partially met and the Kyrgyz Republic remains one of the poorest countries in
Europe and Central Asia with a GNI per capita in 2012 of around US$1,000. In addition, the
country’s institutions need to be strengthened further to ensure effective implementation of the
new political arrangements. Reflecting this, the proposed DPO2 supports reforms that are
feasible in the existing complex political setting and are accompanied with technical assistance
activities in various areas. Clearly, the reform agenda in these areas will need to continue
beyond this DPO series.

4, The political situation has improved since 2010, but remains challenging. The
October 2011 parliamentary elections were regarded as free and fair, and in September 2012 and
April 2014 new governments were formed expeditiously demonstrating the country’s growing
capacity for democratic governance. In addition, the new system has put greater emphasis on
consensus building among various stakeholders resulting in largely shared vision for the strategic
priorities among key constituencies. However, the parliament and other newly empowered
institutions are still learning how to effectively use the acquired powers and institutional checks



and balances are not always effective. Still, by 2012, 57 percent of the population felt the
country was going in the right direction, compared to 30 percent in November 2010."

5. Numerous shocks have kept economic performance volatile and poverty rates high.
The Kyrgyz economy remains characterized by significant informality, reliance on a few sectors
(gold, agriculture, and trade), and remittances.” The prudent fiscal stance until 2008 was
replaced by significant fiscal expansion in response to the 2008-09 global recession and the 2010
domestic crisis, with the budget deficit averaging 5.0 percent of GDP during 2009-12, one of the
highest in the Europe and Central Asia (ECA) region. Frequent shocks in recent years, including
food price spikes and instability, also stunted progress in poverty reduction. About 38 percent of
the population lived in poverty in 2012, down from nearly 60 percent in 2005 but up from
32 percent in 2008.An estimated 4.4 percent of the population lives in extreme poverty.

6. The Kyrgyz Republic has experienced some progress on social development since
2010. Although the prospect for economic growth and social progress looks more favorable
going forward, fiscal imbalances and political risk, though lowered, may threaten the stability of
growth.

7. The overall framework of this operation is aligned with the goals of reducing
poverty and boosting shared prosperity. Achievement of these goals rests on the three pillars
of growth, equity, and sustainability (see Figure 1). These in turn require appropriate fiscal
policies, functioning public institutions and private markets, and effective risk management. The
policies supported by this operation are expected to promote economic growth and its
sustainability. Strengthening public sector governance will improve allocation of public
resources and combined with measures to enhance the business environment and boost private
sector activity, will promote sustained and higher growth. Previous episodes of growth in the
Kyrgyz Republic have been closely associated with poverty reduction and growth in the
consumption of the bottom 40 percent. Finally, governance failures in the country have led to
poor quality of public services and contributed to the turmoil over the last decade. Thus, a focus
on governance and lowering barriers to economic activity is also critical to promoting greater
equity and inclusiveness of the country’s economic progress.

International Republican Institute, Kyrgyzstan National Opinion Poll, April 2012, available at:
http://www.iri.org/news-events-press-center/news/iri-releases-post-presidential-election-survey-kyrgyzstan-public-
opini.

* According to “Shadow economies all over the world — new estimates for 162 countries from 1999 to 2007,” WB
PRWP 5356, the informal economy in the Kyrgyz Republic between 1999 and 2007 hovered around 40 percent.



Figure 1: Poverty Reduction and Shared Prosperity Policy Framework

)’

Swustain
ability

Source: www.worldbank.org (LAC equity lab).

2. MACROECONOMIC POLICY FRAMEWORK

A. RECENT ECONOMIC EVENTS

8. Following a strong rebound in 2013, as gold production recovered, economic activity
moderated in early 2014. Gold production at the main gold mine Kumtor recovered from the
glacier movement in early 2012 which disrupted gold production, adding 5.1 percentage points
to the 10.5 percent GDP growth rate in 2013. This followed a GDP decline of 0.1 percent in
2012, confirming the pattern of volatile growth due to heavy reliance on gold, remittances, and
re-exports. The non-Kumtor economy grew by 5.8 percent in 2013, the third year of growth rates
of 5-6 percent, with construction and trade leading economic activity. GDP growth moderated to
5.6 percent year-on-year in the first quarter of 2014 as gold production stabilized.

9. Private consumption, public investments and gold exports fueled economic activity.
Official international money transfers grew by 7.9 percent in 2013 while the 12-month growth
rate of credit to the private sector increased to 44.2 percent y-o-y by March 2014. In response,
private consumption grew by 5.1 percent in 2013. Government consumption was largely flat,
reflecting a wage freeze for most of the public sector and stronger controls over spending on
goods and services. Public investments in energy and transport and a recovery in foreign direct
investment (FDI) kept investment levels strong. Net exports continued to be a drag on growth.

10. Buoyant domestic demand and stagnating non-gold exports are keeping the current
account deficit large. The dollar value of exports grew by 4.8 percent in 2013 as the recovery of
gold exports was offset by lower gold prices and a fall in non-gold exports. Terms of trade
losses from lower gold prices amounted to about 2 percent of GDP, while non-gold exports fell
by 6 percent in 2013 as Russia’s accession to the World Trade Organization (WTO) increased
competition for Kyrgyz garments producers and stricter Customs Union standards affected
Kyrgyz dairy exports. Imports increased by 8.9 percent keeping the trade deficit high. Despite
strong remittances and improved tourism receipts, the current account deficit is estimated to have



remained in double-digits. Still, large errors and omissions suggest that the actual current
account deficit may not be as high.

Table 1: Key Macroeconomic Indicators and Projections

(In percent of GDP unless otherwise noted)

2009 2010 2011 2012 2013 2014 2015 2016
Act.  Act.  Act. Act. Prel. Proj. Proj. Proj.

Real sector

GDP, in USS$ million 4,683 4,794 6,199 6,603 7,225 7,531 7,946 8,531

GDP per capita, in US$ 864 875 1,120 1,182 1,280 1,321 1,380 1,467

GDP growth, in percent 29  -05 6.0 -0.1 10.5 4.4 4.9 5.0

Investment 229 239 240 262 25.6 27.3 29.3 29.4
Fiscal accounts

Revenues and grants 321 305 31.8 338 33.9 32.1 31.2 31.0

Expenditures 36.1 36.6 363 39.0 37.6 36.4 34.7 33.9

Balance 1/ 35 63 46 53 -4.0 -43 -3.5 -2.9

Public debt 58.1 597 494 49.0 47.7 51.9 51.9 52.6
External accounts

Exports of goods and services 545 5277 547 53.6 55.1 57.9 56.3 56.4

Imports of goods and services 789 81.7 823 977 95.9 99.7 96.4 95.5

Current account balance -2.5 -6.4 -6.0 -15.0 -13.5 -15.7 -14.5 -12.6

External debt 89.3 927 767 813 84.4 82.6 81.3 82.0
Prices and exchange rates

Inflation, period average 6.8 7.8 16.6 2.8 6.6 6.1 6.6 6.0

Exchange rate, KGS/US$ 441 471 465 474 48.6

Source: Bank staff calculations based on data from national authorities.
1/ Includes statistical discrepancy.

11.  The large external imbalance and weaker currencies of Kyrgyz Republic’s key
trading partners due to the ongoing formalization of US monetary policy put a pressure on
the som in early 2014. Capital and financial inflows exceeded the current account deficit for
most of 2013, resulting in an increase in foreign exchange reserves. Net FDI increased to above
10 percent of GDP with trade credits and borrowing providing additional capital inflows.
However, the recent gradual normalization of the US monetary policy affected capital inflows to
many developing countries and weakened their exchange rates. The currency of Russia, a key
partner of the Kyrgyz Republic, was further affected by the developments in Ukraine with the
ruble losing around 20 percent of its value over the last year. The exchange rate of Kazakhstan,
another important partner was devalued by 20 percent in February 2014, as the tenge weakened
by nearly 28 percent against the dollar since early 2013. These developments pushed up demand
for foreign exchange in the Kyrgyz Republic causing the som to lose more than 10 percent of its
value against the dollar since the start of 2014. The central bank used around 2 percent of



foreign exchange reserves to allow an orderly adjustment in the exchange rate. Reserves remain
above 3 months of imports and provide decent coverage of broad money and imports.

12.  The authorities are taking steps to reverse the post-2008 fiscal expansion. A surge in
government spending between 2009 and 2012 increased the fiscal deficit to 5.0 percent of GDP
on average, one of the highest in the ECA region. Robust revenues, a wage freeze, and spending
restraint helped reduced the deficit to around 4 percent of GDP in 2013, compared with a target
of 5.2 percent of GDP. Tax policy changes and improvements in tax administration in recent
years increased revenues. Still, the tax base remains narrow due to large informality and
numerous exemptions increasing the reliance on few entities (Kumtor, the Manas Transit
Center). Expenditures are high, reflecting the large number of social programs, a large wage-bill
and significant capital expenditures. Some of the policies that contributed to the surge in
spending after 2009 were envisaged to be temporary but ended up as permanent fixtures to the
budget, making the adjustment more difficult. The deficit is expected to increase in 2014 due to
the closure of the Manas Transit Center which is unlikely to be fully offset through lower
expenditures given existing rigidities.

Table 2: Fiscal Accounts

(In percent of GDP)
2010 2011 2012 2013 2014 2015 2016
Act. Act. Act. Prel. Proj. Pro;j. Proj.
Total revenue and grants 30.5 31.8 33.8 33.9 32.1 31.2 31.0
Tax revenues 223 23.1 25.5 25.6 25.7 25.5 25.8
Non-tax revenues 54 5.8 5.8 5.8 43 3.7 32
Grants 2.8 3 2.5 2.5 2.1 2.0 2.0
Total expenditure 36.6 36.3 39.0 37.6 36.4 34.7 33.9
Current expenditure 31 30.9 31.8 30.5 29.1 27.4 26.6
Wages 7.7 8.3 8.7 7.9 7.5 7.4 73
Transfers and subsidies 4.2 3.8 35 35 33 34 33
Social Fund expenditures 8.6 8.3 9.7 9.4 9.4 9.3 9.3
Interest 0.8 1 0.9 0.9 0.9 0.8 0.9
Purchases of goods and services 9.6 9.5 9.1 8.8 8.0 6.5 5.8
Capital expenditure and net lending 5.4 55 7.3 7.2 7.3 7.3 7.3
Statistical discrepancy -0.2 -0.1 -0.1 -0.3 0 0 0
Overall balance -6.3 -4.6 -53 -4.0 -4.3 -3.5 -2.9

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

13. Monetary policy was recently tightened in response to pressures on the currency.

The National Bank of the Kyrgyz Republic (NBKR) increased its discount rate to 6.0 percent in
March 2014 from 4.2 percent at the end of 2013.> Higher policy rates should help moderate the

3 In March 2014, the NBKR changed its monetary policy implementation framework defining the discount rate as an
intermediate target for its monetary policy and assigning the authority for setting it to the Board of the NBKR.



rapid credit growth, though the effectiveness of the interest rate channel is limited. While the
banking sector appears sound (adequate capital, reasonable profits and low NPLs), the loan-to-
deposit ratio has been increasing from the late-2012. The establishment of a credit registry by the
NBKR supported by this operation will help improve banking supervision and risk management.

14.  Headline inflation eased as international food and fuel prices moderated. Following
three food price shocks over the last five years, pressures from international markets eased
during 2013 and early 2014. In March-2014, wheat prices were 20 percent below the peak levels
registered in mid-2012, while oil prices remained largely unchanged. As a result, annual average
inflation in the Kyrgyz Republic moderated to 6.6 percent on average in 2013 and in early 2014.

B. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

15.  GDP growth is expected to moderate to about 5 percent a year as gold production
stabilizes and remittances, FDI and credit to the private sector support demand.
Remittances and to a lesser extent exports are expected to grow, although with sizable downside
risks. While Russia’s growth is projected to dip to 1.1 percent in 2014 (and further to -1.8
percent in case the turmoil in Ukraine is extended), construction activity (where most Kyrgyz
migrants are employed) is expected to be robust and growth in Kazakhstan is projected to remain
at about 5-5.5 percent. China’s growth is projected to moderate to a still high 7.5 percent and not
cause disruptions to ongoing and planned projects in the Kyrgyz Republic. A strong public
investment program and more credit to the private sector will add to demand.

Box 1: Emerging Macroeconomic Risks

Recent global developments can affect economic prospects of the Kyrgyz Republic. Tensions between Russia and
Ukraine and slower growth in traditional partners could result in drop in remittances and exports, currency volatility,
and higher wheat and energy prices exposing the Kyrgyz Republic to a scenario of low growth and high inflation.
Russia is the main host country for the large Kyrgyz migrant population (15 percent of labor force) and a traditional
export market for Kyrgyz garments. Remittances have been resilient and have grown despite slowing Russian GDP
growth, due to robust performance in sectors that employ migrants (trade, construction, domestic services).
However, a larger loss of confidence in response to a prolonged Crimean crisis would see investments declining by
10 percent in 2014 and consumption remaining largely flat. According to the team’s estimates, a 10 percent
reduction in remittances is likely to half the growth rate of the Kyrgyz economy to around 2.5 percent. In addition,
Kyrgyz exports to Russia are already being affected by Russia’s WTO accession and could further suffer if the
slowdown is extended.

The loss in value of the Russian ruble and higher commodity prices will affect the Kyrgyz som and inflation. A 2005
study (Barhoumi, 2005) estimated the average long-run pass-through from exchange rate changes in developing
countries at around 0.6-0.8. However, the Kyrgyz Republic shares some of the characteristics (small size, import
dependent, limited domestic production) of countries that had higher pass-through rates. Also, wheat prices
increased by 8.9 percent since the beginning of January while oil prices increased in late-February, but have since
retreated. With food and fuel accounting for 48.9 percent of the consumer price index (CPI), higher world prices will
translate into higher inflation and hardship for the country’s poor. On the other hand, increased demand for gold, a
typical safe-haven at times of distress could increase inflows and support fiscal accounts. By mid-March, gold prices
reached US$1,347, an 11.8 percent increase from end-2013.

Source: Bank staff.

16. Better human, physical and institutional assets will promote diversification and
reduce vulnerability over the medium term. Excessive reliance on a few sectors and large
informality exacerbate volatility and vulnerability to shocks. Gold accounts for 40 percent of




exports, remittances are 30 percent of GDP and the informal economy is estimated at 40 percent
of GDP. The Kyrgyz Republic needs more and better institutional, physical and human assets to
realize the potential of its economy, including in agriculture, trade and transit, natural resources
while strengthening social cohesion. Stronger institutions, also supported by the DPO2, will
address some of the main obstacles to doing business, including bureaucracy and corruption.
Better physical infrastructure would relieve connectivity issues such as unreliable electricity,
poor access to remote areas, and high costs of transportation. Education and health sector
reforms will create a better-skilled labor force, a rapidly growing constraint to doing business.

17. More and better jobs are needed to reduce poverty and share prosperity and to
enhance people’s voice and participation, a critical ingredient of the post-2010 governance
framework. Not enough quality jobs are created at present and a significant part of the
population migrates out of the country. The unemployment rate was 8.4 percent in 2012, with
close to a fifth of the population employed in agriculture. Demographics are making the
challenge more acute as the working age population is expected to increase by 30 percent
between 2010 and 2030. A recent World Bank report concluded that more and better jobs
require: 1) sustained market reform; ii) harnessing entrepreneurship; iii) better skills; iv) a
functioning labor market and affordable labor taxes; and v) mobility.4 The Kyrgyz population is
entrepreneurial and mobile and there are few labor market disincentives and barriers. However,
critical elements of the business environment remain difficult, labor taxes are high, and skills are
inadequate.

18. Improving efficiency of government spending will be critical for growth, inclusion,
and stability. The medium-term fiscal framework envisages a reduction in the deficit to below
3 percent of GDP by 2016, a task made more difficult by the 3—6 percent reduction in revenues
(or about 1.7 percent of GDP a year) due to the mid-2014 closure of the Manas Transit Center.
The authorities, supported by the IMF, are preparing a tax strategy that will outline tax policy
and administration reforms that can support revenues with gains expected on income taxes,
excises and Value Added Tax (VAT). However, most of the adjustment would need to come
from expenditures. On the other hand, public investment needs to remain high to address
infrastructure bottlenecks and social inclusion policies need to be promoted to strengthen
cohesion. This will require improved efficiency of public expenditures, including through
reforms supported by the DPO2. The new framework for public procurement is expected to
reduce the significant amount of resources currently spent on purchases of goods and services,
while a stronger internal audit function improves the control systems in the public sector.
Beyond the DPO2, the authorities expect savings from improved targeting of social protection;
already the authorities limited the allocations to non-targeted transfers and are developing a
registry of beneficiaries that will improve administration, cut costs of the system and allow for
streamlining of the number of social programs. In addition, implementation of the 2013 civil
service pay strategy introduces a harmonized approach to wage bill management, stronger
controls over hiring and a broader HR reform. While a number of measures will be difficult and
are yet to be designed, the favorable medium-term growth prospects provided an opportunity to

4 Arias, Omar S., Carolina Sanchez-Paramo, Maria E. Dévalos, Indhira Santos, Erwin R. Tiongson, Carola Grun,
Natasha de Andrade Falcdo, Gady Saiovici, and Cesar A. Cancho. 2014. Back to Work: Growing with Jobs in
Europe and Central Asia. Washington, DC: World Bank. (doi:10.1596/978-0-8213-9910-1) License: Creative
Commons Attribution CC BY 3.0.



implement the necessary reforms. Fiscal financing needs are expected to decline, as the deficit is
reduced with financing from the World Bank, IMF, ADB and bilateral infrastructure loans
expected to cover the needs (Table 3).

Table 3: Financing Needs and Sources

(In percent of GDP)
Fiscal Financing External Financing
2013 2014 2015 2016 2013 2014 2015 2016
Prel.  Proj. Proj. Proj. Prel.  Proj. Proj.  Proj.
Requirements 4.2 4.9 42 3.7 Requirements 234 232 222 214
Deficit 35 4.3 3.5 2.9 CAD 13.5 15.7 14.5 12.6
Amortization 0.7 0.6 0.7 0.8 Amortization* 7.5 54 59 6.8
Reserves 2.4 2.1 1.7 2.0
Sources 42 4.9 4.2 3.7
Loans 5.0 5.1 4.4 34 Sources 234 23.2 22.2 21.4
PIP 3.7 4.1 4.0 3.0 FDI 10.4 12.2 11.4 13.0
Budget sup. 1.3 1.0 0.5 0.4 Disbursements 10.3 9.6 9.9 9.6
Privatization 0.0 0.0 0.0 0.0 Capital grants* 1.3 1.3 1.4 0.9
Domestic* -0.9 -0.2 -0.2 0.3 Other flows** 1.3 0.0 -0.5 -2.1
Source: Bank staff calculations based on data from MoF, Source: Bank staff calculations based on data from MoF,
NSC and IMF. NSC and IMF.
*/ negative value refers to deposits increase. */ excludes debt forgiveness in 2012 and 2013.

**/ includes errors and omissions.

19. Monetary policy will need to be responsive to price and exchange rate pressures
while financial sector policies should support growth. Over the medium term, inflation is
expected to remain in the 5-7 percent range, as the NBKR remains committed to price stability,
though global price shocks or changes in the exchange rate could increase inflation. Continuing
with the flexible exchange rate policy with interventions only to smooth out large fluctuations
will contribute to the economy’s competitiveness while further de-dollarization and
improvements in the transmission mechanism for monetary policy will enable the NBKR to be
more effective. Better supervision and regulation of the financial sector will help increase the
availability of credit while keeping risks manageable.

20.  The current account deficit will remain high but will be fully financed with
increased private investment and concessional borrowing. Exports are expected to grow as
gold output remains strong and as reforms support expansion of non-gold exports. According to
the IMF, the real exchange rate was in line with the economy’s fundamentals prior to the recent
devaluations of currencies of key trading partners. The adjustment in the Kyrgyz som since early
2014 should help with price competitiveness. Strong FDI and public borrowing to upgrade the
capital stock will keep imports and the current account deficit high over the next few years.
Under a reform scenario and given the proximity to China, access to markets in Russia and
Kazakhstan, and low labor costs, the Kyrgyz Republic is well positioned to attract increasing
inflows of FDI, including from China. Chinese investments in the energy sector (oil-refinery and
a pipeline worth US$3 billion — 40 percent of 2013 GDP) were recently agreed and are expected
to significantly increase capital inflows into the Kyrgyz Republic. The country should also be
able to attract investment to develop its natural resources, including in mining and hydro-power.
Trade credits and loans will cover the remaining financing gap (Table 3).



21.  The risks to this outlook are significant, both external and domestic. Remittances
have so far been resilient to the slowdown in Russia (source of around 95 percent of private
transfers), but a protracted slowdown and larger tensions with Ukraine could lower remittances
and exports. Gold prices add another layer of uncertainty. In the absence of global shocks, prices
are projected to moderate over the medium-term and this will affect the external and fiscal
accounts. The situation in the region remains fragile and could become more so after the
planned pull-out of NATO troops from Afghanistan in 2014. Domestically, the still evolving
political institutions may limit the ability of the government to implement reforms. A repeat in
the global food price increases would pose a serious threat to poverty reduction, given the large
share of food in the consumption basket.’ The country has limited instruments to effectively
respond to these risks in case they materialize.

