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I. Project Management Overview

MEP made significant progress against work plans in both Kazakhstan and Turkmenistan during the forth
quarter of 2012. Approximately 10 international deployments were successfully undertaken during this time
period, with additional off-site technical assistance being provided by multiple international experts. Local
project experts in both Kazakhstan and Turkmenistan also provided ongoing assistance to public and private
sector counterparts. Capacity building efforts demonstrated exceptional results, with technical training
programs being imparted to nearly 1,500 public officials; while project impact in terms of policy
recommendations and methodological support exceeded anticipated targets.

I1. MEP Kazakhstan

Country Overview

During the fourth quarter of 2012, MEP made significant progress against its work plan. Using both local and
international advisors, during the fourth quarter of 2012, MEP provided technical assistance to counterparts in
the following activity areas:

USAID MEP

(Kazakhstan)

Component 2 Component 3
Regulation and Business Environment Trade Policy

3.1 Improve Trade Policies
A. E-Commerce

B. Commodity Exchanges

C. International Trade / WTO

1.1 Fiscal Management & Economic Policies 2.2 Business Roadmap 2020

1.2 Public-Private-Partnerships 2.4 Financial Supervision / Support to the NBK
1.3 IPSAS

1.4 Supreme Audit

During this quarter, seven international experts were mobilized to Kazakhstan, with some advisors being
deployed on more than one occasion. Technical assistance was also supported via off-site work. In terms of
impact, MEP advisor provided nearly 3,000 total training hours to public sector employees. Likewise, the
project exceeded anticipated targets, delivering approximately 12 policy, and methodological
recommendations in a diverse number of delivery areas.

KZ Component 1: Public Financial Management &Economic Policy

Subcomponent 1.1: Economic Policies & Strategy

A. Progress/success against the work plan:

* In accordance with the work plan formalized with the MEDT Budget, Tax and Customs Policy Department
(MEDT BTCPD), MEP delivered a commentary to the technical report and quarterly data reviews to the
MEDT BTCPD. This Commentary summarizes the quarterly analysis details of tax trends in Kazakhstan for
2005-2011, based on the tax return data for Corporate Income Tax (CIT) and Value Added Tax (VAT). The
quarterly analysis follows after the annual tax trends review, previously submitted to the MEDT BTCPD
and was analyzed via a regression analysis, utilizing e-Views software. The key data was based on
cumulative quarterly returns of collected taxes, disaggregated for the analysis by MEP.

* In line with part B of the duly approved Work plan, MEP advisors completed a technical report on Tax
Reform Measures to Stimulate Economic Development in Kazakhstan: International Experience and
submitted it to the MEDT BTCPD. The 170-page report covers the following areas:

- Summary of International Trends in Taxation Practice 2007-2012 and Impact on Tax Burdens in the
OECD;
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- Stimulating Diversification and Growth Through Special Tax Provisions — International Experience,
including:
0 Special Tax Regimes for Sectors;
0 Special Regimes for Specific Territories;
0 Special Regimes for Small Business;
0 Special Regimes for Investors;
- The impact of the Customs Union for tax policy in Kazakhstan, including:
0 European Integration Experience
0 Latin American Integration Experience
0 Current Trends in the Customs Union Integration;
- Proposed Areas of Integration within the Common Economic Area;
- Impact of the tax policy on collection cycles.

The report also includes annexes that review CIT and VAT yields tracking volatility of collections as well as
general trends, impact of tax “saved” through rate reductions on savings, investment and sector
performance, and total tax burden in Kazakhstan for 2005-2011 (pre-reform and first post-reform