22.  The 2013 debt sustainability analysis (DSA) update confirmed that the country is at
a moderate risk of debt distress, but with strong volatility in growth and remittances.
Under the baseline scenario, public debt is on a downward trajectory with the net present value
of debt projected to decline from 33 percent of GDP in 2013 to 31 percent in 2018. Still, failure
to consolidate fiscal accounts or a lower GDP growth (i.e. keeping the deficit around the average
for the last five year period) will test fiscal sustainability. External debt burden indicators are
below indicative thresholds for countries with large inflows of remittances such as the Kyrgyz
Republic under the baseline, with the present value of external debt projected to decline from
59 percent of GDP in 2013 to around 50 percent in 2018. External debt is vulnerable to extreme
shocks such as significantly lower non-debt flows (FDI or transfers). Steady growth of
remittances and maintaining a prudent borrowing strategy are essential to mitigate risks and to
keep the debt outlook sustainable.

Figure 2: DSA Summary Chart

Present Value of Public Debt Present Value of Public External Debt
(In percent of GDP) (In percent of GDP and remittances)
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Source: Bank-Fund 2013 DSA update.

23.  The macroeconomic policy framework is considered adequate for this operation.
The set of macroeconomic policies strike an appropriate balance between the need to safeguard
economic activity and the need to gradually re-build buffers and strengthen prospects for fiscal

> The population is extremely dependent upon purchases of staple food items. Food counts for up to 60 percent of
household expenditure, and wheat products (bread, flour, etc.) are a large part of Kyrgyz households’ caloric intake.
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and external sustainability. The Bank will closely monitor the situation and coordinate with the
IMF and other partners to ensure that the environment remains adequate for such an operation.

C. IMF RELATIONS

24, Bank and Fund staff collaborate closely to support the government in its reform
agenda. This close coordination has resulted in largely shared views of the economic situation
and the priorities for the country. The IMF has broadly endorsed the country’s macroeconomic
policies and supported these by an Extended Credit Facility (ECF). The ECF was approved in
June 2011 to support economic recovery in the short term and a stronger, sustained and inclusive
growth in the medium term by promoting gradual fiscal consolidation and strengthening of the
financial sector resilience. The fifth review of the ECF was completed in December 2013 and
noted that economic recovery is underway with robust growth in a low inflation environment. As
of end-March 2014 the program remains on track. The engagement of the IMF beyond the
completion of the ECF in mid-2014 will be discussed during the next visit of the IMF team, with
fiscal policy and the financial sector likely to remain the main focus of engagement.

3. THE GOVERNMENT’S PROGRAM

25.  The Kyrgyz authorities aim to establish a democratic state with a stable political
system, dynamic economic growth and growing incomes of its citizens in the next five-year
period. The 2013-17 National Sustainable Development Strategy (NSDS) provides the strategic
framework for the achievement of these objectives. The NSDS puts emphasis on anti-corruption
activities and judicial reform that would establish the rule of law, as well as reforms in education,
health care, social policies and gender that will enhance social prosperity (see Box 2). The
authorities expect that poverty could fall to 25 percent by 2017, from 38 percent in 2012, if the
NSDS is effectively implemented, reflecting strong job and real wage growth.

26. A number of sector strategies, which are increasingly being aligned with the NSDS,
guide the efforts on specific areas. Reforms in anti-corruption, the judiciary and energy are
being more clearly articulated in specific action plans adopted by the authorities. Encouragingly,
there is greater harmonization between these documents, though this is yet to be systematically
ensured. For example, the draft Public Sector Reform Roadmap (PSRR), prepared with technical
assistance from the World Bank, aims to create a unified platform for support of public sector
reforms from development partners.’

% In the PSRR project, the Bank provided advice to the GoKR on prioritization of public sector reforms for 2014-16
in the following areas of public sector reform: anti-corruption reform; legal and judicial reform (as affected by the
executive branch); public administration reform; civil service reform; public financial management reform; and
reforms of strategic sectors with a large proportion of government ownership (extractive industries and energy).
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Box 2: The Kyrgyz Republic NSDS 2013-17 — Main Areas of Reform

To establish a state governed by the rule of law, with strong national unity and social cohesion among various social
groups and ethnicities, the NSDS envisages reforms aimed at:

e ensuring stability of the Constitution and laws and their effective enforcement;

e ensuring free democratic elections and freedom of speech;

e combating corruption and increasing effectiveness and transparency and cooperation with the civil society;
e strengthening the legal system and reforming the judiciary; and

e promoting equitable economic development of regions.

The NSDS also sets the strategic direction for sustainable development, sovereignty and national security through
appropriate economic policies, building up of human capital and strengthening environment protection and crisis
preparedness. It envisages robust economic development through:

e prudent macroeconomic policies;

e improvements in the business environment (reduction in informal economy, tax and investment policy, legal
and regulatory framework for SME developments, managing of public resources etc.);

e financial sector development; and
development of strategic industries (agriculture, power, mining, transport and tourism).

Reforms in education and in health care, combined with increasing effectiveness of social protection and pensions are
expected to improve the human capital and facilitate the achievement of the social objectives of the NSDS.

Source: National Sustainable Development for the Kyrgyz Republic 2013 — 17.

4. THE PROPOSED OPERATION

A. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

27.  The proposed DPO2 program has two pillars that are closely linked to the objectives
of the NSDS and sector strategies: (i) improving public sector governance and ii) enhancing
the business environment. The program includes measures to improve transparency and
accountability in managing public resources and to promote efficient business regulation,
stronger property rights and a resilient financial sector. The reforms will lay the foundation for
stronger growth, and reduced poverty and shared prosperity. The DPO2 program is largely the
program envisaged at time of DPO1 preparation with some adjustment of prior actions in the
energy and financial sectors due to timing constraints and priorities of the authorities.

28.  The design and content of this operation have benefitted from Bank-wide experience
with other DPOs as well as the experience of the first operation in the series. Reflecting the
findings of the recent retrospective on development policy lending and from the World Bank’s
World Development Report 2011 on Conflict, Security and Development, the proposed
operation embeds the following general principles: 1) avoid pushing for unrealistic and ambitious
reforms that would not be politically feasible in the current context; ii) concentrate on priority
areas that have full ownership and thus a greater chance of success; iii) deepen reforms that were
initiated in previous operations; and iv) complement the DPO with other instruments for Bank
support, including technical assistance (TA), economic and sector work (ESW), and investment
operations.” Reflecting the lessons learned from the earlier operation in the series, the DPO2

" The Kyrgyz Republic is not officially classified as a Fragile or Conflict-Affected State; however, it bears some
characteristics of such countries.
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preparations process ensured more frequent interactions with the counterparts and upstream
collaboration in formulating the program.

29.  The DPO instrument brings significant benefits through the engagement process,
ahead of the expected enactment and implementation of legislation, which may extend to
beyond the DPO program. It establishes the structure for policy dialogue in a number of
sectors, allowing for progress in areas not under the jurisdiction of the legislative branch. In
addition, the DPO-engagement provides a framework for coordination of the government’s
activities and strengthening capacity in government agencies, including in better articulating
their proposals to the parliament. During the drafting of the deposit insurance bill, one of the
prior actions of DPO2 and supported by a Financial Sector Reform and Strengthening Initiative
(FIRST) technical assistance grant, the Bank provided advice on the Agency's corporate
governance structures, institutional arrangements and fund management strategy. Similarly, the
Bank's involvement in the context of the DPO program in developing the framework for public
procurement has helped build capacity in the future regulator and advance the dialogue on e-
procurement. Still, sustainability of reforms would require the passage of legislation as well as
longer term engagement and commitment. Ability to process follow-up budget support
operations would also depend on progress in enacting the legal changes by the parliament. The
shared vision on the strategic priorities of the country is; however, providing assurances that the
direction for reforms would be maintained and that prior actions requiring parliamentary
approval will eventually be enacted in a satisfactory manner.

30.  The post-2010 arrangements in the Kyrgyz Republic are increasing implementation
risks for DPOs, while providing opportunity for broader support of reform. With decision-
making authority in a number of areas being transferred to an increasingly more active
parliament, the government’s ability to push through policies has diminished and the time to
adopt legislation has increased. Specific to the proposed DPO2, this is increasing the
implementation risk for actions requiring parliamentary approval and the risk that the expected
results will not be achieved within the projected timeframe.

31. Due to longer than expected preparation times required for certain legislation, a few
changes have been made to the program since the preparation of DPO1. The trigger on the
draft insolvency law was removed from the program as it requires a longer term engagement and
technical assistance. Similarly the trigger on the electricity law was replaced with a new prior
action on publication of performance data by energy companies. Another change that was
introduced to the policy matrix was the replacement of the trigger related to the Prompt
Remedial Action Framework (PRAF) with the action on credit registry, upon request by NBKR.
NBKR stated that more time would be needed to adopt a formal framework in some areas
including crisis preparedness and management. Finally, the trigger on the resolution regulating
the issuance of sovereign guarantees was dropped since revisions to the draft Budget Code in the
Parliament eliminated the issuance of guarantees.
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B. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

PILLAR 1: IMPROVING PUBLIC SECTOR GOVERNANCE

32.  This pillar supports increased accountability and transparency in the use of public
resources through improved public sector governance structures. More efficient use of
public resources, both in the public administration and in the energy sectors, is expected to
generate savings that will strengthen the sustainability of the fiscal accounts and allow re-
allocation of spending to priority areas and improve quality of public services, which will help
reduce poverty and promote shared prosperity. The DPO2 supports four key actions under this
pillar: (i) implementing and monitoring the anticorruption plan; (ii) improving the functioning of
the internal audit system; (iii) bringing public procurement in line with international good
practice and (iv) increasing the transparency of the public companies in the energy sector.

Anti-corruption

33.  Acute governance failures and high perceptions of corruption were at the core of the
2010 turmoil. In response, the governance structure in the country was revamped and the
authorities embarked upon a process of building policies and institutions for implementation of
the new governing structures. In 2012, the authorities adopted an Anti-Corruption action plan
(supported by DPO1) and the proposed DPO2 is supporting the implementation of this plan.
More specifically, the DPO2 supports verification of asset declarations of civil servants in
political functions which is being undertaken for the first time in the Kyrgyz Republic and has
the potential to significantly strengthen the role of asset declarations as a tool in the fight against
corruption. As part of this action, the State Personnel Service (SPS) coordinated the work of an
interagency commission with representatives of 11 agencies and identified a number of cases of
wrongful declarations. The authorities are also strengthening the monitoring and evaluation
framework for the implementation of the government’s action plan and have adopted a
government resolution that mandates the regular reporting by agencies on their implementation
progress. The authorities are revising the framework for conflict of interest that aims at clarifying
the definition of conflict of interest for civil servants and bringing legislation in line with
international standards. Future development lending operations may support these reform efforts.

Prior action 1: State Personnel Service, has completed the first round of verification of asset
declarations of civil servants in political functions and submitted the summary results to the
government.

Internal Audit

34.  The proposed DPO2 supports reforms in internal audit and internal financial
control that can, over time, make an important contribution to improved governance. The
2009 Law on Internal Audit set the framework for the development of this important function.
Still, apart from the establishment of internal audit units in public entities, there has been limited
progress in implementation and institutional capacity remains weak across the public sector.
Recent activities are giving a renewed impetus to this area. The statute of the internal audit unit
in the Ministry of Finance (MoF) was upgraded to a department under the Minister providing for
a stronger institutional setting for advancing the internal audit reform. The law on internal audit
is currently being revised, in an effort to align it with international good practice. As part of the
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DPO2 supported program, a government resolution in September 2013 established an
independent Internal Audit Council as an advisory body that would oversee the development of
internal audit and propose improvements in the internal audit framework. In addition, in
December 2013, the government adopted the regulations on the system for Public Financial
Management and Control and by-law of a Code of Ethics for internal auditors. These regulations
will bring the legal framework for internal audit in line with good international practice and over
time should result in stronger systems to evaluate controls and processes in the public sector.

Prior action 2: The Government, through Resolution No. 498, dated September 9, 2013,
approved a Regulation on Internal Audit Council establishing the said council; through
Resolution No. 722 dated December 31, 2013, has adopted a regulation on Financial
Management and Control in Budget Organizations; and through Resolution No. 721, dated
December 31, 2013, adopted ethical standards for internal auditors in public agencies of the
Kyrgyz Republic.

Public Procurement

35. Bringing the Kyrgyz public procurement framework in line with good international
practice will be a major stride towards enhancing transparency and generating fiscal
savings. The legal framework for public procurement has come a long way since the
introduction of the first law on public procurement in 1997. Still, a number of weaknesses
continue to exist and a Country Procurement Status Review by the World Bank in August 2012
found that the legal framework continues to have features that are not compliant with
international standards. In response, with support from the World Bank, the government adopted
a public procurement development strategy (supported by DPO1) and in February 2014
submitted to the Parliament a new draft law on public procurement that brings the Kyrgyz
legislation in line with international good practice.  The authorities also adopted in
February 2014, a regulation that upgrades the institutional framework of the public procurement
regulator within the MoF. At the same time, the authorities have drafted the implementing
legislation for the new Law on Public Procurement (to be effective following the enactment of
the Law) which envisages establishment of an independent complaint review commission. The
authorities have also committed to continue developing a reporting system to monitor the key
indicators of the procurement process and its outcomes. These measures are expected to enhance
transparency through proper reporting on the use of public funds and the clarification of roles
and responsibilities of regulatory and oversight bodies; reduce corruption in public procurement;
and improve public procurement performance and efficiency.

Prior action 3: The Government, through Resolution No. 69, dated February 3, 2014, ““On draft
Public Procurement Law of the Kyrgyz Republic,” has approved and submitted to Parliament a
draft of said law, and through the Resolution No. 68, dated February 3, 2014 “On Public
Procurement Department under the Ministry of Finance of the Kyrgyz Republic”, has
strengthened the role of the public procurement regulatory body within the Recipient’s Ministry
of Finance.

Energy Sector Reform

36. Implementation of the Power Sector Development Strategy can transform the sector
into a source of growth and investment. The sector is endowed with a significant hydro-
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generation potential; however, inadequate governance arrangements and regulatory environment
have made it a large contingent liability to the budget. The regulator is not independent and
tariffs are below recovery levels resulting in severe underinvestment, high losses and non-
transparent contractual arrangements. The government’s 2012-15 Power Sector Development
Strategy (supported under DPO1) outlined an ambitious agenda to address these issues,
including: (i) improvements in efficiency and transparency of the sector; (ii) adoption of a
medium-term tariff policy accompanied by an adequate social protection scheme; and
(ii1) increased investments in energy infrastructure. The government is amending the legal
framework (Law on Energy, Law on Electric Energy and Law on Natural and Allowed
Monopolies) to provide clear delineation of powers and responsibilities and to create a settlement
center for transparent accounting and monitoring of electricity and financial flows. In addition,
the authorities are increasing the transparency of the power sector companies (DPO2 prior
action) by requiring them to make available to the public extensive information on their
performance. This will help address some of the main causes of the populations’ low trust in
power sector entities.

37. In addition to improved governance, gradually adjusting tariffs to cost-recovery
levels can improve the financial position of the sector. The government is preparing a four-
year Medium-Term Tariff Policy (MTTP) with the objective of ensuring progressive cost-
recovery. The MTTP will be accompanied with a communication strategy, as well as targeted
social protection program for the poor and vulnerable groups. While not a part of the proposed
DPO2, the Bank remains committed to assisting the authorities in these processes by providing
technical assistance in the design of the MTTP as well as the social program.

Prior action 4: The Ministry of Energy and Industry has issued the Order No. 174, dated
October 10, 2013, which aims to increase the transparency of the energy sector by requiring
Energy Companies to regularly publish on their respective websites the following information:
(i) monthly balances of the special accounts of EPP and NEGK and transit accounts of
Severelectro, Vostokelektro, Oshelectro, and Jalalabatelectro; (ii) quarterly operational and
technical performance data of the Energy Companies; and (iii) annual financial statements
together with audit reports.

PILLAR 2: ENHANCING THE BUSINESS ENVIRONMENT

38. Reform efforts in recent years are yet to translate into a business environment
conducive for private investment, job creation and growth. Starting a business has been
simplified and now takes 8 days (exceeding the expected result for this DPO-series of 10 days)
and other reforms have been pushed through. However, implementation has not been consistent.
Procedures remain complicated and involve a high number of interactions between government
officials and entrepreneurs, and therefore entail corruption risk, with inspections being especially
vulnerable. In addition, protection of property rights is not always guaranteed, including due to a
poorly functioning judiciary and inadequate corporate governance arrangements. Finally, growth
of the private sector is hampered by an underdeveloped financial sector, including due to low
confidence and stability issues. Pillar 2 of the proposed DPO2 is addressing some of the
bottlenecks to a more vibrant development of the private sector, including through: i) improved
functioning of the judiciary; 1i) facilitating risk-based inspections; iii) increased accountability of
executive directors; iv) stronger deposit protection arrangements and v) enhanced ability of
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NBKR to supervise the financial sector. Going forward, business environment reforms need to
be supported by complementary reforms in education and skills and access to infrastructure, both
areas in which the World Bank has extensive engagement with the authorities.

Judicial Reform

39. Implementation of the 2012 Judicial Reform Action Plan will, over time, improve
efficiency of the sector. While currently the judicial system is underfunded, perceived as
corrupt and an obstacle to doing business, recent steps are encouraging. The parliament is
revising the process of selection of judges in response to concerns regarding its objectivity, a
number of courts have begun publishing their decisions on their web-sites and the wages of
judicial staff were increased. The authorities are committed to strengthening the financial
independence of the court system envisaged in the Judicial Reform Action Plan (supported by
the earlier operation, DPO1). Subsequently, on March 19, 2014, the government adopted the
program on development of the judicial system for 2014-2017, that essentially introduces an
independent judicial budget and envisages a gradual increase in the budget allocation for the
depleted court infrastructure. Implementation of these measures is expected to improve the
functioning of the system and enable it to regain the confidence of individuals and businesses.

Prior action 5: The Government, through Resolution No. 174 “On Draft State Target Program
on Development of the Judicial System of the Kyrgyz Republic for 2014-2017”’, dated March 19,
2014, has submitted to Parliament the draft of said program which aims to increase the financial
independence of the judicial sector.

Corporate Governance

40. Strengthening corporate governance can improve property rights and stimulate
private sector growth. The 2013-2014 World Economic Forum Global Competitiveness Report
ranks the Kyrgyz Republic 128"™ on efficacy of corporate boards and 121* on protection of
minority shareholder’s interests (out of 148 countries). Amendments to the Law on Joint Stock
Companies supported by the DPO2 outline: (a) how directors should carry out their duties;
(b) what their obligations are in cases of related-party transactions; and (c) what the
consequences of such transactions. These amendments are expected to increase the transparency
in the management of joint stock companies, facilitate easier access to capital and financial
markets and strengthen the rights of shareholders. The amendments were submitted to the
Parliament through Government Resolution No.610 dated November 11, 2013.

Prior action 6: The Government, through Resolution No.610 dated November 11, 2013 “On
Draft Law of the Kyrgyz Republic On Introducing Amendments to the Law on Joint Stock
Companies of the Kyrgyz Republic,” has submitted to Parliament a draft of said law that aims to
strengthen the responsibilities of members of management bodies.

¥ 89 percent of respondents to the 2013 Global Corruption Barometer felt that the judiciary was corrupt or extremely
corrupt. Available at: http://www.transparency.org/gcb2013/country//?country=kyrgyzstan.
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Business Inspections

41. Enterprise surveys have identified the inspections process as one of the most
significant burden for businesses. System of inspections has not been systematic and has been
nontransparent, creating room for rent seeking. Ongoing measures are overhauling the system.
Amendments to the legislative framework in 2011 and 2012 reduced the number of inspections
and allowed for the introduction of risk based inspections (supported by DPO1) with risk criteria
serving as a basis for assessing and differentiating risk level of businesses and determining the
frequency of inspections by controlling agencies. The launch of the risk-based inspection
coordination module (KontrPro3) in January 2014 supported by DPO?2 is facilitating effective
implementation of the risk-based approach to inspections. Inspections plans of participating
inspections services are now risk-based and are monitored and coordinated by the Ministry of
Economy using a unified database of entities including their risk profiles. The system initially
covers six inspectorates in the Bishkek region; however, the system will be rolled-out to the
remaining six inspectorates and their regional offices once technical capacity constraints are
addressed. The use of KontrPro3 will allow improved efficiency in coordination of inspections
with a reduction in required staff time and electronic control of duplications. Complementing this
reform, the authorities, with IFC support, are planning to launch a public campaign for
KontrPro3 and are also revising the checklists setting out the requirements for businesses during
inspections. The checklists will streamline and increase the transparency of the inspection
process and reduce the potential for rent-seeking. So far, checklists have been revised for two
inspection services.

Prior action 7: The Government has operationalized the single automated database for
inspections of businesses (KontrPro3) in the Ministry of Economy and six inspectorates in the
City of Bishkek that aims to reduce the burden of inspections on businesses.

Credit Registry

42.  The political upheavals of 2010 led to significant financial sector instability from
which the sector is yet to fully recover. The crisis caused a large deposit outflow, deterioration
in the quality of the portfolio and substantial losses for the sector. The NBKR responded by
taking over seven banks (accounting for 45 percent of the system’s assets) under temporary
administration. While the sector has returned to growth, access to finance remains a constraint to
doing business and the NBKR still remains involved in legal processes of three commercial
banks.” This highlights issues in the bank resolution legal framework which are being addressed
in the new Banking Code currently reviewed by the parliament.'’ The crisis also highlighted
weaknesses in the supervisory and regulatory framework for the banking sector, including in
onsite and offsite supervision, stress testing, contingency planning and crisis management which
may lead to understatement of NPLs or risks. At the same time, the regulatory framework in a
number of areas (Basel 11, consolidated and risk-based supervision etc.) is yet to be established.

43.  The establishment of a credit registry will enhance the ability of the NBKR to
effectively supervise the financial sector. The NBKR has lacked timely and exhaustive

? One of the banks is still undergoing liquidation while three other banks remain under conservatorships as the
NBKR cannot take action to resolve these banks because of pending court cases from their shareholder.

' The development of the Banking Code is supported by the IMF program and is not included in this DPO. The
World Bank and IMF teams are closely coordinating their assistance to NBKR on legal and other reforms.
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information on the credit exposure of banks and regulated financial institutions, which has
limited its ability to effectively supervise the sector, identify potential problems, manage risks
and take remedial measures. In June, 2013, the NBKR Board revised the regulation on periodic
reporting of commercial banks to the NBKR and in August 203 it amended the regulation on
methodological guidelines for periodic reporting of banks and mandated banks to start delivering
on a monthly basis to the NBKR granular data on loans extended beginning from December
2013. At the same time, the NBKR developed a credit registry (CR) that started functioning in
January 2014. Despite the existence of some errors in the database and the need to enhance the
software supporting the database in the medium term, the system is functional and reported to be
a useful tool for banking supervision in the Kyrgyz Republic. The system holds information on
all banks except one, which is currently solving some technological problems. The new CR helps
the NBKR: a) to respond rapidly in case of detecting over-crediting and/or parallel loans within
the database b) to conduct off-site analysis of the commercial bank’s loan portfolios; c) to
receive combined loan-related information on various indicators by borrowers/loans and on the
banking system as a whole; d) to evaluate credit development and concentration of loans and e)
to reduce the time spent for conducting reviews of the commercial banks’ loan portfolios.

Prior action 8: The National Bank of the Kyrgyz Republic (NBKR), through Resolution No. 20/7
of the Board of the NBKR “On Amending the Regulation on Periodic Bank Reporting™, dated
June 26, 2013, and through Resolution No. 27/1 of the Supervision Committee of NBKR “On
Amending the Methodological Guidelines for Periodic Bank Reporting”, dated August 7, 2013
has strengthened bank reporting to support the functions of the NBKR’s newly established credit
registry.

Deposit Protection

44,  The proposed DPO2 supports increasing protection of depositors to enhance the
confidence in the system. The World Bank’s Emergency Recovery Support Operation (ERSO),
approved in 2011, supported the independence of the Deposit Protection Agency (DPA) with an
appropriate supervisory board providing oversight, thus paving the way to improve governance
in the deposit protection system through clarified roles, responsibilities, and accountability of
DPA, the NBKR, and the government. Building on this, the authorities are introducing
improvements that increase protection of depositors and improve governance and procedures in
the DPA, including by clarifying: i) the powers and qualifications of its management; ii) the
requirements to “coordinate” with other entities and iii) the definition of an insurance event and
timing of paying depositors.

Prior action 9: The Government, through Resolution No. 528 ““On Draft Law on Introducing
Amendments to the Law on Protection of Bank Deposits”, dated September 27, 2013, has
approved and submitted to Parliament a draft of said law that aims to strengthen governance,
coordination and operations of the deposit protection scheme.
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Table 4: DPO Prior Actions and Analytical Underpinnings

Prior Actions

Analytical Underpinnings

Operation Pillar 1: Improving Public Sector Governance

State Personnel Service has completed the first round of verification of
asset declarations of civil servants in political functions and submitted the
summary results to the government.

Public Sector Reform Roadmap (2013), Capacity
Building for Economic Management TA (ongoing).

The Government, through Resolution No. 498, dated September 9, 2013,
approved a Regulation on Internal Audit Council establishing the said
council; through Resolution No. 722 dated December 31, 2013, has
adopted a regulation on Financial Management and Control in Budget
Organizations; and through Resolution No. 721, dated December 31, 2013,
adopted ethical standards for internal auditors in public agencies of the
Kyrgyz Republic.

Multi-donor trust fund on PFM (2009).
Public Expenditure and Financial Accountability
(PEFA, 2009).

The Government, through Resolution No. 69, dated February 3, 2014, “On
draft Public Procurement Law of the Kyrgyz Republic,” has approved and
submitted to Parliament a draft of said law, and through the Resolution
No. 68, dated February 3, 2014 “On Public Procurement Department
under the Ministry of Finance of the Kyrgyz Republic”, has strengthened
the role of the public procurement regulatory body within the Recipient’s
Ministry of Finance.

Multi-donor trust fund on PFM (2009).

Public Expenditure and Financial Accountability
(PEFA, 2009).

Country Procurement Status Review (2012).

The Ministry of Energy and Industry has issued the Order No. 174, dated
October 10, 2013, which aims to increase the transparency of the energy
sector by requiring Energy Companies to regularly publish on their
respective websites the following information: (i) monthly balances of the
special accounts of EPP and NEGK and transit accounts of Severelectro,
Vostokelektro, Oshelectro, and Jalalabatelectro; (ii) quarterly operational
and technical performance data of the Energy Companies; and (iii) annual
financial statements together with audit reports.

Power Sector Review (2014).

Operation Pillar 2: Enhancing the Business Environment

The Government, through the Resolution No. 174 “On Draft State Target
Program on Development of the Judicial System of the Kyrgyz Republic
for 2014-2017”, dated March 19, 2014, has submitted to Parliament the
draft of said program which aims to increase the financial independence of
the judicial sector.

Judicial Reform Diagnostic (2010).

The Government, through Resolution No.610 dated November 11, 2013
“On Draft Law of the Kyrgyz Republic On Introducing Amendments to
the Law on Joint Stock Companies of the Kyrgyz Republic,” has
submitted to Parliament a draft of said law that aims to strengthen the
responsibilities of members of management bodies.

PSD Dialogue (2012), Background Paper for the
PSD Strategy (2013).

The Government has operationalized the single automated database for
inspections of businesses (KontrPro3) in the Ministry of Economy and six
inspectorates in the City of Bishkek that aims to reduce the burden of
inspections on businesses.

IFC Advisory Services on Business Enabling
Environment.

The National Bank of the Kyrgyz Republic (NBKR), through Resolution
No. 20/7 of the Board of the NBKR “On Amending the Regulation on
Periodic Bank Reporting”, dated June 26, 2013, and through Resolution
No. 27/1 of the Supervision Committee of NBKR “On Amending the
Methodological Guidelines for Periodic Bank Reporting”, dated August 7,
2013 has strengthened bank reporting to support the functions of the
NBKR'’s newly established credit registry.

Financial Sector Monitoring (2010, 2011).
FSAP (ongoing).

The Government, through Resolution No. 528 “On Draft Law on
Introducing Amendments to the Law on Protection of Bank Deposits”,
dated September 27, 2013, has approved and submitted to Parliament a
draft of said law that aims to strengthen governance, coordination and
operations of the deposit protection scheme.

ROSC (2010).
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C. LINKS TO CPS AND OTHER BANK OPERATIONS

45.  The DPO program is structured around the main pillars of the CPS. The DPO series
supports the government in implementing a medium-term multi-sector reform agenda to improve
management of public resources and to improve the business environment. These areas were
central both in the FY12-13 ISN as well as the FY13-17 CPS and its main objective to improve
governance, focusing on: 1) public administration and service delivery; ii) business environment
and iii) management of natural resources and infrastructure.

46.  The reforms supported under several other projects under implementation are
complementing DPO2. The Governance Technical Assistance Project aims to strengthen the
capacity of the government in budget formulation and budget execution, with critical policy
dialogue support provided by the DPO series. Internal audit reforms supported by the proposed
DPO2 are linked to the Capacity Building for Public Financial Management project and
Capacity Building for Public Sector Internal Audit (not yet effective). Also, the introduction of
risk-based approach to inspections has been the focus of assistance from the International
Financial Corporation (IFC). In addition to the existing portfolio, future activities will also allow
the Bank to remain engaged. The Financial Sector Development Project and IFC projects on
supporting the development of credit bureaus and microfinance institutions will continue the
dialogue on financial sector issues. The planned FY15-17 DPO series will continue to focus on
governance, advancing further the dialogue on anti-corruption and judiciary.

D. CONSULTATIONS, COLLABORATION WITH DEVELOPMENT PARTNERS

Consultations

47, In a sign of increasing participatory processes, the NSDS benefited from extensive
input from various stakeholders. The strategy document was developed with participants from
a broad political spectrum, as well as from the development partners and the civil society. This
appears to be part of a broader change in the country aimed at achieving a more inclusive, open
and representative government. While these are early beginnings, at present, any new
legislation, regulation, or by-law, or any amendments to legislation are shared with the public for
discussion via government or ministry websites. The government also holds round tables with
NGOs and civil society. Business legislation and regulations are discussed with the business
community and business associations. Public Supervisory Councils established for all ministries
and most government entities to introduce public oversight over government policies and
activities also include representatives of the civil society. The authorities shared the draft 2014
Republican budget for public discussion in advance of its adoption by the government. More
specifically to the DPO series, most of the strategic documents supported under DPO1 (anti-
corruption, judiciary, energy) benefited from extensive involvement of various stakeholders. In
addition, the draft budget code was discussed at a public hearing organized by the Parliament,
while the Ministry of Finance also allowed for stakeholder involvement in the drafting of the
legislation on public procurement.
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Collaboration with other Development Partners

48.  The Bank collaborated closely with other donors on the design of the DPO2. The
Department for International Development (DfID), the European Commission (EC) and the
Swiss Cooperation are supporting the multi-donor trust fund which is helping advance the reform
agenda on PFM and informing the DPO2 program. The Bank, jointly with the ADB and EBRD,
is supporting the reform of the public procurement process. A donor working group on energy,
consisting of the ADB, the Bank, Japan International Cooperation Agency (JICA), Germany
Development Bank (KfW), and the United States Agency for International Development USAID
is active. The Bank works closely with the European Union (EU), UNDP and USAID in the
areas of governance and judicial reforms. The team also maintained frequent dialogue with the
IMF as well as the Eurasian Development Bank (EaDB).

5. OTHER DESIGN AND APPRAISAL ISSUES

A. POVERTY AND SOCIAL IMPACT

49.  The areas of policy reforms supported under the DPO2 appear well aligned to areas
of concern for the Kyrgyz population. The consultations with the civil society undertaken as
part of the preparation of the FY13-17 CPS identified that public sector governance and reform
is a top development priority for 40 percent of respondents, with business climate issues, such as
inefficient financial sector, corrupt business registrations and inspections, also featuring
prominently. In the latest round of the World Bank’s enterprise survey (2013) respondents
identify political instability and corruption as the top business environment constraints.'' Also,
according to an independent survey on life satisfaction, the Kyrgyz Republic’s population was
the least satisfied with the quality and efficiency of public service delivery among the countries
in Central Asia and the South Caucuses. Citizens’ feedback on the quality and responsiveness of
the judicial, police and document requesting services were particularly low in the Kyrgyz
Republic. Progress in judicial reforms supported by the proposed DPO2 has the potential to
improve citizen satisfaction significantly. Finally, the fiscal policy supported under the program
envisages gradual adjustment that protects social spending.

' http://www.enterprisesurveys.org.
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Table 5: Satisfaction with Quality and Efficiency of Public Service Delivery
(In percent of the population)

Health  Education Police Official Vocation Social Unemployment Courts
Documents  Training

Armenia 61 72 44 70 70 43 39 30
Georgia 75 82 75 92 83 28 0 36
Kazakhstan 54 69 40 50 62 50 43 27
Kyrgyz Republic 53 58 21 36 56 46 44 5
Tajikistan 57 62 36 62 51 42 38 29
Uzbekistan 64 74 43 54 65 48 14 29
Western Europe 80 76 55 80 78 67 52 40
ECA 61 73 45 67 70 51 45 41

Source: http://www.ebrd.com/pages/research/publications/special/transitionlIl.shtml.

50. Improved governance and reduction in corruption are at the heart of the equity and
inclusiveness agenda. Corruption can adversely impact prosperity through at least two main
channels. First, it stymies the improvement in performance of public sector institutions that are
meant to serve the population whether through enhancing their living conditions or productivity.
These institutions become less effective and serve those who are able to pay rather than treating
the population equally. This not only raises the cost of services to the population without
improvements in quality but also skews public expenditures away from those who are least
likely—or able—to pay. This is of particular concern since about 20 percent of all poor in the
Kyrgyz Republic are chronically poor due to lack of opportunities and low human capital.
Second, when corruption becomes prevalent, it threatens the rule of law, property rights, and
enforcement of contracts in a country. Thus, for a market economy to function properly, it has to
be supported by appropriate institutions. An estimated 59 percent indicated that corruption was a
major constraint and 30 percent of firms identified the court system as a major constraint (vs.
18 percent for all countries).

Figure 3: Economic Growth, Poverty and Growth Incidence

GDP Growth and Poverty Growth Incidence curve, 2008-12
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51. Economic growth in the Kyrgyz Republic has been pro-poor. Episodes of growth
have been correlated with poverty reduction and with growth in the consumption of the bottom
40 percent (Figure 3). Price shocks in 2009 and 2011-12, have weakened this relationship
somewhat; however, during 2000 - 2012 the semi-elasticity of growth on poverty was a
relatively high -0.7. ' Also, on average, between 2006 and 2011, the real consumption of the
bottom 40 percent increased by 5.8 percent, compared to a 2.5 percent increase in the
consumption of total population. Thus, while the direct and immediate distributional impact of
the actions supported by DPO?2 is broadly neutral, in the medium term the measures aimed at
strengthening governance and the business environment will improve the institutional basis for
economic growth and also have positive repercussions for equity and shared prosperity.
Moreover, the Kyrgyz Republic is not an exception to the general case when corruption practices
disproportionally affect the most vulnerable groups who have the least ability to make informal
payments and limited access to justice system. While it is difficult to measure the direct impact
on poverty and shared prosperity of the reduction in corruption and improvement in efficiency of
public finance institutions, weak governance and high levels of corruption were major stress
factors underlying the political and social upheavals of 2005 and 2010, which may have
negatively affected poverty rates. A more accountable public sector will reduce the risk of repeat
of the 2005 and 2010 developments and the accompanying negative implications for growth,
poverty reduction and shared prosperity.

B. ENVIRONMENTAL ASPECTS

52.  The specific policies supported by the DPO program will not have adverse effects on
the environment and natural resources. The operation supports reforms in management of
public resources and improving the environment for doing business. None of the sectors
included in the Operation are expected to have any direct significant links to the environment.

C. PFM, DISBURSEMENT AND AUDITING ASPECTS

Accounting, Recording, and Reporting

53. Improvements in the systems of accounting, recording and reporting are necessary.
Although limited computerisation of treasury functions now enables partial reconciliation of
information between regional treasuries, local transit banks, the central treasury and the National
Bank, there is no comprehensive automation of accounting, recording, and reporting. Monthly
and quarterly reconciliations between budgetary organisations’ records and those of the central
treasury take place, though the arrangements are cumbersome and probably do not resolve all
data errors. A fully integrated system is being developed; though progress needs to accelerate.
Quarterly reports are submitted to the president, the parliament and the prime minister. By mid-
May of each year, the government submits report for the execution of the budget (cash-based) for
the previous year to the parliament. It includes extensive information on revenues and
expenditures; however, it does not include accounting policies and is not supported by
commentary that would assist in the interpretation. The Republican government budget is

'2 This implies that a 1 percent growth in GDP per capita associated with reduction of the headcount poverty rate by
0.7 percentage points based on authors’ calculations.
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published on the MoF’s web site (www.minfin.kg) and monthly execution tables are published
on the web-site of the central treasury (www.kazna.kg) within a month.

54. National accounting and reporting standards for the public sector are not fully
developed yet. While the 2012 amendments to the Law on Accounting mandated the adoption of
IPSAS as accounting standards by all budget organizations, the legal and methodology
framework as well as institutional mechanisms for transition to international standards are
insufficient. The ongoing PFM Trust Fund supports a few IPSAS related activities, including
development of the methodological base and a limited number of introductory trainings to
familiarize public accountants.

Public Sector Auditing

55. Public sector auditing is performed by the Chamber of Accounts (CoA), the
equivalent of supreme audit institution. The Chamber of Accounts audits the budget execution
report prepared by the Ministry of Finance and submits its findings to the Parliament. No audit
opinion is given; instead a report of errors and violations is submitted. The absence of a set of
financial statements prepared in accordance with internationally recognised accounting standards
(only a budget execution report is prepared) limits what the Chamber can do. Its audit of
revenues and expenditure each year is not complete as only the consolidated statement of the
MoF is audited annually; the policy in relation to other financial statements is not transparent. In
addition to this, the Chamber undertakes audits of budget organisations, but does not separate
reporting on its work on the financial statements from compliance and the efficient use of
resources. Ongoing technical assistance (provided by the Bank, USAID and UNDP) should
enable the CoA to develop capacity to conduct audits in accordance with international standards.

56. Internal audit is weak; however, recent measures, also supported by the DPO
operation, should gradually strengthen this function. As noted carlier, following the 2009
adoption of the Law on Internal Audit, internal audit units were established in a number of
agencies. However, institutional capacity for effective internal audit practices is limited,
including in the Ministry of Finance, which is resulting in limited awareness of this function
within the public sector. Recent measures, also supported by the proposed DPO2, could
reinvigorate the agenda, but institutional change takes time.

Foreign Exchange Control Environment

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

58.  The NBKR has been audited regularly by internationally recognized audit firms.
The 2012 audit of the consolidated financial statements was conducted by LLC KPMG Bishkek,
who issued unmodified opinion on the financial statements. Previous audited financial statements
have also been unmodified with no major issues raised in the management letter.
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Public Procurement

59. Recent changes to the legal and institutional framework for public procurement are
bringing it in line with international good practices. Recent improvements have included the
option to publish procurement plans, bidding opportunities and contract awards on the MoF web-
site, the collection of minutes of tender commission meetings by the MoF Public procurement
department and the publication of an annual report on public procurement in 2011. In addition,
with the changes supported by the DPO2, the legal framework will considerably improve with
the creation a strong regulatory body as well as an independent redress mechanism. This should
strengthen the adherence to procurement rules, a critical weakness in the existing system and
reduce corruption in procurement.

Budget

60. Enactment of the Budget Code (preparation and submission to Parliament of which
was supported by DPO1) will significantly strengthen budget processes in the future. The
draft submitted to the Parliament in October 2012 strengthens controls over non-allocated funds
in the treasury, advances the introduction of internal audit and medium-term budgeting, and
provides more clarity to the overall budget cycle. While subsequently changes were made to this
draft that moved it away from international good practice, the authorities have indicated that they
will bring the draft in line with the earlier agreed version.

Disbursement and Audit

61.  The credit and grant proceeds would be made available to the Kyrgyz Republic
upon the effectiveness of the Financing Agreement and submission of withdrawal
applications for the credit and grant. IDA will disburse the amount into a foreign currency
deposit account that forms part of the country’s official foreign exchange reserves and is opened
for that purpose in NBKR. This account is available for budget financing and will be managed
by and subject to the control of the MoF. The Recipient shall ensure that upon deposit of the
proceeds of the credit and grant into the said account, and conversion into national currency, an
equivalent amount will be credited in the Recipient’s budget management system, in a manner
acceptable to the IDA, that is: the current Treasury account will be credited with the Kyrgyz som
equivalent at the official exchange rate within 30 days of disbursement. The foreign exchange
proceeds of the proposed DPO2 will be sold by the NBKR or held in reserves, in accordance
with the objectives of monetary policy. The authorities will report to the World Bank the amount
deposited in the account and confirm its availability to finance budget expenditures within 30
days of receiving such funds. If, after depositing funds in this account, the proceeds of the credit
and/or grant are used for ineligible purposes as defined in the Financing Agreement, the World
Bank will require the authorities to refund the amount to the World Bank.

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

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

Overall Assessment

64.  Though the overall fiduciary environment is weak, the existing arrangements are
adequate for the purposes of the DPO while the operation supports key reforms to
strengthen the control environment over the medium-term.  Functioning foreign exchange
control environment in the NBKR in which the DPO2 proceeds are deposited as well as current
budget execution reporting requirements are sufficient and adequate for the purposes of the
proposed DPO2 funds flow. Furthermore, measures supported by this DPO series should over
time strengthen critical aspects of the fiduciary environment. Consequently, the country’s PFM
system, combined with the commitment to PFM reforms, is adequate to support the operation.

D. MONITORING AND EVALUATION

65. The Ministry of Finance is responsible for overall monitoring and evaluation of the
proposed operation and for coordinating actions among other ministries and agencies. The
operation design and Policy Matrix reflect the limited capacity of institutions to monitor
outcomes of policies. Hence, there is significant reliance on external indicators (Worldwide
Governance Indicators (WGI), Doing Business (DB), etc.) to measure progress as well as
inclusion in the broader DPO supported policy dialogue of actions that establish baselines to
measure performance and results, for example in, public procurement and judiciary. The Bank
will monitor actions and review progress of the implementation of the proposed operation, as
well as the subsequent actions of the government program by using the baseline and expected
overall program outcomes to be outlined in the Policy Matrix. The World Bank is also assisting
the authorities in strengthening the national systems, including through providing advice on
monitoring indicators for performance of the judiciary, energy sector and public procurement.

6. SUMMARY OF RISKS AND MITIGATION

66.  Thisis a high risk operation. This overall rating reflects several factors:

(a) Political and governance risks. The environment has stabilized since 2010, but the
nascent democracy continues to face challenges. Stability will depend upon the
state’s ability to fight corruption, improve public services and sustain broad-based
growth and employment. While government changes are likely to remain frequent
as the society adjusts to the post-2010 arrangements, the shared vision on the
strategic priorities among key political parties and the increasing evidence of the
establishment of democratic norms are gradually reducing these risks. In addition,
this DPO supports measures designed to strengthen transparency and accountability
and support growth; however, the residual risk remains high given the evolving
institutional infrastructure.

(b) Macroeconomic risks have increased recently. Lower growth in Russia and
Kazakhstan could weaken inflows of remittances and Kyrgyz exports. Another
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(c)

(d)

(e)

®

(2

disruption in gold production or a significant decline in gold prices will negatively
impact the external balance. A large fiscal deficit and failure to control
expenditures could jeopardize sustainability. Bank and IMF budget support
programs partly mitigate these risks.

Sector policies and institutions are still evolving. The ability of the government to
build consensus and coordinate across key implementing agencies, and weak
institutional and technical capacity are critical limiting factors. The government
seems to be improving internal coordination and achieving political consensus over
time. The strong emphasis on coordination put in the preparation of the DPO and
the twinned technical assistance operations serve as an organizing framework by
helping the authorities better coordinate reform efforts. Still, beyond this, further
progress in this area is needed.

Operational design, implementation and sustainability risks are high. Weaknesses
in institutional capacity and evolving governing arrangements have affected the
design of the operation, which was mitigated by strong emphasis in the preparation
process on reaching precise agreement and close coordination with authorities.
However, the stronger role of the parliament is increasing risks that actions
requiring parliamentary approval may not be enacted in the manner agreed and
within the expected timeline. The team has actively communicated with the
parliament; however, the risk remains high, creating uncertainty in terms of the
development impact and putting in question ability to provide DPOs in the future.

Fiduciary risks. The fiduciary environment is reflecting identified weaknesses
across the entire range of PFM (accounting, auditing, procurement etc.). Adoption
by Parliament of a Budget Code that retains the good international practices agreed
during the preparation of DPOL is essential to improve the fiduciary environment.
In addition, the proposed DPO2 supports measures to reduce these risks; however,
these reforms take time to produce visible results. Specific to this DPO2, fiduciary
arrangements appear reasonable.

Environment and social risks are low. The operation is not expected to have
environmental impact while social impact, if any, should be positive.

Stakeholder risks also exist. The operation is well aligned with the government
strategy which 1is increasingly benefiting from improved participatory and
consultative processes. However, despite an active outreach to all stakeholders,
risks remain. The government’s operating arrangements remain complex and actual
implementation of some measures remains beyond the scope of the government
because of the roles of parliament, judicial bodies, and other entities.
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ANNEX 1: POLICY AND RESULTS MATRIX

Reform Areas

Prior Actions

DPO1

DPO2

| Expected Results

Pillar 1 — Program Development Objective 1 — Improving Public Sector Governance

Governance/
Anticorruption reform

Government, through Resolution No. 596 dated
August 30, 2012, adopted the Anticorruption
Program and Action Plan for 2012—-14 and has
established a framework for monitoring its
implementation that includes independent experts
and non-governmental organizations.

State Personnel Service has completed the first
round of verification of asset declarations of civil
servants in political functions and submitted the
summary results to the Government.

Worldwide Governance Indicator Control
of Corruption — percentile rank.

Baseline: 9.95 (2011).
Target: 15 (2014).

Improve budget
discipline and
transparency in use of
budget resources

A Protocol of cooperation dated October 23, 2012
signed between Ministry of Finance and the National
Bank of the Kyrgyz Republic (NBKR), specifying
the roles and responsibilities of the treasury, banking
and accounting functions, and the oversight of
payments/settlements, including the financial and
information security controls for operation of the
Single Treasury Account at the NBKR.

Government, through Resolution No. 605 dated
September 4, 2012, delegated authority to approve a
Unified Chart of Accounts to the Ministry of Finance
of the Kyrgyz Republic, and through Order No. 177-
[T dated September 4, 2012 the Ministry of Finance
of the Kyrgyz Republic approved a Unified Chart of
Accounts.

Government through Resolution No. 718 dated
October 15, 2012, “On Enactment of the Budget
Code of the Kyrgyz Republic” submitted to
Parliament a revised draft Budget Code that
strengthens controls over non-allocated funds in the
treasury, eliminates non-transparent reserve funds,
advances the introduction of internal audit and
medium term budgeting, and provides greater clarity
to the overall budget cycle.

The Prime Minister through letter No. 1-4118 to the
Speaker of Parliament dated November 30, 2012, has
requested an amendment to the proposed Budget
Code that would require prior Parliamentary
approval of the issuance of sovereign guarantees.

The Government, through Resolution No. 498,
dated September 9, 2013, approved a Regulation
on Internal Audit Council establishing the said
council; through Resolution No. 722 dated
December 31, 2013, has adopted a regulation on
Financial Management and Control in Budget
Organizations; and through Resolution No. 721,
dated December 31, 2013, adopted ethical
standards for internal auditors in public agencies
of the Kyrgyz Republic.

Composition of expenditure out-turns
compared to original approved budget.
(PEFA PI-2)

Baseline: C
Target: B
Effectiveness of internal audit increased

(PEFA PI-21).

Baseline: D (2009).
Target: C (2014).
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Reform Areas

Prior Actions

DPO1

DPO2

Expected Results

Transparency in public
procurement

The Ministry of Finance published a Public
Procurement Report on the use of the 2011 allocated
budget.

Government, through Resolution No. 661 of
September 27, 2012, adopted the Public
Procurement Development Strategy for 2012- 14 in
line with international best practice.

The Government through Resolution No. 69,
dated February 3, 2014, “On draft Public
Procurement Law of the Kyrgyz Republic,” has
approved and submitted to Parliament a draft of
said law, and through the Resolution No. 68,
dated February 3, 2014 “On Public Procurement
Department under the Ministry of Finance of the
Kyrgyz Republic”, has strengthened the role of
the public procurement regulatory body within
the Recipient’s Ministry of Finance.

MOoF public procurement report shows
increasing compliance with the PPL.

Baseline: no information provided on
effectiveness of public procurement
(2011).

Target: information made available on
effectiveness of public procurement
(2014).

Increasing energy sector
transparency,
governance and
accountability

Government, through Resolution No. 611 dated
September 7, 2012, adopted an action plan to
enhance transparency, accountability and governance
in the energy sector, including through: (i) carrying
out annual audits of financial statements of energy
companies following international accounting
practices and making the audit reports public;

(ii) setting up and maintaining web-sites for the
Ministry of Energy, the Energy Regulatory
Department, and the energy companies; (iii) ensuring
transparent and competitive procurement of fuel
resources; (iv) maintaining escrow accounts for
power export revenues for the National Electrical
Grid of Kyrgyzstan Joint Stock Company and the
Power Plants Joint Stock Company; and (v) selecting
the general directors and executive bodies of the
energy companies based on transparent and
competitive procedures.

The Ministry of Energy and Industry has issued
the Order No. 174, dated October 10, 2013,
which aims to increase the transparency of the
energy sector by requiring Energy Companies to
regularly publish on their respective websites the
following information: (i) monthly balances of
the special accounts of EPP and NEGK and
transit accounts of Severelectro, Vostokelektro,
Oshelectro, and Jalalabatelectro; (ii) quarterly
operational and technical performance data of the
Energy Companies; and (iii) annual financial
statements together with audit reports.

Key operational and financial performance
indicators and key decisions of the power
sector are regularly disclosed.

Baseline: no indicators are disclosed
(2011).
Target: key operational and financial
performance indicators are disclosed
(2014).

Pillar 2 — Program Development Objective 2 — Enhancing the Business Environment

Judicial reform

The Presidential Decree No. 147 dated August 8§,
2012, “On the Measures to Improve Justice in the
Kyrgyz Republic,” has established the Judicial
Reform Council and identified priorities for judicial
reform. The Judicial Reform Council under the
President approved a Strategic Action Plan on
reforming the judicial system (Resolution No. 2,
dated October 12, 2012).

The Government, through Resolution No. 174
“On Draft State Target Program on Development
of the Judicial System of the Kyrgyz Republic
for 2014-2017”, dated March 19, 2014, has
submitted to Parliament the draft of said program
which aims to increase the financial
independence of the judicial sector.

Increase in the budget of the judiciary.

Target: 10 percent annual increase (2015).

Business startup and
operations

Government through the Ministry of Justice issued
Order No. 134 dated October 11, 2012, containing:
(1) a checklist for registry offices to clarify on what
basis a registration application for the establishment

Reduction in the number of days to
register a business.

Baseline: 20 days.
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Reform Areas

Prior Actions

DPO1

DPO2

Expected Results

of a business can be rejected; and (ii) instructions
that applicants will receive upon the first submission
of all requests identifying what additional
information is required.

Target: Reduced by 10 days.

Access to finance

The Government, through Resolution No.610
dated November 11, 2013 “On Draft Law of the
Kyrgyz Republic On Introducing Amendments to
the Law on Joint Stock Companies of the Kyrgyz
Republic,” has submitted to Parliament a draft of
said law that aims to strengthen the
responsibilities of members of management
bodies.

Strength of investor protection index (sub-
indicator of DB) improved.

Baseline: score 7 (DB 2011).
Target: score 8 (DB 2015).

Business inspections

Government, through Resolution No. 108 dated
February 18, 2012, introduced transparent, risk-
based criteria for planning and conducting business
inspections and has developed a risk-based
inspections coordination module (Kontr Pro 3)
within the MoE, including a database of businesses
subject to inspection.

The Government has operationalized the single
automated database for inspections of businesses
(KontrPro3) in the Ministry of Economy and six
inspectorates in the City of Bishkek that aims to
reduce the burden of inspections on businesses.

Risk-based inspection by MoE and pilot
agencies reduces inspection burden.

Baseline: inspections are not risk-based
(2011).
Target: inspections are risk-based (2014).

Reinforcement of the
NBKR supervisory
function and enhancing
financial sector stability

The National Bank of the Kyrgyz Republic
(NBKR), through Resolution No. 20/7 of the
Board of the NBKR “On Amending the
Regulation on Periodic Bank Reporting”, dated
June 26, 2013, and through Resolution No. 27/1
of the Supervision Committee of NBKR “On
Amending the Methodological Guidelines for
Periodic Bank Reporting”, dated August 7, 2013
has strengthened bank reporting to support the
functions of the NBKR’s newly established
credit registry.

NBKR regularly collects credit
information from banks and microfinance
institutions and enhances supervision.

Baseline: no records on parallel loans
(2011).
Target: parallel loans are tracked (2014).

Strengthening of the
Deposit Protection
System (DPS) legal
framework

The Government, through Resolution No. 528
“On Draft Law on Introducing Amendments to
the Law on Protection of Bank Deposits”, dated
September 27, 2013, has approved and submitted
to Parliament a draft of said law that aims to
strengthen governance, coordination and
operations of the deposit protection scheme.

Increased confidence in banks as
evidenced by increasing deposits/GDP.

Baseline: 16 percent (November 2013).
Target: 20 percent (December 2014).
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ANNEX 2: LETTER OF DEVELOPMENT POLICY

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

[Date]

RE: LETTER OF DEVELOPMENT POLICY

Your Excellency,

The Government of the Kyrgyz Republic would like to accord its highest respect and compliments to the

World Bank for the ongoing assistance for the social and economic development of the Kyrgyz Republic.

I am writing to request on behalf of the Government of the Kyrgyz Republic a Development Policy
Operation of US$25 million to support our program that strengthens management of the public sector,

and supports improvement in the environment for private sector growth.
Recent Economic Developments

Last year was a successful year for the Kyrgyz Republic. Our efforts to overcome the crisis in the
economy and bring the economy to positive growth are showing results with the economy registering
strong and broad-based recovery. Based on preliminary data of the National Statistics Committee of the
Kyrgyz Republic for 2013, real GDP growth reached 10.5 percent, compared to a 0.1 percent contraction
in 2012, while nominal GDP reached the level of KGS350.0 billion (US$7.2 billion). Growth was led by
a strong recovery in production at the country’s main gold mine which alone contributed 5.1 percentage
points of the overall growth. Encouragingly, our non-gold economy continued to grow strongly for a
third consecutive year with output increasing by 5.8 percent, reflecting an increase in the industrial

output (without Kumtor) (3.5%), agriculture (2.9%), services (5.4%), and construction (12.4%).

On the expenditure side, we were able to maintain high investment levels, increasing them further by 2.9
percent in 2013, while growth in remittances, improved access to credit and modest labor market
improvements supported consumption. Despite recovering gold exports, our non-gold exports declined.
With imports growing faster due to strong domestic demand, the trade increased further compared to the

same period of 2012.
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Our macroeconomic policies and favorable global food and energy price developments also resulted in
lower inflation with annual inflation falling to 4.0 percent in December 2013 (year-over-year) and down
from 7.5 percent in December 2012. The exchange rate of the Kyrgyz som against the US dollar
depreciated 3.9 percent in 2013 as we continued our exchange rate policy of limited interventions aimed

at preserving the competitiveness of the real exchange rate.

According to preliminary data of the National Statistics Committee of the Kyrgyz Republic, economic
performance has moderated, but remains strong in 2014. Real GDP growth reached 5.9 percent in
January-February 2014, or 5.2 percent excluding Kumtor and we expect growth to be around 6.9 percent
in 2014. However, challenges have emerged, including devaluations of the currencies of major trading
partners as well as reduced growth projections in Russia. The Kyrgyz som also depreciated; while
preserving our competitiveness at traditional export markets, this can lead to higher inflation and hurt

growth.

This Letter of Development Policy sets out the key actions that our Government is committed to
undertake to maintain macro-fiscal stability and improve public sector management and the environment
for private sector growth. The reform agenda is firmly embedded in our National Strategy for Sustainable
Development and is a continuation of the program that was supported by the First Development Policy
Operation (DPO1) in 2013. Our program envisages a fiscal policy stance that supports macroeconomic
stability while safeguarding critical social spending, as well as reforms that improve transparency and
accountability of the public sector, strengthen the judiciary, reduce burden of inspection and lower risks

to the financial sector.
Country Development Goals and Indicators

Our broader priorities and development objectives are guided by National Strategy for Sustainable
Development of the Kyrgyz Republic for 2013-2017. The NSSD was approved by Presidential Decree
No.11 of January 21, 2013, and outlines strategic guidelines for sustainable development of the country,
the key priorities and major investment projects over this period. In accordance with this development
strategy, the primary objective for the next five years is to establish itself as a state with strong
democratic principles and lay a foundation for successful development of Kyrgyzstan. This will be
possible if the state and society will focus on the following three prerequisites in the course of

implementing the Roadmap:

e relying on its own capabilities;
e enforcement of the rule of law; and

e achievement of unity.

32



Main goal of the National Strategy for 2013-2017 is to build a stable society, improve living standards,
reduce poverty through accelerated economic growth, improved business climate and the rule of law, and
establish an efficient management system. Achieving our goals will require building a well-functioning
social market economy driven by a productive private sector, while the task of the state should primarily

be focused on creation of enabling environment for private sector activities.

Macroeconomic stability will be the key target benchmark. The cornerstone of economic stability in the
medium term will include fiscal and monetary policies that aim to achieve sustainable economic growth,
well-balanced budget, predictable inflation and keeping within means, not at the cost of "future

generations”.

Public investment (Public Investment Program) should be aimed at development of such sectors of the
economy, the growth of which contributes most to the economic development of remote areas, and which

have significant multiplier effect on development of related industries.

We are confident that the implementation of the reforms in our strategy will allow us to meet our

ambitious goals, including the following key quantitative parameters:

Table 1. Key Quantitative Parameters of Macroeconomic Stability in 2013-2017

Parameter: Target:

Average annual real GDP growth Not less than 7%

Inflation Interval of 5-7% (from 2015)
Fiscal deficit Not more than 5% of GDP
Public external debt Up to 60% of GDP

The rest of this document outlines specific policies and reforms in number of areas, including those

supported by the Development Policy Operation 2.
Public Financial Management and Fiscal Policy

Fiscal policy in 2013 was aimed at the full and timely financing of all social obligations of the state and
creation of favorable conditions for economic growth. Similar principles guide our medium-term fiscal
framework which envisages a slight increase in the fiscal deficit in 2014 (to account for the closure of the

Manas Transit Center) followed by reduction in the deficit to less than 3 percent of GDP in 2016.

At the same time, we are actively implementing the Medium Term Action Plan to reform the public
financial management system of the Kyrgyz Republic for 2012-2015 (approved by resolution of the
Government of the Kyrgyz Republic No.675 dated October 3, 2012).
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Budget Process

In order to improve the budgetary legislation to bring it closer to the international standards and adapt to
progressive innovations in the budget process, a draft of the Budget Code of the Kyrgyz Republic has
been prepared and introduced to the Parliament of the Kyrgyz Republic in accordance with the

established procedure.

On 7 February 2014, the Ministry of Finance of the Kyrgyz Republic received the comments from the
World Bank on the draft law. The comments will be considered in the process of further work with the
Jogorku Kenesh (Parliament) of the Kyrgyz Republic on the draft law. On 28 February 2014 the
extensive public hearings on the draft Budget Code of the Kyrgyz Republic were held with participation
of the government agencies, the parliamentarians, and the civil society. Comments are also expected to
be provided by the International Monetary Fund (IMF) and other stakeholders following the conducted
parliamentary hearings. We are actively working with the representatives of the Parliament and the
World Bank to ensure that the law that is finally enacted remains in line with good international

practices.

We are also increasing the transparency of the budget process. Information on the budget is posted on the
official website of the Ministry of Finance on a regular basis, including the Medium-Term Budget
Framework for 2014-2016, draft and approved annual budgets, Civilian Budget, detailed monthly budget
execution report and other budgetary information. Public budget hearings continue to be one of the

channels to ensure transparency and citizens’ engagement in the annual budget preparation process.

Continued progress is being made on gradual introduction of program-based results-oriented budgeting.
Extensive training was provided to budget specialists in line ministries and the2014 budget presented
draft program-based budgets for 28 pilot institutions in addition to their budgets in the traditional format.
We are also completing the introduction of GFS2001 standards in budget preparation and reporting.

Treasury

We are committed to implement a well-functioning treasury information system for the public sector in
the Kyrgyz Republic. Unfortunately, our earlier efforts to implement a fully integrated TMIS did not
come to fruition due to objective reasons; however, we are committed to the process and are exploring

options with the World Bank and other partners to advance the process further.
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Internal Audit

In order to achieve internal audit objectives of the Medium Term Action Plan to reform the PFM system
of the Kyrgyz Republic we amended the Internal Audit Law and adopted the following regulations to

ensure efficient internal audit:

a) Regulation on the Board of Internal Audit was approved by resolution of the Government of the
Kyrgyz Republic N0.498 dated 09.09.2013.

b) Resolution of the Government of the Kyrgyz Republic No.721 dated 12.31.2013 approved
ethical standards of internal auditors of state bodies and institutions of the Kyrgyz Republic.

¢) Regulation on financial management and control in budget institutions was approved by

resolution of the Government of the Kyrgyz Republic No.722 dated 12.31.2013.

Still, the agenda ahead is significant. Development of financial management and control requires
establishment of the legal and regulatory framework, methodology, as well as arrangement for retraining
of public institutions in the area of financial management and control. Also, improved quality of internal

audit requires introduction of a system of certification of internal auditors.

Public Procurement

We are making significant efforts to establish a more transparent and accountable public procurement
process in the country. We are strengthening the role of the regulatory body for public procurement. With
the resolution of the Government of the Kyrgyz Republic No.68 dated February 3, 2014, the Public
Procurement Department was established at the Ministry of Finance of the Kyrgyz Republic as a separate
agency to pursue the public procurement policy of the Kyrgyz Republic. We are also committed to
ensuring that the Department is able to recruit and retain high quality staff and are exploring various

options to provide adequate remuneration to its staff.

Further to this, the Ministry of Finance of the Kyrgyz Republic drafted a new Public Procurement Law
that aims primarily at eliminating corruption schemes in public procurement and reducing the room for
maneuvering (discrete action) for those responsible for public procurement. The Public Procurement Law
of the Kyrgyz Republic has been adopted by the Government of the Kyrgyz Republic, and will be
considered by the Parliament of the Kyrgyz Republic. In view of improving and enhancing the appeals
and protests redress mechanism the draft secondary legislation, providing for establishment of an
independent appeals mechanism, has been drafted and will be adopted upon enactment of the Public

Procurement Law.

In an effort to improve the transparency of the public procurement system, the Ministry of Financed

launched the e-procurement portal (www.zakupki.okmot.kg) on April 9, 2012 and has since considerably

35



improved its coverage and functionality. Since the beginning of 2012, all procurements of public

authorities of the Kyrgyz Republic are published on the public procurement portal.

Going forward, we plan to further advance the public procurement portal including developing modules
for online e-procurement and use of electronic digital signatures. Implementation of the new system will
require extensive training for the regulator, the implementing agencies, the independent appeals

commission as well as the private sector.
Anti-corruption

Anti-corruption remains a key priority of our agenda. Following the adoption of the Anti-corruption
Action Plan in 2012, we are taking steps for its effective implementation. We adopted resolution No.44-p
dated February 12, 2014 (on approval of the Methodology of design and implementation of departmental
anti-corruption program and action plan and the Methodology of anti-corruption monitoring and
evaluation) mandates the use of the monitoring and evaluation methodology by the public sector
institutions. An approved Methodology of design and implementation of departmental anti-corruption
program and action plan and the Methodology of anti-corruption monitoring and evaluation are
consistent with the international standards used by FATF, IMF and the World Bank. Adoption of the
above resolution will help streamline the form of submitting reports on execution and implementation of
anti-corruption measures by the Government of the Kyrgyz Republic and provide us with a valuable tool

to monitor the impact of our anti-corruption efforts.

The State Personnel Service also recently completed the first round of verifications of asset declarations
of civil servants in high-risk positions. This has been a very important experience for our institutions as it
enabled a number of different agencies to cooperate and exchange data and information. This activity
will considerably improve the usefulness of asset declarations in the fight against corruption. We plan to
expand the number of civil servants covered in the future once we establish an automated Human

Resources Information Management System.

We are strengthening provisions to prevent Conflict of Interest (Col). Conflict of Interest is regulated
with Article 9 of the Civil Service Law of the Kyrgyz Republic No.114 dated August 11, 2004, as well as
in other sectoral legislation. However, findings of the monitoring of the practice of dealing with conflicts
of interest in public service conducted by the State Personnel Service of the Kyrgyz Republic in 2012
show that such situations continue to exist. In order to establish a mechanism for resolving conflicts of
interest in state and municipal service of the Kyrgyz Republic, the Government of the Kyrgyz Republic
adopted the resolution "On approval of the Interim Guidelines on conflict of interest in state and

municipal service of the Kyrgyz Republic" No.90 dated February 13, 2014 developed on the basis of the
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OECD's Model Guidance. This is expected to be an intermediary step until the enactment of a separate

Law on Conflict of Interest which we expect to take place in the second half of 2014.
Energy Sector

The energy sector of the Kyrgyz Republic has significant growth prospects. The country has a rich and
relatively inexpensive hydropower potential that may lead to profitable export of electricity. However,
this potential remains largely untapped. The sector is facing serious problems, such as lack of financial
viability and weakened reliability of power supply. The main reason is a low tariff level, which is
significantly lower than the cost recovery level. Performance indicators of the sector are also low. In
particular, commercial and technical losses remain high (about 16 percent), despite the reduction of
losses in recent years. Due to the outdated energy infrastructure and an insufficient level of maintenance

and repair, the sector requires substantial investment to prevent fatal crashes and prolonged outages.

In order to address these problems, the Government of the Kyrgyz Republic has issued resolution No.299
dated 07.24.2013 that approved the Energy Sector Reform Action Plan for 2013-2014. Main goals and
objectives of this Action Plan are as follows: reform and improvements in the energy sector regulation;
modernization of management and maintenance of financial sustainability; providing sufficient income
for the reconstruction and modernization of the power grid in order to restore uninterrupted power supply
to consumers; reconstruction and modernization of the energy sector facilities; reduction of electricity

losses; improved quality of service and public confidence.

As part of implementation of the action plan, we have increased investments in the sector’s
infrastructure, including: US$208 million for construction of the 500 kV Datka substation and 220 kV
power lines to increase the power supply in the southern regions; US$45 million for modern metering
and data acquisition system in transmission networks; US$390 million for500 kV transmission line
Datka - Kemin and 500 kV Kemin substation to supply electricity for the northern part of the country,
regardless of the networks of neighboring countries; US$55 million for rehabilitation of the Toktogul
hydropower plant, US$23 million for renovation of substations in Bishkek and Osh, the two largest cities
in the country, and US$5 million for 110 kV double circuit overhead line and 110/10 kV substation in
Ak-Ordo community of Bishkek.

In addition, a number of projects have been launched recently to meet winter energy shortages and
increase export potential - Upper Naryn cascade HPP (US$728 million); Kambarata-1 HPP; Bishkek
CHP Modernization (US$386 million); At-Bashi HPP Reconstruction. The World Bank’s "Electricity
Supply Reliability and Improvement Project” (US$25 million) is at its initial stage to increase

transparency and accountability in JSC Severelectro, the largest distribution company. Activities are
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under way on the Kyrgyzstan-China pipeline construction (US$1.2-1.4 billion) and CASA-1000 is also

entering the implementation stage (US$200 million).

We are also improving the governance of the system. The Ministry of Energy and Industry of the Kyrgyz
Republic has issued an order on posting information on balances of special accounts and transit accounts
of the energy companies, key operational and technical performance indicators, as well as financial
statements on web-sites of power companies and the Ministry on a regular basis. As part of this, and with
the support from the World Bank, in April 2014, we revised the key efficiency and performance
indicators for the companies in the sector. This will considerably improve the transparency of the energy

companies.

Another accomplishment is the introduction of the Fuel and Energy Sector Transparency Initiative
(FESTI) aimed at improving transparency and control in the industry and ensuring greater public
participation and transparency. According to the Initiative (FESTI), a supervisory board with the

participation of civil society has been created and is currently operational.

Revisions to the legal framework for the energy sector (Law on Energy, law on Electric Energy and Law
on Natural and Allowed Monopolies) expected to be submitted to the Parliament in the second quarter of
2014 will clarify the authorities and responsibilities in the sector and establish an independent settlement
center in order to ensure transparent accounting and monitoring of electricity and financial flows in the
sector. Going forward, we plan to establish an independent regulator and introduce a long-term contract
for the management of distribution companies with a private operator that has intensive international
managerial experience, to re-evaluate the assets of entire energy sector companies including heat and
power companies in order to fully reflect the true costs of replacing those assets in the tariffs, and to
conduct comprehensive financial and technical audits of the power companies. We also intend to adopt a
new tariff policy for power and heat supply to gradually reach full cost recovery level, as well as adopt a
modern tariff methodology that will allow for accurate and unequivocally calculation of tariffs. We are
aware that higher energy prices will affect the population, especially the most vulnerable, and will
introduce measures to mitigate these risks. Initially, this may be done by providing a lifeline tariff (i.e.
social norm tariff) and, gradually, as we strengthen our social protection systems, we plan to move to a

more targeted system of supporting the most vulnerable.
Judicial System Reform

At all times impartial and fair trial has been a measure of development of the state, not only as a
democratic and legal state, but also as a state that is successful in the economic and social areas.
Confidence of our citizens in their rights not being violated and, if violated, being restored, depends on

performance of our judicial system. All of these challenge public authorities, especially the judiciary,
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with objectives of building an independent and autonomous judicial system that meets the calls of the

time and protects rights, freedoms and dignity of a citizen.

As of today, there are three priorities in this area: i) selection of judges; ii) development of an updated
procedural law and other laws aimed at improving the administration of justice and iii) future

development of the judicial system in Kyrgyzstan until 2017.

Within the first priority, the Judicial Selection Council of the Kyrgyz Republic has selected judges in
accordance with the established procedures; the Supreme Court of the Kyrgyz Republic, Constitutional
Chamber of the Supreme Court of the Kyrgyz Republic, all regional and the overwhelming majority of
military courts have been formed and perform to the utmost with involvement of the President of the
Kyrgyz Republic and the Parliament of the Kyrgyz Republic. We are currently revising the judge’s
selection process to reduce the scope for subjectivism in the process and to ensure the best candidates are

awarded the job.

Within the second priority, recommendations for further reform of the judicial system of the Kyrgyz
Republic elaborated on the basis of social dialogue have been accepted as a basis for concerted actions of
public authorities in the country; the Council for Judicial Sector Reforms under the President of the
Kyrgyz Republic has been established and operates within this reform. Seven expert working groups for

drafting relevant procedural and other laws have been established and operate.

Within the third priority, the Judicial Council of the Kyrgyz Republic, acting on behalf of the judicial
system, has prepared and submitted to the Government of the Kyrgyz Republic draft State Targeted
Program "Development of the Judicial System of the Kyrgyz Republic for 2014-2017". This is a
significant accomplishment as it sets the stage for an independent judicial budget and envisages gradual,
but significant, increase in the resources available to the sector. Namely, further stepwise increase in the
financing of the judicial system by 10 percent (of the financing in the previous period, 2014) per annum
will start from 2015 on, until it gradually reaches the level of 1 percent of the national budget

expenditures.

We are also increasing the salaries of the staff in the judicial sector to improve motivation and reduce
incentives for corrupt practices. Resolution on conditions of remuneration of public and municipal
employees of the Kyrgyz Republic No.384 dated June 28, 2013 and Resolution on conditions of
remuneration of judges of the Kyrgyz Republic, civil servants of the Supreme Court of the Kyrgyz
Republic, Office of the Constitutional Chamber of the Supreme Court of the Kyrgyz Republic No.560
(restricted circulation) dated October 18, 2013 were adopted (both effective from October 1, 2013). Thus,
as compared to 2013, in 2014 efforts to reform the judicial system take into account the 51.9 percent

increase in wages.
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We have taken steps to increasing the transparency of the judicial sector. The Judicial Department of the
Supreme Court of the Kyrgyz Republic prepared a report on statistics of performance of the judicial
sector, which is posted on the websites of the Judicial Council (www.sskr.kg) and the Supreme Court
(sudsistem.kg). Later on, these statistics will be published in the Bulletin of the Supreme Court of the
Kyrgyz Republic and can also be used to assess the impact of our reforms over the functioning of the

judiciary.
Private Sector Development

The Government of the Kyrgyz Republic continues to focus on supporting and developing the private
sector, which is to become the engine of the national economy. Following efforts are made to facilitate and

ensure predictability of the private sector.

We are reforming the inspection process, which until now was a big burden for the private sector. The
Ministry of Economy of the Kyrgyz Republic launched an official web portal for inspections of
businesses conducted by state regulatory agencies (proverka.kg) on August 21, 2012 providing
information for inspections with pilot state control bodies. We also amended the legal framework to
reduce the number of inspectorates and introduce risk-based inspections. Most recently, we developed
and launched Kontr-Pro-3 module in inspection agencies in the Bishkek region which facilitates the
actual implementation of risk-based supervision. The process of introducing the database in central and
regional offices of state control bodies will be phased and completed once the technical constraints are
addressed. The database, managed by the Ministry of Economy, is the first interagency electronic
workflow in the Kyrgyz Republic, which unifies the databases of inspections of 12 state control bodies

into a single database with the risk profile of businesses.
For the authorities, use of Kontr-Pro3 simplifies audits and allows:

¢ reducing unwarranted and unnecessary inspections by state control bodies;

e accelerating the process of harmonization of orders to conduct inspections;

e analyzing efficiency of audits and application of risk criteria during inspections;
e checking and eliminating duplicate inspections;

e raising awareness of entrepreneurs regarding inspections.

On the side of businesses, any business may now access the site and obtain information about when and
which inspector plans to visit it; which risk group it belongs to; how often it will be inspected. There is an
online forum for communication and complaints of entrepreneurs on illegal inspections. Together with
IFC, we are working on also revising the checklists for inspections which will further reduce the burden

of inspections for businesses.
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Kontr-Pro3 was implemented in the next 6 pilot state control bodies: State Inspectorate for environmental
and technical safety under the Government of the Kyrgyz Republic, State Veterinary Inspectorate for
phytosanitary security under the Government of the Kyrgyz Republic, Social Fund of the Kyrgyz Republic,
Department of Drug Supply and Medical Equipment under the Ministry of Health of the Kyrgyz Republic,
Department of Precious Metals at the Ministry of Finance, and State Service for Financial Market

Regulation and Supervision under the Government of the Kyrgyz Republic.
Financial Sector

The banking system grew steadily in 2013, maintaining stability and the potential for increasing the level of
cooperation and efficiency. This also reflect the efforts of the NBKR to improve quality and effectiveness
of banking supervision, including through: i) strengthening the oversight function of the NBKR, ii)
expanding capacity of the NBKR in supervision and regulation of the banking sector; iii) remedying
situations with troubled, as well as iv) improving the regulatory and supervisory framework in line with

international standards of the Basel Committee.

The National Bank of the Kyrgyz Republic recently completed the development of its credit registry.
This registry will enable it to have timely information on exposure of banks and greatly facilitate the
supervision process, thus contributing to stability of the financial sector. This is only an initial step in the
developing of a broader integrated information system within the NBKR that is expected to greatly

improve effectiveness of financial sector regulation and supervision.

Adoption of the new Banking Code, currently in Parliament approval procedure, will help improve
quality and efficiency of standards of the banking legislation through a systematic approach and use of
the latest international practices; consolidate good practice of the well-established banking system and
identify ways for further improvements; harmonize all parts of the banking legislation in order to avoid
inconsistencies, conflicts and contradictions; clarify legal status of members of banking relationships,
determine their relationships, as well as the fundamental relationships both within and outside of the

banking system.

We are taking efforts to increase confidence in the financial sector and strengthen the deposit protection
system. We drafted amendments to the Law on protection of bank deposits (resolution of the
Government of the Kyrgyz Republic No.528 of September 27, 2013) which, among other things: extends
the coverage of the deposit protection system to private entrepreneurs; reduces the compensation time
from 60 to 30 days and streamlines the procedures for timely payment of compensations; expands the
scope of information shared and strengthens cooperation with the central bank; advances the role of the

Deposit Protection Agency to issue methodologies and recommendations on deposit protection system
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for banks and improves the governance arrangements in the Deposit Protection Agency. We are actively

working with the Parliament to ensure successful promotion of the proposed amendments.

The proposed amendments will improve the legislation of the Kyrgyz Republic in the area of deposit
protection and allow for preliminary preparation for transition from the "paybox" mandate to the "paybox
with additional, yet limited powers" mandate which is also envisaged in the draft Banking Code which is
currently in Parliamentary approval stage. Over the medium term, we expect to reach the third stage, and
final stage, and transit to the "risk minimizer" mandate for the deposit protection system, in line with
recommendations of the FSAP 2013.

Corporate Governance

We are aware that an efficient private sector requires corporate governance arrangements that promote
accountability and transparency to stakeholders and we are taking steps in this direction. We recently
prepared the draft Law of the Kyrgyz Republic "On amendments to the Law on joint stock companies"
aimed at increasing responsibility of the board of directors of joint-stock companies in making decisions
on consummation of transactions by such companies, as well as facilitating procedures and clarifying the
process of obtaining dividends by shareholders and streamlining the procedure for termination of office

of members of the board of directors in joint-stock companies.

Furthermore, the SSFMRS is in the process of designing a program of securities market development in
the Kyrgyz Republic for 2014-17 which will include a number of measures to improve corporate
governance in Kyrgyz enterprises, including through: i) improving effectiveness of corporate governance
in joint-stock companies and issuers of publicly offered securities; ii) revising of requirements for the
listing of securities of joint-stock companies; iii) ensuring reliability of the securities registration system,;
and iv) strengthening and building capacity of the authorized state authority for regulation of the

securities market.

In conclusion, we are convinced that implementation of the priorities of the NSSD are of prime
importance to ensure sustainable and successful future of our country and that the reforms outlined above
represent a coherent program that will contribute to achieving stronger economic growth and poverty
reduction over the medium-term. We trust that this request for World Bank support in the amount of

US$25 million for the implementation of this reform program will receive your endorsement.

Sincerely yours,

Dj. Otorbaev
Prime Ministerof the Kyrgyz Republic
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NONOANTENBHOIO POCTa IKOHOMHKH IEMOHCTPHPYIOT 3IHAYMTENbHBIH pocT.
CornacHo nausbiM HaumoHansnoro cratuctudeckoro komuTetra Keiprsisckoi
PecriyGmmkm 3a 2013 roa, pocr peansnoro BBII noctur 10.5 %, mo cpasaenuio co
canxerneM 10 0.1 % B 2012 roay, a HomuHaneHe BBI1 nocrur 350.0 mapa
comoB (7.2 mapa mona, CIIA). Pocr asocturayr OGnarozapa ycToRHHBOMY
BOCCTAHORJICHHKD NPOW3BOJICTBA HA [7IaBHOM 30JI0TOPYAHOM MECTOPOXKICHHM
CTpaHbl, BKJaj] KOTOPOro cocTasu/ 5.1 npoUeHTHOro NYHKTa B 0DumMit TemMn pocra.
OTpaaHo, 4YTO CeKTOphl JIKOHOMMHKH, HE CBABAHHBIC © MMPOH3BOACTEOM 30.0Ta
TPOAC/IAHIN PACTH B TCUCHHE TPeX NOCHEAHHX feT W o0BeMLl NMPOH3BOACTBA
BuipociiH Ha 5.8 %, oTpaxas YBCIHHYCHHE TEMNOB pPOCTa MNPOMBILLIEHHOD
npon3BoacTea (6e3 ygera KvMmropa) (3.5 %), cenbckoro xossificrsa (2.9 %), yoayr
(3.4 %) n crpouTenscTna (12.4 %).

Yro kacaercs pacxoHoil 4acTy Hiokera, TO yaanoch VASPAHBATEL BLICOKHE
o0ObeMbl HHBECTHUHI, ¢ vBenwueHHem Ha 2.9 % B 2013 roay, aapany ¢ pocrom
o0beMa ICHEKHBIX TEPEBOJIOB, YIYYUICHHEM J0CTYNA K KPeJHTAM H YMepeHHbIM
VIAy4IIeHHeM CHTYallHH Ha pBIHKE Tpyda., KOTOphie CnocoGCTBOBATH pPOCTY
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notpetienns. HeeMOTps Ha BOCCTAHOBIEHHE YPOBHS 3KCMOPTA 30J0TA, OCTAIBHBIC
IKCNOPTHBIE ONepalmMH CHNIUAKUCL. C pocToM HMNOPTa, 00YC/TOBNEHHEIM BLICOKHM
BHYTPCHHHM CIIPOCOM, BRIPOC/IH 00BEME TOPrORTH MO CPABHCHHMIO C AHATOIHYHBIM
neproaom 2012 roga.

MakposkoHOMHYECKaR NOTHTHKA B G1aronpHATHLIC HIMCHEHHA IMOGATLHBIX
eH HA NPOJOBOJLCTBHE W IHEPropecypehl B pesyabTaTe NMPHBEIH ¥ HHU3IKON
HHOAAUMK. Tak, rooosbie TeMNsl HHGIAUMK cHUIWTHCE 10 4.0 % B nexadpe 2013
roaa (8 roloBoM HcyHcieHun) ¢ 7.5 % B nexabpe 2012 rona. OBmenHslif Kype
coma k aonnapy CLUA oOecuennnca Ha 3.9 % B 2013 roay, T.K. pecmybamka
NpooNTAAana CeoBaTs MOIHTHKE OOMEHHOTO Kypca C THMHTHPOBRHHBIMH
HHTCPBCHIMAMM, HALICICHHAIMH HA COXPAHEHHE KOHKYPEHTOCTIOCOOHOCTH
peansHoro oOMeHHOrC Kypea.

Cornacno npensapurensibivM aadHbiv Hauworansnoro craracTiueckoro
komutera Kbipreizckoit PecniyGimkd. ypoBeHb IKOHOMHHYECKOH AaKTHBHOCTH
CHHIWACA, HO ocTaeTen yerofimnum b 2014 roay. Pocr pcatsnoro DDIT 8 ansape-
smapre 2014 roza noctar 5.6 %, 6¢3 yucra Kymropa, poct cocrasun 4,9 %, a raxxe
no wroram 2014 roza oxWaaeTca pocT Ha yposHe 6.9 %. [lpn IToMm. BOIHHKIN
HOBbIC BHI30Bbl, B TOM W9HCJAC ISBATHBAIIMA B&TKThl OCHOBHEIX TOProBbIX
NapTHEPOB, @ TAKAKE CHWAKEHHE NPOrHOIMPYEMBIX TeMnos pocta B Poccufickodl
Geaepaunn. HaunoHasHas BAMOTA (COM) TakkKe 0OeCUEeHHIACH B ONpeaeneHHoll
CTeNeHM; NPH VCIOBHH COXPAHEHHS KOHKYPEHTOCTOCODHOCTH HA TPATHIHOHHBIX
IKCMOPTHBIX PLIHKAX 3T0 MOXKET NpHBECTH K Oonee BBHICOKOH HHQnAunmm #
OTPaIUTCA HA TEMMaX pocTa.

Hacrodinee mucsM0 0 NOMHTHKE Pa3BHTHA VCTAHABIHBACT KIIOYEBLIE MEPhI,
KOTOpbIe MpeNPHHAMAIOTCH INpasuTenecTBOM A MOUIEPHKaHHA
makpodckansHONl CTADHIBHOCTH W YKPEIJICHHA YIIPaRICHHA OCYIapCTBEHHLIM
CEeKTOPOM, @ TAKMKe Cpeibl A Pa3BuTHA vacTHoro cextopa. INporpamma pedopm
HHTErpHpoBaHa B HaumonansHyo cTpatertio yeroiiunsoro passurus Kuipraickod
PecnyOansn Ha nepwoa 2013-2017 roasi (1anee - HCYP), yTeepKaeHHYI0 YKasoMm
MMpesnaenta Kuipreackofl Pecnybnuxs ot 21 aHsapa 2013 roga Ne |1, u saasercy
MPOAOIKCHHEM TpOTpaMMel, KoTopas Obiia mojaepkana 8 pamkax [lepsoit
onepaun B noaaepkKy noantukk pazsutua (OIMITP1) 8 2013 roay. IMporpamma
npeanosaraeT MnosuuMi B (pHCcKaTsHOR NONMTHKE, KOTOpas MOLIepXHBaeT
MAKpOIKOHOMHYECKYIO  cTadmasHOCTE,  oDecneudBaloOmIyld  pacxoasl  Ha
JaMMUICHHEIE CONBATBHLIC CTaTbH, a TaKke pedopMmbl, HaNpasIcHHBIC Ha
TMOBHINICHHE NPO3PAaY¥HOCTH M MOJOTHYCTHOCTH TOCYJapCTBCHHOID CEXTOpa,
yKpenienne cyacOHOIl CHCTeMBl, COKpaileHue nposepok OH3Heca W CHHKEHHE
pPHCKOB /1A (PHHAHCOBOTO CCKTOPA,
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Heau u HHIHKATOPBI PAIBHTHA CTPAHKI

bonee mmpokHe MPHOPHTETH H 3a1a4 B 001aCTH pa3BHTHS YCTaHOBJIEHBI B
coorBercTBMM ¢ HCVYP, koropaa oTpamaeT cTpaTerwdeckde HanpasneHHs IIA
YCTOHYMBOIO  Pa3sBHTHA  CTpaHbl, OCHOBHBIE TIPHOPHTETEI M IJIABHEIE
HHBECTHUHOHHBIE MPOEKTEI B 3TOT nepron. OcHOBHAs 3a71a4a HA clelyIolHe N9Th
JACT 3aKIKOHacTCd B CO3NAHWH TOCYIApPCTBA € CHIBHBIMH  T€MOKPaTHUECKHMH
MPHHLMIIAMH W MOCTPOCHUH (PyHIAMEHTA 1A yCrewHoro pa3suTHa Keipreisckol
PeciyOmmku. ITO CTAHET BO3MOXKHO, €C/IH TOCYTAPCTBO M OOMIECTBO OymyT
(hOKyCHpOBaTE BHHMaHHE Ha CHEAYIOWIMX TPEX MPENOCEUIKAX JUTs peann3aiiun
HCYVYP:

— HCMONRIORAHWE COOCTREHHLIY BOIMOKHOCTEN;

— VYCHIEHHE BEPXOBEHCTBA 3aKOHa;

— OOCTHAEHHE EIIMHCTBA.

Octosras uems HCYP 3akmodaeTcs B nocTpoeHHH cTabuiibHOro obmecTsa,
MOBBIINEHAH YPOBHS SKW3HH, CHHMKEHHH YDOBHS OeIHOCTH Hepe3 YCKOpeHHe
IKOHOMHHECKOTO POCTa, YIyHIICHHH IeT0BOH cpejibl H YKPEeIIeHHH BepXOBEHCTRa
3aKoHa, co3taHuH s¢dexTHBHOR cHeTeMsl yrpasnenHs. JlocTwaceHHe nmeneii
notpedyeT MocTpoeHHs HOPMAILHO DYHKIHOHHpPYIOUWIEH COUHANBHON PLIHOYHOI
PKOHOMHKH. ABHAHUMOH NMPOAYKTHEBHBIM YaCTHLIM CEKTOPOM, TPH 3TOM 3aja4a
rocylapcTea [0/#HA ObITh CKOHUEHTPUPOBAHA HA CO3JaHUM ONaronpusTHOlM
Cpeasl O JeATENbHOCTH YACTHOIO CEKTOpA.

MaxkposxkoHoMHYECKas CTAOWIBHOCTL ABIAETCH OCHOBHOM LielleBoii 3anadeii.
OcHoBa 3K0HOMHYECKOH CTalM/IBHOCTH B CPeIHECPOYHOI NEPCNEKTHRE BKIIOYAET
(HCKANBHYIO W MOHETAPHYK) [O/MTHKH, HaueleHHble Ha JOCTHIKEHHe
VCTOHYHBOrO IKOHOMHHYEC KOO pocTa, cOanaHCHpPOBaHHOIO OraeTa,
NpeAcKasyeMoil HHQIALUHM W HH3IHW N0 CpeacTBaM, a He 3a cyer «Oyaymmx
MOKOJIEHHIH».

INocynaperrennsie HHBECTHLIHI (TTporpamma rocyaapcTBEHHBIX
HHBECTHLMH) HALC/ICHBE HA Pa3sBUTHE TAKHX CEKTOPOB, POCT KOTOPBIX oBecreduT
IKOHOMHYECKOE  Pa3BHTHE  OTAWICHHBIX  PErHOHOB, H  3HAYHTE/IBHEINA
MYJIBTHIAHKATHBHEIH ddbext oT pa3suTus cMmexHeIX otpacheii. Peamusanus
pedopm, sanoxeHHbIXx B HCYP no3sBoiuT 10CTHYL CTPATErHYeCKHX lenel, B Tom
4HCIE CASAYIOUINX KOIWYCCTBEHHBIX TapaMeTpoB:
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Tabauua 1. OcHOBHEIE KOHYECTBEHHBIE NapaMeTpPhl MAKPO3IKOHOMHYECKOHR
crabuasHocT B 2013-2017 roaax

Iapamerp: | Heseroii nokaiare/in:
Cpenreronosoii poct peansioro BBI1 | He menee 7 %
Hudnams Harepsan o1 5 1o 7 % (¢
2015 r.)
(DucKaTbHBIA aehHuUnT He Oonee 5 % BBI1
BHewHnA rocyaapcTBeHHbIR aoar Ho 60 % BBI1 |

OcTtanbHbie pa3ziensl HACTOAMIETO AOKYMEHTAa YCTAHARIWBAKOT KOHKPETHBIC
nporpamMMmel B pedopMmsl B pajde odnacreil. B TOM YHCAE Te, KOTOphIE
OCYUICCTRIAIOTCH NpH noaacpxke Onepauns no NoaANTHKE passuTHs - 2.

YupasaeHue 10CY1apci BCHHLIMH QHHAHCAMH 1 PHCKAIbHAN MOJANTHKA

PuckaneHas nonuTHka B 2013 roay Omina HanpasieHa Ha MNOJHOE H
CBOEBpeMeHHOe (PHHAHCHMpOBaHME BCEX PacXOJ0B Ha COlHaIbHBIE CTaTbH
rocyiapcraa H coljaHue EJ'IBTOI'IPH!ITHHK }'CHDBHH AT IKOHOMHHYCCKONQ pocCTAa.
AHANOTHYHEBIE TPHHLHIL 3AT0KCHEI B OCHOBY CpeaHecpouHONl ¢HCKamsHOR
MOJMWTHKH TOCYJApCTBA, KOTOpas npeaycMaTpHBaeT HeDOIbUIOE YBeIWHEeHHE
bwaxernoro nedummTa B 2014 roay (c yueToMm 3akpeiTHA TpaHIuTHOrO HeHTpa
«Mamnac»), 33 KOTOPhIM MOC/EAYeT CHHKEHHe TedHIHETa pasMepoM MeHee 3 % K
BBII B 2016 roay.

B 1o xe Bpemsa, aktHBHO peamniyerca Cpeanecpounsidi nnan aeficreuii no
pedOPMHPOBAHHIO  CHCTEMbl  rocyaapereeHHbsix  ¢dunancos  Keiprerckoi
PecnyGanukn wa  2012-2015 roasl, YTBep&IAeHHbI NOCTAHOBICHHEM
[Mpasurenscrsa Kuipruisckoft PecnyGnnku or 3 okrabps 2012 roaa Ne 675.

Brogxernniii nponece

B wmeasx coBepUIeHCTBOBAHMA  OHOKSTHONO  3aKOHOJATENLCTBA M
NPHBCACHHA €ro K MOKIAYHApPOAHLIM CTaHiapTaM, & Takke BHEIAPCHHA
NPOrpecCHBHEBIX  HHHOBAUMONNLIX pemenuit B  OiomkeTHei#l  npoucce, Owina
paspaboran mpoext bromkernoro koaexca Keipreisckoit Pecnybmmxm #
npeacrasned B Koropky Kenem Keipruicko#i PecniyGaukm ([lapnament) B
COOTBETCTBHH C YCTAHOBICHHBIMM nNpouneaypami. 7 despans 2014 roaa
Munncrepcreom Gunancos Keipreisckoil PecnyOnMKH nosy4eHsl KOMMEHTapHH
BecemmpHoro ©OaHka K 3AKOHONPOEKTY, KoTopeie Oyayrt  npopaboraHs!
Munucrepcreom B xoae JatkHeiied padotel ¢ XKoropky Kenewem Kuprimekoil
PecnyGiuku wan 3sakononpoextom. 28 despans 2014 rona mnposeaeHs!
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pacuwmpenHsle  [lapnamenTckHe CaynaHWs ¢ yuacTHeM  NpeacrasdTencH
rOCYAapCcTBEHHBIX  oprados, Jaenytatos JKoropky Kenewa Keipraisckoi
PecnyOnuku, npeacrasuTeneil rpaxkaaHckoro cextopa mno npoekrty biomxermoro
koaexca Keipreisckoit PecmyGnuxu. Kpome Toro, oxmaalOTC® KOMMEHTapHH
Mexaynaponnoro samothHoro Gouaa (MB®M) m OpyruX 3aHHTEPECOBAHHBIX
CTOpOH Mo WToram nposedcHubix [lapaamenTeknx caymwanuii. [MpaBuTenbeTBO
AKTHBHO padotaer ¢ npeacrasurensmy  JKoropky Kewema Kripreizckoi
PecnyGnukn u  Beemupnoro Oanka nmo obecned4eHHio TPHUHATHA 3akoHa B
COOTBETCTBHH € MNEPENOBLIM MEKIAYHAPOIHLIM ONBITOM.

[MpaButenscTBOM  Takke  oGecneunBaeTcs NOBLIMICHHE  YPOBHA
npo3pagHoCTH OromxeTHOrO npouecca. Mudopmanna o Gromkere nybankyercs Ha
BeG-cafite Munncrepersa ¢unancos Keipreisckofi PecniyGankH Ha perynspsHo#
OCHOBE, BKMIOYas cpeaHecpounslit Gwomwxer Ha 2014-2016 roasl, NpoexTh
OIlOAAETOB W MPHHATHIC OJ0BLIC DIOKETHI, rpaxiIaHcKuil GlomkeT, QeTANBHBIHA
CHEMECHYNBLI OoTHeT o0 Henoanennn Oromxkera u apyras wHdopmauns no
Oroaxery. OOmecTBeHHBIE CAYIWAHMA 110 OHDKETY NPOIOIKAIOT OCTABATLCH
O[IHMM M3 KaHaNOB OOECHNeveHHA MPO3PavHOCTH H BOBJICHEHHS IPaKIaH K
npoiieccy paspadorkn Oromxera.

OrmedaeTcs nporpece B MOCTENECHHOM MEPEXojle K IPOrpaMMHOMY,
OPHEHTHPOBAHHOMY Ha pe3vibrar, OwmxerHposanuio. [Iposenen paciunpeHHbH
TPeHMHT A CIOMEeTHRIX CMCUMANTHCTOR B NpodibHEIX MHHHCTEPCTBaX, B
Gioamere Ha 2014 roan npencrasieH NpoekT nporpammHoro Owjpkera s 28
MHJOTHBIX BEIOMCTE B JONOJHEHHE K HMX OH/KETY, COCTABICHHOMY B
TpaHIMORHOM dopMmaTe. 3asepiaeTcs npouece BHeaApenns craunapros GFS2001
B MNOATOTOBKE DHOIXKETa H OTYETHOCTH MO HEMY.

Kammaueiicreo

[lpeanpuEHMaeTCs MepPhl MO BHEAPCHHIO MOMHOUESHHO (YHKUHOHHPYIOMIEH
WHPOPMANHOHHOH CHCTeMEd KasWawelicTBa 1I7Ms roCyAapCTREHHOro cexKTopa
Keiproisckoi  PecnyGnuxn.,  Tlpeskame NONBITKA  BHEAPHTE  NOJNHOCTHIO
uHTerpupoBaHayio TMIS (uHdopMALHOHHYVIO CHCTEMY KaszHauvelcTsa) He Obiid
NAOAOTHOPHLIME 10 OOLCKTHBHBIM npuunHam., Oaxako, pabGota B garHOM
HANPABNEHHH MNPOIONAACTCH, B HACTHOCTH NPOH3BOAHTCH [MIOHCK AllbTepHAaTHB
coBMecTHO ¢ Beemuphbim GaHKOM B APYIHMH TNapTHEPAMH K0 PasBHTHIO UIA
NPOIBAXKEHUN JTaHHOI'O BOMpOCa.

BuyTpennui ayanr

B uensx obecnevenns IOCTHAKEHMS 3a4a4 MO BHYTPEHHEMY AVAHTY B
cooTBeTcTBHH ¢0 CpeanecpounsiM niasoMm Jefictsuili no pedopmupoBanHnio
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CHCTeMBI YNIPaBICHHA TOCYIapCTBeHHLIME (rHaHCcaMi Ksuipreisckoil PecnyGnmku,
BHECCHB! M3IMEHEHHS B 38KOH O BHYTPEHHEM ayInTe H YTBEPKACHH! CACOAYIOMIHE
nonoxenns ans odbecneucnna >pdexTuBHOrO BHYyTpeHHErO ayaAHTa:

- lonoxenne o CoseTe N0 BHYTPEHHEMY ayIMTY, YTBEpKIAEHHOE
nocranosieHnem [lpasureascrea Keipremckoi PecnyOauku or 9 cenrabps 2013
rofa Ne 498;

- DTHYECKHE CTAHIAPTHI BHYTPEHHHX AY/IHTOPOR FOCYAAPCTREHHLIX OPraHOR
W yupexkneHHi Koipreisckoil PecnyGnukH, YTBEpAIACHHOC NOCTAHOBISCHHEM
[Mpasnrensersa Keipremcekofi Pecnydnukn or 31 gexadps 2013 roga Ne 721;

- llonoxenne © (UHAHCOBOM YINPABICHHH W KOHTPOJIC B OHOUKETHBIX
YUpeRIeHNAX, yTBepxieHHoe nocraHornenuesm [Ipasurenscrsa Kwipreickoi
Pecnybnmkn ot 31 nexaGpa 2013 roma Ne 722.

PassaTHC (QHHAHCOBOIO MCHCIDKMCHTa H KOHTpous Tpelyer co3maHus
NpaBoBOH W PETYIATHBHON Cpeabl, METONOTOIWH, a TaKkKe nepeobyueHns
CAYRAMNNX TOCYTAPCTREHHBIX OpPraHoR, lageficTeoBaHHEBIX B cdepe puHancosoTO
MCHCUKMEHTa H KoHTpond. Kpome Toro, yiayuileHHe KavyecTBa BHYTPCHHETO
ayauTa TpedyeT BHEIPSHHA CHCTEMBI CCPTHOHKALINK BHYTPEHHAX ayAHTOPOB.

I'ocy1aperBeHHBIE 3aKYTIKH

[MpunararoTcs 3HAYUTENbHBIE VCUIHS 110 CO3NaHHIO Golee MPO3padHoro M
MONIOTHETHOTD TPOHECca TOCYAAPCTBEHHBIX 3aKynok. YcuieHa ponk oOpraHa,
peryaupyiolero rocyiaaperseninie 3akynku. [locranosaenwem [lpasurenscrsa
Kuipruisckoit PecniyOanku ot 3 ¢pespans 2014 roga Ne 68 cosznan [lenapramenT no
rocy/apcTBEHHBIM  3akynkaM npH  MuuucrepcTee ¢uBaHcoB Keiprerckoit
PecnyGimkn, B kKamecTne OTASALIIOTD BEAOMCTBA B CPCPS rOCYAAPCTBCHHBIX
sakynok Kseipreisckoit PecnyGimkn. [lenaprament OyaeT VKOMIUIEKTOBaH Ha
JIONTOCPOYHOR OCHOBE BRICOKOKBATHOHUWPOBAHHEIMHA CICUHAIIHCTAMH, & Takke
PACCMATPHBAIOTCH PAITHYHLIE BAPHAHTL! JOCTOHHOM ONaaTsl TPyAa COTPYIHHKOB
JenapramenTa.

Kpome Ttoro, MunucrepcrsoM (unatncos Keipreisckoit Pecnybnukn
paipaboTal NPOEKT 3AKOHA O IOCY/IAPCTREHHEIX 3aKVIIKAX, HANPARICHHEI,
raaBHbIM  o0pa3oMm, Ha YCTpPaHCHHE KOPPYINUHOHHBLIX IEMEHTOB B cihepe
roCyIApCTBEHHEBIX 3aKYIIOK M BOIMOMNKHOCTEH s KOpPpYHMUHOHHBLIX NPOABRICHHH
(3novnorpedneHnil A0MKHOCTHBIM FONOKEHHEM) TEMH, HA KOIo BOINOKEHA
OTBETCTBEHHOCTE 3a FOCVIAPCTBEHHLIE 3aKVIKH. 3aKkoH © rocYIapCTBEHHBIX
sakynxkax Keipreisckoit PecnyGaumkn Obin onoOpen [IpaButesibeTBOM W Ovaer
yreepxiaeH XKoropgy Kenemem Kuipreizckoil Pecydonuii. B uensx yiyqimenus
COBEPINESHCTBOBAHKA MMPOUEIVP PACCMOTPEHHS XKanod W MPOTECTOB, JOTOBOPHEIX
obazaTenseTB  OmITM  pajpaboTaHBl  NPOSKTEI  MOA3AKOHHBIX  AKTOB,
NpeaycMaTpHBaloNIHe COVIAHME HEIABHMCHMOrO MEXaHH3IMAa M0 PacCMOTPEeHHIO
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#*ano® u mporecrtos. Jlanuwe noa3aKoHHBIC AaKTHl OVAYT NPHHATHE Cpasy nocie
NpuHATHR  HOBOH  pedakumu  3axkoHa  Keipreickoit  Pecnybmmxm  «O
rocy/IapCTBEHHBLIX JAKYIIKAX»

B uensx noseliieHns Npo3pavHOCTH CHCTEMEB! FOCYIAPCTBEHHBIX 3aKYIIOK, ©
9 anpens 2012 ropa MusucrepcTBoM (uHancoB sanymen B paboty noprtan
IMEKTPOHHEIX 3akynok (www.zakupki.okmotkg). € wmomecHTa 3anycka B
3HAYHTEILHON MEpe YIVIIIHIKCE 0XBAT H (YHKIIHOHANKHOCTE noprana. C nauana
2012 rona uadopmainz 0 BeexX 3AKYIIKAX rOCYAapcTBEHHBIX OpraHoB Kuiprai3ckoit
Pecnybmukn nyGanKyeTcs Ha NOPTAIE MOCYJAPCTREHHBIX IAKYTIOK.

[Mranupyercs U Janee PAIBHBATE NOPTAN FOCYAAPCTBCHHBIX 3aKYTIOK, B TOM
qucie paspaboTKy MOIyned A4 OH-1alH 3aKYMOK H HCMOIB30BaHHE MICKTPOHHBIX
unpposbix noanuceli. Peammszaums wHopoH cHcTemsl noTpebyer o0ydeHus
perynaropa, npeacrasdTenell 3aKymAOMMX opraHH3aumMii, KomMcchili Do
PACCMOTPEHHIO AAT00 H HaCTHOIO CEKTOpa.

AHTHROPPYNUMOHHBIE MEPbI

bopeba ¢ Koppynumedi ocTacTes OCHOBHBIM TmpHopuTeToMm [Ipasurenscrea.
[Mocne nNpUHATHA AHTHKOPPYNIHOHHOrO nnada xeficreuii 8 2012 rogy,
npeanpuEEMaloTes mmarn no spdextusnoll ero peammsaumn. IlpasurenscTsom
MpHHATO pacriopsxenue o0 yreepaaeHnyn MeTtoankn paspaboTxu M peanu3anim
BEJOMCTBEHHOH nNporpavvel W MJIaHa MEPONPHATHIA N0 NPOTHROACHCTBHIO
KOPPYTILHK, a Takke MeT0oa0/10rH aHTHKOPPYNILHOHHOTO MOHH TOPHHTA M OLISHKH
or 12 (espans 2014 roaa Ne 44-p, KkoTopoe 00A3LIBACT IrOCYAAPCTBEHHLIC OpTraHhbl
NPUMEHATE MECTOAOMOIHI0 MOHHTOPHHIA M OUEHKH. YTBepkaeHHble MeToamka W
MeTrogonorns  COOTBETCTBYIOT MEXIAYHAPOAHEIM CTAHAAPTAM, [IPHMEHAEMBIM
FATF, MB® u Becemupasiv Gankom. [TpuHsTHE BRIIEHA3IBAHHOTO NOCTAHORISHHA
rapMOHHM3APYET (OPMY NPEACTABICHHE OTHETOB 00 HCMONHEHHH W PCATH3ALHH
AHTHKOPPYNUMOHHLIX Mep [IpaBsHTeIsCTBOM M CTAHET UEHHBIM HWHCTPYMEHTOM
MOHHTOPHHTA BO3ACHCTBAA aH THKOPPYTILHOHHbBIX AcHCTBMHIlL.

Kpome 7toro, Tlocyaapersensoft xazposoH cnywBGoll  Keipreickoi
PecnnyGnukn HelaBHO 3aBeplueH nepsbiif payHa Bepudukaumu nexnapaumii o
NOXOIAX FOCCHYAKAIIHX, 3aHHMAIIINX JOKHOCTH ¢ BRICOKOH KaTeropucil prcka.
Jlanwas padora nossoamnaa HanagHTe OOMCH JaHHLIMH M HEQOpMaUMCH MemIy
PAIIMUHLIMH IOCYAAPCTBEHHBIMH HHCTHTYTAMH, @ TAKKC B 3HAYHTCILHOH Mepe
MOBLICHTL MOJIE3HOCTE Mexannima B OopwGe npotHs koppynuHH. [Lianupyercs
YBEIHYHTE  OXBAT  rocCay:KammEx B Oymymuem, mocne  Co3naHusA
aBTOMaTH3HpOBaHHOA HHQOPMAUMOHHOH CHCTEMBI YMPABICHHS 9CIIOBEYECKHMM
pecypcaMu.

lMpempurumaioTes  Mepsl MO COBEPIISHCTBOBAHHIO  MpoucAyp H
MOAOKEHHI, NPeIOTBPALAIONINX KOHDIUKT HHTEPECOB, peryupyeMblil craTbeii 9
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3axona Keipreisckoli PecnyGmaxn «O rocynapcrsennoit cnywbe Kuipremckoii
Pecnybnukm», a Takxe aApyramH sakoHamu. OgHAKO BLIBOJB, CACNAHHLIE B

Pe3IYALTATE MOHMTOPHHIa MNPakTHKH padoThl ¢ KOHQUIMKTOM WHTEpPECOB Ha
rocyaapcTaerHoil cnyxde, npoeedeHHoro | ocyaapereenHoil kaaposoil cmyxooil
Keipreisckoit  PecnyGaukue 2012 roga nokasanm, 4TO TakHe CHTYallHu
NPOJOMTXKAIOT CYUIeCTBOBaTh. B LeasX colianHs MeXaHH3IMa N0 PaspeHicHHIO
KOHQUIHKTa MHTEPECOB HA TIOCYAAPCTBEHHON W MyHHUMTATBHOH Ccavkde
Kuiprusckoit PeciyOmmky, [pasarenscrsom Geiio npeasTo nocranosnenne «00
YTBEPAICHHH BPEMEHHOIO PYKOBOACTBA nO KOHQUMKTY HHTEpecOB Ha
rocyaapcraeHHoll # MyHuusnansraoil cayvkOe Koipreisckoil Pecnybnukm» or 13
eppans 2014 roga Ne 90, paspaboramsoro wa ocHose Moenn pyKOBOACTBA
ODCP. Ilpeanonaraercs, 4T0 OHO CTaHeT NMPOMEKYTOYHOH Mepoil 10 MpHHATHS
OT[e/BHOrD 3aKOHA O KOH(QIMKTE HMHTEPECcOB, NPeanONOXKHTENBHO, BO BTOPOH
noaosrre 2014 roaa.

IHepreTura

Onepreruueckuit  cextop  Kwipruiscxkoffk  Pecnybnmkn  obGnazaer
JHAYHTEALHEIMA pecypcami. B ctpase ecth BorarThlii B OTHOCHTENLHO HeAOpPOroil
MMJIPO3HEPIETHYCCKHA MOTSHIIHAMN, YTO MOKET NMPHBECTH K BLIIOHOMY IKCIOPTY
anexTposHepriui. OJIHAKO 3TOT MOTEHUHA! OCTACTCH B 3HAYMTEILHOH CTEMEHH
Hepeatn3loBaHHeIM. CexkTop cTalkuBaercs ¢ cepbe3HbiMH npobnemMaMu, TakuMH
KaKk OTCYTCTBHME Hallewauero QHHaHcHpoBaHHA H ocJabneHHEe HAJCKHOCTH
aiexTpocHabxenns. OCHOBHOH npHuMHOMA 3ITOr0 HBASETCH HHIKHA YpOBeHb
TapudoB, KOTOpBIfi 3IHAYHTEIBHO HHAXC VYPOBHA  BO3MEIICHHA  3aTpar.
IKCIUTyaTallHOHHBIE TOKA3aTeNld CeKTOopa Takke HH3KHe. B wactHocs,
KOMMEPYECKHE H TEXHHYMSCKHC MOTEPH NPOAOIAKAOT OCTABATHCA BBICOKHMH
(OKOn0 16 MPOUEHTOR), HECMOTPS HA CHHKCHHE NoTeps B nocaennue roms.Mi-aa
yeTapeBiuedl MH(QPACTPYKTYPbl JHEPreTHHECKOrO CEKTOpa W HEAOCTaTOMHOro
YPOBHA TEXHHUECKOIo OOC/YAKHBAHHA M PEMOHTA CEKTOp TpeOyeT 3HAYHTE/TbHBIX
MHBECTHLHHA U NpeA0oTBpalicHHA ¢00EB H [UTHTEIbHBIX OTKITIOMEHHIL.

Ilns pemeHns BellleyKa3sanHsIX npodnem, pacnopaxenuem [lpasurenscrea
ot 24 wons 2013 rona Ne 299-p yreepwaen [nan neficranit no pedopmuposanmio
aHepreTwacckoro cexropa Ha 2013-2014 roael. OcHOBHEBIME LENAMH H 3a1a49aMi
aanHore Ilnasa jeficTBuil  ABA#eTCH  pedOPMHPOBaHHE ®  YIYYINEHMWE
PeryiHpOBaHHA JHEProCeKTOpa; MOICPHHM3IAUMA YTIpaBlcHHs M obecnicdenwe
thuHaHCOBOH yCTOHUMBOCTH; OOecreyeHHe AOCTATOYHOrO obObemMa JOXONOB A
PEKOHCTPYKIMH H MOICPHH3ALHH 3IHEPrOCHCTEMBI B UEIAX BOCCTAHOBNCHHA
OecnepebofiHore  anekrpocHaO®eHHs  norpeduTencH; PEKOHCTPYKLHMA H
MOJEpHH3aUHA OOBEKTOB IHEProCEKTOpa: CHHAEHHWE TOTEPh WIEKTPOIHEeprHH:
NOBLIUICHHE KavecTBa oDCayxuBanua H oDLIeCTBEHHOTO J0BEPHA.
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Bo wcnomnenme [lnama ngefictBMil, VBenHW4YeHBI HHBECTHIHH B
HHQPAcTPVKTYpPY CeKTopa, BKAKYas CTpouTelikeTeo noacradimn 500 kB [larka u
nuHuH  3nektponepenayn 220 kB  ans  yeenmvweHHAs oDBEMOB  mozakH
MNEKTPOIHEPTHH B HOJKHEIE PETHOHBI, Ha cymMmy 208 man gona. CIIA; sreapsercs
COBpEMEHHAs CHCTEMAa yueTa W cOopa JaHHBIX B NEpPEelaloluX CeTAX Ha CyMMYy
44 8 mun aonn. CUHIA: wzet cTpoMTensCTBO THHHH 3eKTponepenaun 500 xB
Hartka — Kemun 1 noacrasuun 500 kB Kemun va cymmy 390 Mo nonn CIHIA mns
o0ecricueHHA TEKTPOCHAOKEHHSA CEBEPHOH HacTH pecnyOIHKH, BHE 3aBHCHMOCTH
OT CCTCH COCCAHMX CTPaH, pPeaiM3yCTCA MPoeKT pealdHauTauMH [ OKTOrynbckoi
I'3C ua cymmy 55 mn nomn. CIHIA, npoekT peKOHCTPYKUHE 110 ACTAHIKE ropoaos
Bumxex u Oul, caMbIX KPYMHBIX TOPOAOB CTpaHbl, HA cymmy 23,08 mun gonn.
CHIA » ua ctaann sasepuieHua npoekT «CTponTenscTRo apyxuenHoit BJT 110 xB
u IIC 110/10 kB B suamacense Ax-Opao r. Bumkexy (5 maa gonna. CIIA);

Kpose Toro, B nocneinee BpeMs /18 NOKPHITHA 3HMHET0 JeUIIHTA SHSPTHA
H MOBHIIICHHA SKCIOPTHOTO MOTEHIHATAE Ha9aTe! MpoekT « CTporTenscTeo Bepxue-
Haperackoro kackaga I'2C» (728 mom nona. CIIA): nmpoext «CTpoHTENBCTBO
Kambapatuackofl ['DC-1»; npoekt «Mozepuusaumns TILL r. bumker» (386 man
aonn. CHIA); npoest «Pexonctpykuns Ar-Bamunckoit '2Cx»; sa cragnn gazana
peamzaumu  npoekT Bceemmproro banka «lloBrimenwe mnozoTueTHoCTH MW
HAOEKHOCTH CHCTEeMEl 3neKkTpocHabxenns» (25 mun jgoan. CIIA) ¢ tem, 4tobbl
MOBLICHTEL MPO3Pav“HOCTE H MOAOTYETHOCTh B CAMOH KPYMHOH pacnpelenHTelLHOH
komnanuHn OAQO «Cesepanexktpon: npoext «CTpPOWTENRCTBO ra3onpoBoma
«Keiproscran-Kurafi» (1.2-1.4 mapa gonn. CHIA), Ttakke BXOOWT B CTAIHIO
peamiiaunu npoekt «CASA-1000» (200 sm monn. CUHIA) wa TeppuTOpHH
Kulpreisckoit Pecnvonmgu.

Taxxe VIAYHIIACTCR yrpas/eHHe IHEPreTHYEC KO CHCTEMOIL,
MuHHCTEPCTBOM JHEPreTHKH # UpOMBILLTeHHOCTH Keipreidckoi PecnyOmukm
H34aH MpPHKa3, B COOTBETCTBHH C KOTOPEIM HAa WHTEpPHET-caliTax 3HEeproKOoMIaHHH
H MHHHCTEPCTBA pEryiaspHo pasmemaercs wadopMaumns o0 ocrarkax Ha
CHELMHWIbHBIX K IPAHSHITHBIN CHETRX, UNCPRUHOHHBIAX B TEAXHHAYCOURHX HOKASHIC/ARX
nesTe/bHoCTH, DUHAHCOBLIX oTYeTaxX. B 310M HanpasieHHH, B COTPYIHHYECTBE CO
BmemuprsiM baHkoMm, mepecMOTpEeHB! KINOUEBBIE MOKa3aTend 3(QEKTHBHOCTH H
nesTeLHOCTH 178 3HeprokoMnanuii B anpene 2014 rona.

Hpyroii peanuzoBaHHOH Mepoli sBnferca BBedcHHe Humumatuss
Npo3padHOCTH TOIUTMBHO-?HepreTHdeckoro kommaekca (MITTIK mma FESTI),
HanpaBJIeHHON Ha YIYYIIeHHE TMPO3PaYHOCTH ©  YOpaBIeHWA OTpaciH,
obecnevyenne Oonee WMPOKOTO YHAacTHA ODWECTBEHHOCTH M MPO3paqyHOCTH.
Cornacxo 3toit Munnuaruee (MITT3K wnn FESTI), cosnan n B HacTosmee Bpems
neficTever HabmMOOaTeNLHEIT COBET C YUACTHEM IPaXIaHCKOro odmecTsa.

Bo stopom wkpaprane 2014 rona Dyavr HanpaeleHB! NPOEKTH 3aKOHOB O
RHECEHWH W3IMEHeHW R iakoRonatemTkeTho (3akonm KP « 06 sHeprerwkern. 3axkoH
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KP «O06 anexkrposneprernke» H 3axon KP «O ecTecTBEHHBIX W paspelleHHBIX
MOHOIOJNHAX») HA paccMmoTperne Joropky Kenema Kuipreisckoit PecnyGnukn,
npegycmarpusalome  Oojiee  HeTKOE  pasrpaHMYeHHe  TONTHOMOYME M
OTBETCTBCHHOCTH MEAIY rOCYNapCTBEHHLIMM BEIOMCTBAMM, VYACTBVIOLIMMH B
cexTope, U coszanne Pacuyernoro uenTpa 118 obDecneuyeHus MPO3payHoOro y4era,
MOHHTOPHHIA 3HCDIMH ¢ JCHEHEHLIX NOTOKOB B CEKTOpE. n]HEHTﬂIbC*I’BG
HaMepeHo NpHAATL CTATYC HEIABHCHMOCTH PEryVIISTOPY: BHEAPHTH NOATOCPOUHEI
HOHTPAKT Ha YOpapieHHC Pacnpeie/HTC/IGHBIMHE KOMIMAHHAMH C YacTHbIM
OMepaTopoM, HWMEIOLIHM [UTHTCIBHBIH MEHKIYHAPOAHLIH ONLIT yCHelmHoro
YTIPaBJICHNA IACKTpOHepreTHHeckoll KoMnanneil: OCYIICCTBHTL MEPEOLEHKY
AKTHBOB BCEX JSHEprokamradHuil. BKIOUas AIEKTPHYECKHME M TensocHabwalolme
NPEANPHATHA, U8 MOAHONO OTpaweHus B TapH@ax pealbHLIX PacxoJoB Ha
3AMCIICHHE 3THX AaKTHBOHE, @ (4K&e NpPOBEeCTH NOAHBH JHHaHCOBLIA #
TEXHHYECKHIl ayanT ICATeNBHOCTH  ISKTpHYecKMX  Kommnaemi., Takxke
NpeanosaracTcs BHeApeHWe HOBOH TapudHOl MONHTHKM B Chepe MeKTpo- H
TEMIOHEPreTHKH, Npeaycmarpusaomeii nosesenne TapudoB Ha IMEKTPO- M
TEMIOMHEPIHKD 0 YPOBHS TOJHOTO BOIMCIICHHA 3aTpar, @ TaKke MPHHATHE
coBpeMeHHON TapudHOi METOI0IOrHM, NO3IBONAIOLESH NPaBHIBHO BECYHTHIBATE
Tapudel. Yeenuuenwe TapudoB OKakeT BIMAHHE Ha HaceleHWe, ocobeHHO Ha
YA3BHMBIC CJIOHM HACEJICHMA, B CBA3H C “eM OyayT NpeAnpHHATE Mephl JUId
cMAryeHus puckos. Ha nepsoHadatsHoM 3Tane YeeaHdeHHe TapH(pos MoxeT ObiTh
ocyuiecTaneHo gepes mpeenue lifeline rapudion (Tapud coumansnoii Hopmst), u
MOCTENEHHD, ¢ YAy9YieHHeM CHCTeMbl COUMATBHON TNOLICPHAKH, TIaHHPYCTCA
nepeitt Ha Donee HENeBYIO NOLIAEPKKY VAIBHMEIX CTIOSB HaCeIeHHA.

Pedropma cyrednoil cucremsl

Bo sce sBpemena GecnpHcTpacTHeIii M cHpaBe/UTHBLIA cyn  sSBASICH
MOKa3aTeIeM PassHTHS rOCYJEpcTBa He TONBKO KAK JIeMOKpPaTHYecKoro H
MPasoBOro, HO H YCNEIWHOIO B 3KOHOMUYeCKoR # comrantHoll cdepax. H ot Toro,
kak Oynet paboTats cyaeOHas cHCTema, 3ABHCHT YBECPEHHOCTH IPamkaaH CTpaHbl B
TOM, 4TO MX TIpaBa He OVJAYT HapylleHbl, a ecaAdH OHW HapyHmieHsl, TO OyayT
BOCCTAHOBJIEHBI. Bee 910 crapuT nepe/l rocy1apcTBCHHBIMH OPraHaMH, H 0COOCHHO
cynebHBIMH, 3a1aud HOPMHPOBAHHS HEIABHCHMOI H caMOCTOATENBHOH cynebHoOMN
CHCTEMBI, OTBevalomeil TpeboBannaM BpEMEHH K CTaBANICH BO riaBy yria 3anmaTy
mpas. ceobO0 M JOCTOHHCTRA rpaxIaHHHL

Ha cerogss B 3T0M HanpasicHHH MOKHO BBIICIAHTL TPH TPHOPHTETA.
Mepswmii - 310 o160p cyaell, Bropoit - 3T0 paspaboTka OOHOBIEHHOrO
MPOECCYAIBHONO 3aKOHONATENBCTBA M MHBIX 3aKOHOB, HanpaBlNeHHLIX HA
COBEpIIEHCTBOBAHKHE OTNpaBneHHs npasocyans. M tpernit - 3ro npeacrosuee
pazBHTHe cyaedHo#H cucTemil Keipreckoil Pecniyonuxn no 2017 rona.
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B pamkax neproro npHopHTeTa, CONIACHO YCTAHOBIEHHBIM MPOLEAYpPaM.
Coserom no otoopy cyaeid Keiproisckoit PecnybGaukm nposenen orGop Ha
NOMKHOCTH cyjaell; ¢ ywactaem [pesnnenta Ksipremsckoit Pecnytmiku w Koropky
Kenema  Keipreisckoii  PecnmyGimknm  chopmupoBaHb! H  MNOJHOLUEHHO
dyukumonupyor Bepxosusiii cya Keiprenckoii Pecnybmukn, KoRcTHTYUHOHHasS
nanata Bepxosnoro cyiaa Keiprsiiekolt PecnyGnuku, Bce oOnactesie u
COALUWKMHCTBO BOEHHBIX CV10B. B HaCTOSlIee BpPEMS BHOCATCH HWIMEHEHHWS B
npougce orbopa cynei ¢ Uebio CHHKEHHA YPOBHA cyObekTHBHIMA 1 ofecnevenus
NPUHATHA HA padoTy HAWIYYINHX KaHIHIATOB,

B pamxax stoporo npHOpHTeTa, MPHHATHEL 33 OCHOBY BeipaDOTaHHBIE HA
ocHoBe  ODIIECTBEHHOIO  JHATOra  PeKOMEHIAUMM N0 JansHelmemy
pedopmupoBannio  cyaeOHoi cuctembl  Keipreisckoit  PecnyOGamkmn, s
obecrnieucHHs CoriacoBaHHbiX JdelcTenil rocyJapcTBEHHBIX OpPraHOR CTpaHhl, B
pamkax pedopmuposanus oOpasosad u aelicteyer Coser no cyaebuoil pedopme
npu Tlpesnaente Koipreisckol PecnyOGnukn. CdopumupoBanel W paboTaior 7
SKCMEPTHRIX pabo4YHX TrIpynn no pa3jpaboTEe COOTBETCTBYIOLIHX [POSKTOB
MPOIECCYATLHEIX # HHEIX 3AKOHOB.

B pamxax Tpernero npsopmurera, nocrasosnenunesm [lpasarensctsa ot 19
smapta 2013 roza Ne 174 onoGpen u nanpasien B Koropky Kenem Keipreisckoi
PecryGamkn npoext 'ocy tapeTsennoil uenesoi nporpamMmel «Passrnrie cyinebHoid
cactemsl  Keipremsckoft Pecny@mmkmn wa  2014-2017 roawr». 210  ABIASTCA
3HAYMTEILHEIM JOCTHAKCHHEM, YCTAHABIHBAIOIAM TUIATGOPMY JUTH HE3ABHCHMOIO
Owomwera cyaeOHOH CHCTEMBI #W MPEAYCMATPHBAIOUIMM  TOCTENEHHOE, HO
CVIIECTBCHHOE YyBeauueHHe o0beMa PpecypcoB, BbIACAAEMOrO I8 JaHHOTO
cextopa. C 20135 roaa HayHeTcd JanbHefillee MOITANHOE YBEIHYEHHE pasMeposB
prnnancuposanna cyneOHOR cucremsl Ha 10 % exeroaHo oT NpeaLLIYILEro
nepuoja (2014 rog) ¥ NOCTENEHHO AOCTUIHET MUaHKH - B pasmepe | % or
pacxoaos pecrybnukanckoro Groaxera.

[MpaBHTENBCTBOM TAKKE MNPEANPHHHMAIOTCA MEPhl M0  MOBLINEHHIO
sapabGoTHOH nnatel paGoTHHKOB cCyneOHOH cCHCTEMBI € HEnbio MOBLIMICHHS
MOTHBALIMH M CHIKCHHMA KOPPYNUHOHHBLIX npoastennit. MpHHATH NOCTAHOB/ICHHS
«0O0 yCcnoBUAX OMIATH TPYAa TOCYIAPCTBCHHBIX H MYHHUOHNAIBHBIX CAYAKAIIHX
Keiproisckoit PecnyGnmkn» ot 28 mons 2013 roaa M 384 m «O06 ycnoBmsx
onnatel Tpyaa cyieidl Kwipreisckoii PecnyOnmxm, rocyaapcTBEHHBIX COYXKalIHX
annapara Bepxosuoro cyaa  Keipreickoii PecnyOamkn, annapara
Koncturyunonsoil nanarsl Bepxosnoro cyna Kmipreizckoil PecnyGrmuxm» ot 18
oxra0psa 2013 rona Ne 560 (BBeacns: B nefictane ¢ 1 okTadpa 2013 roaa). Tak, mo
cpasiennio ¢ 2013 rogom, 8 2014 roay pabora no pedopMHpOBaHnIO CyacOHOH
CHCTEMBI MPOBOIANTCH € YUETOM TIOBLILICHHA ONJaTsl Tpyaa Ha 51,9 %%.

[MpeanpuesaTel WAark Mo NOBLINICHHIO NPO3PAYMHOCTH cyncOHOM CHCTEMBI.
Cyaebunivm  nenapramentom npu Bepxossom cyane Keipraisckofi PecnyOmmxn
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NOANOTORICH OTYET MO  CTATHCTHYECKMM IJaHHBIM, KOTOPLIH BBUIOWEH HAa
nHTepHeT-caiite Cosera cyvaeil (www.sskr.kg) 1 Ha mHTEepHeT-caliTe BepxoBHOIO
cyaa (sudsistem.kg). INosxe, 3T cratHcTHYecKkue danabie Gyay T OMyOIHKOBAHEI B
Gomnerene Bepxosroro cyaa Keiprieisckoit PecnyOnuMkn H MOTYT TpHMEHATHCH
ANA OHCHKH BO3ACHCTBHA IOCYAAPCTBEHHBIX pedopm Ha (GYHKUHOHHPOBaAHHE
CcvaeOHO cHCTEMBI.

PazBuTHe yacTHoro cexropa

IlpasuTensecTBo, NO-NIpeXHEMY, OPHEHTHPOBAHO HA MOUIEPHKKY H PA3IBHTHE
YACTHOTO CEKTOpa, KOTOpPBIH JOMKEH CTaTh JOKOMOTHBOM HAIHOHAIBHON
IkoHOMHKH. B uenax obnerdyenus B obecnedeHMs  IIPeacKa3zyeMocTH
DVHKIHOHHPOBAHNSA YACTHOIO CEKTOPA BeleTCa cneaywouas pabora.

MpasuTenscreom ocymecTaadeIcs pedopmupopanne npounecca nNpoBEpoK,
KOTOpEIE [0 CErOfHAUIHEro IHS HBIAIHCE TAKEIbIM OpeMeHeM 18 4acTHOro
cextopa. MunncTepersa sxonoMikl Keiprersckoii PecnyGnuxin 21 asrycra 2012
rona samymicH opHUHANLHBIN MOpPTan MO NpPOBEpPKaM AEATE/IBHOCTH CYyOBEKTOB
NpeanpHHEMATCIILCTBA, OCYUICCTBIAEMBIM rocy1apcTeeHHbBIMH
KOHTpOIUpYomMMy  oprasamu  (proverka.kg). xoropeiit npencrasnser coboil
coueTanne ABRTOMAaTH3IHPOBAHHON CHCTEMBI  YIIPaABACHHA MpoUeccamu  No
MpoBeaAcHHIO MPOBCPOK CYOBEKTOB NpearnpHHHMarTeascTBa B MHbQOopMalHOHHOTD
noprana no  BONPOCaM NPOBEPOK € MHAOTHLEIMH  FOCYA3pPCTBEHHBIMM
KOHTPOIHPYIOMKHMA opradami. [IpasuTenscTBOM Takke HHHIHHPOBAHO BHECEHHE
AONMONHEHHWH B 3aKOHOAATEILCTBO ¢ UEALIO CHHIKCHHA KOIHYMCCTBa MHCNCKUMA M
BHEIDECHUS NPOBEPOK, OCHOBAHHLIX Ha pHckax. Paipaborana uW BHeapena
nporpamma  «Kowrp-Tlpo-3» B rocyaapcTBeHHBIX KOHTPOIHPYIOUIHX oOpraHax
buinkexa, npeaycMaTpUBaloLIan (hakTHUECKYIO peanuzanMo Haa3zopa,
OCHOBaHHOTO Ha puckax. [Mpouece Gpopmuposanns 6a3kl JAHHLIX B LEHTPATLHBIX H
PETHOHANBHBIX OTAENCHHSX IOCYIAPCTBEHHBIX KOHTPOIHPYIOUIMX opraHos Oyner
[OATANHO OCYLICCTBACH MO MEPe YCTPAaHeHMA OIpPaHHvcHMA TeXHHYECKOoro
xapakTepa. baza nanHeIX, viipaBaseMmas MuHHcTepeTROM SwoHowmukH Knipremexkoil
PecnyDnukn, SBIACTCA MNEPBLIM NPOSKTOM MEKBEAOMCTBEHHOrD 3IESKTPOHHOIO
aoxymenToobopota B Keiprasckoit PecnyGnunke, oGbeanasiommnm Oasbl AaHHBIX M0
npoBepkaM |2 rocyZapcTBEHHBIX KOHTPOJIHMPYHOIMX OPraHoB B eIWHywo Oazy
JaHHBIX, C YKasaHHeM Npodinmns pHCKa KOMITaHHii.

Jlns konTponupymmx opraHos H MumnuctepcTBa 3koHoMHKH Kwiprsisckob
PecnmyOmmmky  mpenenwe Oa3sbl JaHHBLIX YNPOLIAeT TMPOBEACHHE TMPOBEPOK H
nNo3BONAET:

- COKparTHTs HEODOCHOBAHHLIC H HAUTHUIHHE MPOBEPKH FOCYAAPCTBEHHLIMMH
KOHTPONIHPYHOMIMMHE OPTraHaMH;

- YCKOPHTE ITPOLIECC COrTAacOBaHMA NpeAnucannii Ha NPOBEICHHE IPOBEPOK;
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- BECTH BHATHTHYCCKYIO paboTy 1o 3pheKTHEHOCTH NMPOBOIMMEIX [TPOBCPOK,
MPUMEHEHH IO KPHTEPHEB PHCKOB MPH NPOBEIeHHH TIPOBEPOK;

- NPOBEPATE H HCKIOYATH IYOIHPYIOUIHE MPOBEPKH;

- TMOBBICHTE HHOPMHPOBAHHOCTL NpeANpHHHMATENEH © NPOBOAMMBIX

MpOBEPKaXx.
Jiobo#t mpeanpuHrMaTens MoKeT Ha caiiTe MOAVYHTE HHOOPMAIIHIO O TOM,

KOraa M KaKkoil MHCNEKTOP NNaHMpyeT NPUATH HA TPOBEPKY, K Kakoil crenenn
pUCKa OTHOCHTCA CyOBEKT NpeanpHHMMATENbLCTBA, KAk wacTo ero Oymyr
npoBepaTh. HMweercs ¢opym B pexume oH-naliH a8 oOmeHHs B Xanod
npednpHHHMareneii Ha HelakonHmEe nposepku. CoeBmectHo ¢ Mexaynapoanoi
(punancosoll koprnopaumedd (M@K -~ [FC), IpasutesnsctBo pabGoTaer Haa
BHECEHHEM W3IMEHEeHHHl B MpoOBEpOYHbIC JHCTRI, YTO CHH3IMT Opems NpoBepoKk Ha
MpeanpHHUMATETLCTBO.

[porpavma «Koutp-Ilpo-3» BHeapeHa B CaeaylOmMX 6-TH MATOTHBIX
rOCYA4PCTEEHHBIX KOHTPOJHPYIOIHX opradax: [NocyaapcrseHHAas HHCIICKIHA 110
IKONOrHUeckoll B TexHwueckoil bDesonacwocTy npu [NpasuTenscree Knipraisckoi
PecnyGnukn, N'ocyaapcTeeHHas HHCNICKINA Mo BeTepuHapnoll B ¢gpmTocanuTapHoil
Sesonacnocti npH [lpasurenscrse Koiproisckolt PecnyGankn, Commansssil GoHa
Kurprorsckoit  PecniyOankn, Jlenapramedt 1eKapcTBEHHOro oOecledeHHs #
MEIHLUMHCKOH TexHukM npu  MunucTepeTse 3apaBooxpaHenus  Keiprei3ckoi
PecnyGauky, JlenapramMeHT JparoueHHsIX MeTamios npd  MuHHcTEpcTBe
dunancos Keiprersckoit Pecrnrybnukn u [N'ocynapersennas cnyxda peryiHposanus
H Hamopa 3a duHaHcoBeM peiHkoM npH [IpasutenscTee Khipreisckoi
PecnyOnmxm.

DuHAHCOBLIA CeKTOp

B 2013 romy GaHkoBCKas CHCTEMa pa3BHBaiachk NMOCTYNATENRHO, COXPAHAA
VCTOHYMBOCTG W MOTCHUMAN U1 TMOBBIICHHYE YPOBHN TNOCpPeIHHYECTBA H
stpdexTHBHOCTH dyukuBOHHpOBAKHA . TMpoaonxena pabora no
COBCPUICHCTBOBAHHIO KavyecTBa H PdexTHBHOCTH DaHKOBCKOrNO HAI3OpPa, B TOM
YHCie NOCPeACTBOM: a) yowienns natsopuwoit dyuxumn Hamwonanenoro Ganka
Kuiprosekoit PecnyGauxkn (HBKP): 6) pacuwmpenns norednnnana HBKP s
OCYIIECTRISHHH HAA30pa M peryIMposanis DAHKOBCKOIO CEKTOpa; B) NOBLIIEHHS
3D DEKTHBHOCTH CBOSBPEMEHHOTO PearHpoBaHHs HA YXYAINEHHE CHTYAUHH H
yperyTHpoBanusa cuTyaumii ¢ mpoOaemueimp Oanxamm; a TAKMKE ) YIy4lIcHH=
peryaupyiomeil ¥ HaJ3OPHON CTPYKTYPHl B COOTBETCTBHH ¢ MeXIyHapOIHBIME
cranaaprami baseasckoro kommTeTa.

Haumwonanessim Sankom Keipreiackoil PecnyOnuku# HemaBHO 3aBepllcHa
paspaborka kpeauTHoro peructpa. Kpeawtasiii  perucrp mnossoint  HBKP
CBOEBPEMECHHO MONYyHaTs HHGOpPMaIMIo 0 puckax DaHKOB H B 3HAUHTEILHOH Mepe
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Oyzaer cnocobcTBOBaTL ONTHMH3AUHH HAIIOPHOTO MNpoLEcca, TEM  CaMbiM
obecneunBas cTadWABLHOCTH (PHHAHCOBOIO CEKTOpa. JTO JMIIEL MepBbie Iard B
co3aauum Gonee WHPOKON MHTerpHpoBaHHoil nHdopMaLHOHHON CHCTEMEI BHYTPH
HBKP, xotopas 8B 3Ha4MTENLHON Mepe MoBLICHT 3P PEeKTHBHOCTE peryiHpoBaHHa |
HAT30pa B ()HHAHCOBOM CEKTOpe.

Ipoext banxosckoro konmexca Kelpruisckoii PecnyGimxu B HacTosice
BpeMA HaxoauTca Ha pacemoTpenns Koropky Kenema Keiproisckoii PecnyGnmku.
TMpusaTie BaHKOBCKOrO KOJCKCA MOIBOJIHT: NOBLICHTE KavecTso H 3¢ derTHBHOCTE
HOPpM OAHKOBCKOND 3aKOHOIATCALCTEA HA OCHOBE CHCTEMHOIO nmoaxola ®H
HCTIONBIOBAHMA HOBEHIUEA MHPOBOH NPAKTHKH, 3aKPenHTh MNONOKHTEABHYIO
npakTHKy copumuposasmwefics OaHKOBCKOR CHCTEMb! W ONpeleiHTL NYTH
nNanbHEHIIEr0 COBEpIICHCTBOBAHHA; TAPMOHWIHDOBATE BCE COCTABIAIOLIHEC
0aHKOBCKOIO 3aKOHONATENLCTRA, B HETAX HCKMOYCHHA PasHOYTCHHH, KOLTHIHHA H
MPOTHBOPEYHii: YTOYHHTE TMPaBOBOA  CTATYC YYAaCTHHKOB ODaHKOBCKHX
TPaBOOTHOEHHH, OInpenenuTe WX B3IAHMOOTHOLLICHHA, a  TaKike
OCHOBONOJAIANOUIHEG OTHOLWEHHA Kax BHYTPH OaHKOBCKOH CHCTEMBI, Tak M
BHELIHHE.

[MpeanpuHEEMaOTCA MEpBl MO NOBBINEHHIO IOBEPHS K (HHAHCOBOMY
CEeKTOPY M YKPCIUICHHIC CHCTCMBI 3aliHTh AcnosnTos. Paspaboran npoexT 3akona
Keipreisckoii PecnyGmmkn «O BHeceHHMH WIMEHEHHH H JONOJHEHHE B 3akoH
Ksiproisckolt PecnyvOnmkn «O 3amure OaHKOBCKMX BKNANOB  (A€no3HTOB)»
(nocranosnenue INpasureasersa Keiproisckofl Pecnvonukn or 27 cenrabpa 2013
roga Ne 528), kotopslit npejycMaTpHBaeT: pacliMpeHHe OXBaTa CHCTEMOM 3allMThl
IEMO3NTOR YACTHRIX NPEanpHHHMATEICH, COKPALICHHE TMEPHOJMA KOMIIEHCALMH C
60 no 30 ameil w onTHMHIAANIO NPOUCAYP N0 CBOCBPEMCHHOH BHITLIaTE
KOMMEeHCAImii; pacmmperne o0bema npeocTaRnsemMoll  wHQOpMaumMM ®
YKPEIJIeHHe COTPYIHHYECTBA C UCHTPAIbHBIM OaHKOM; [I0BBILISHHE pPOJIH
Arentersa no IamAaTe JAenoInToBE 8 H3JadHy METOIOMOTrHH H PﬂHGMﬂHﬂﬂm‘lﬂ no
CHCTEME 3aWIMTBl  JENOIMTOB And OaHkOB, a Takike COBCPLOCHCTBOBAHHE
MEXaHH3IMOB YNpaBicHHA B AreHTcTBe no 3aumre Aenosutos. [lpawTeascrso
akTHBHO cortpyasndaer ¢ XHoropxy Kenemem Kmpruisckoil PecniybGamkn no
obBecneueHIO YCIEIHOro NPHHSTHS NPCUTOKCHABIX H3IMEHEHN.

[Mpennaraemeie  WIMCHEHHS  NPEAVCMATPHBAIOT  COBEPLICHCTBOBAHHE
sakoHonatenseTra Kniprimcekoit Pecnybnukn s cdepe 3amMThl IENO3INTOB H
oDecneyHBaOT NpeaBapHTE/IBHYK) [MOIrOTOBKY K [epexoldy OT Maujara
«lenexnolt kop3amHe Kk mauaaty «[lenexHol KOp3MHE ¢ JONOMAHHTEALHBIMH, HO
OTPAHWHEHHBIMH TOTHOMOYHAMMY», KOTOPHIl TAKKE NPEAyCMOTPEH B MNPOEKTE
BankoBCKOro Koiekca, Haxoaserocs Ha craany npuHstHa Koropky Kenemem. B
CPeIHCCPOYHOM MEPHOIE, NPEANOIAraeTCA MEPExoll CHCTEMb! 3alIHTE IEN03HTOB
K TpeThemy duHankHOMY arany - Manaar  «MuHHMHIaTOpa pHCKOB», B
COOTBETCTBHN ¢ pexkoMeHaaumamn DCATT-2013.
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Kopnoparmsuoe vapasaenne

MhdekTHBHELIN HacTHk CEKTOD Tpebyer TAKHX MEXAHHIMOB
KOPIOPATHBHOINO  YNPABACHHA, KOTOPHIC MPOABHIAKOT NOAOTYCTHOCTE M
Npo3Pa’HOCTE IS WIPOKOB B CBAIH ¢ HEM NPEANPHHHMAKOTCH MEPLl B TOM
nanpaenenun. Paspaboran npoexr 3axona Keiproisckoit Peciybnukn «O pHeceHHH
W3IMeHeHHA u aonoanennii 8 3axon Kwipreiickofi Pecnybnuswn « 06 akumonepHuix
ofuecTeaxy», HanpanicHbiil Ha NOBLILLCHHE OTHETCTRCHHOCTH COBETA IMPEKTOPOB
aKumoHepHsiX obmects npu npuHATHR peweHHii o cosepwrenwn  obmecTsom
IAHHTEPCCOBAMNBIX CACNOK, & TaKKe olAerYeHHe NPOIEIYPE H BHECEHHE SCHOCTH
B Npoiiecc MOMYYEeHHA AKIHOHEPaMH AHBHACHAOB, H YTOPALOYCHHC NMPOUCIYPE
NpeKpallcHHEA  noaHoMounilt  uaenos coBeTa JHPEKTOPOB B AKUHOHEPHBIX
obmecTnax.

Kposme toro, lNocyaapcrsenuod ciavaOofl peryniHpoBaHHA M Haa3opa 3a
dunanconniM  puikom  npu  [lpasurenscrse  Kwiprevicxofi  PecnybGnukn B
Hactosee spems paspabarsisactes npoexkt [porpaMMel passHTHA PHIMKS LEHHBIX
6ymar B Keipreisckoii Peonybnmxe na 2014-2017 roam, npesycmartpusaiowied
peaNHIANMEe MEp [0 COBSPUICHCTBOBAHHIO KOPHOPATHEHOIO YNPABACHHAE Ha
MPpEIPHATHAR CTpPaM, B TOM qHCAC NOCPEACTBOM: l} MNoORKIINEHHA
e KOPNOPaTHBHOIO YNPaBicHHA B axunoHcpHsix obulecTsax
IMUTCHTOB  NYO/IMYHO  PaMelISHHBIX/PA3MEUIAEMBIX  TeHHHX Oymar; &)
COBEPUICHCTBOBAHNA TpeDOBaHRH K AHCTHHTY UCHHMX OyMar akUHOHEPHEIX
obwecTs; B) obecnevenns HANSKHOCTH CHCTEME! PErHCTPaNMH MPaB HA UCHHBIC
Oymarn;, H [I) YEKPCIUICHHA W pPasBMTHA TOTeHIIHama YNMOMHOMOUYEHHOTO
roOCYyAapeTBCHHONO OPraHa Mo PCTYTHPOBANMIC PRMNKa Hennnix Gymar.

Peanuzauus npuopuretos HaunonansHoll crpatery yecTORYHBOr0O paiBHTHA
Kuipromscxoi  Pecnybankn nHa nepwon 2013-2017 romasl SBANETCA  AenoM
nepeocTenedHoll BaxuHocTH ana  obDecneyeHns ycTofMHBOrO W yCNemHOo
Gynymero crpansl W pedopmel, ofo3HaveHHbC B Hell, npeacTamnsior coboit

NoCACHOBATEARHYIO nporpasmy, NpeayCcMaTPHBAKILIYIO yerofiunpniii
IKOHOMHWYECKHIl pOCT W cHHXeHHe YpomrHS OeasocT™d & cpeaHecpotHol
NnepenexTHRe.

BeipakaeM HAZCAUY, YTO BONpoc © sugencHuu 25 sum ponn. CIHIA wa
(OANEePHKY NPOrpaMMel pedopM OYIET pelleH B BOIMOMNKHO KpaTHalliune Cpokn.

C yvBazeHen,

Mpembep-munncip M. K. Oropbaes
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IMF Executive Board Completes the Fifth Review under the ECF Arrangement for the Kyrgyz

Republic and Approves US$14.6 Million Disbursement

Press Release No. 13/490

December 4, 2013

The Executive Board of the International Monetary Fund (IMF) today completed the fifth review of
Kyrgyz Republic’s economic performance under the program supported by the Extended Credit Facility
(ECF). The Executive Board’s decision enables the immediate disbursement of an amount equivalent to
SDR 9.514 million (about US$14.6 million) to the Kyrgyz Republic, bringing total disbursements under
the arrangement to SDR 57.08 million (about US$87.6 million). The Executive Board also considered
the Report on the 2013 Financial System Stability Assessment (FSSA).

The Kyrgyz Republic’s Extended Credit Facility arrangement was approved by the IMF’s Executive
Board on June 20, 2011 (see Press Release No. 11/245) with total access equivalent to SDR 66 million
(about US$102.2 million).

Following the Executive Board's discussion, Mr. Naoyuki Shinohara, Deputy Managing Director and

Acting Chair, stated:

“The Kyrgyz economy is recovering strongly after a contraction related to disruptions in gold production
in 2012. Fiscal policy has remained prudent despite declining gold prices. Imports for large infrastructure
projects are putting pressure on the current account. The medium-term outlook is broadly favorable, but

not without challenges, including from gold price volatility and the slowdown in the region.

“The loss of nontax revenues related to the closure of the Manas Transit Center in 2014 will create
headwinds for the fiscal consolidation that is needed to reduce vulnerabilities, rebuild policy buffers, and
ensure macroeconomic stability and debt sustainability. In the near term, the revenue loss will be offset
by grants, revenues from the new oil refinery, and expenditure restraint. Over the medium term, tax
system reforms are expected to offset the loss and build a more stable and predictable revenue base. In
addition, public financial management reforms will strengthen fiscal governance and transparency, and

help to control expenditures.
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“Proper implementation of the new operational framework for monetary policy will be instrumental in
improving monetary transmission. It will be important for the National Bank to maintain a tight monetary
policy stance to mitigate potential inflationary pressures stemming from the strong recovery and rapid

credit growth.

“Creating a well-functioning financial sector is key to supporting private sector-led growth. The new
banking code, once enacted, will be instrumental to strengthen the bank intervention and resolution
process and bolster confidence in the banking system. Developing a strategic plan to strengthen bank
supervision and a crisis management framework are important elements to increase stability and
resilience of the financial sector. To strengthen the Anti-Money Laundering/Combating the Financing of

Terrorism framework, the authorities should adopt the remaining legislative changes.

“Diversification of the economy would help reduce the volatility in growth stemming from potential
disruptions in gold production and reduce the persistently high current account deficit. Good governance
and sound institutions remain critical to create a level playing field, improve investor confidence, and lay

the foundation for strong private sector-led growth.”

IMF COMMUNICATIONS DEPARTMENT
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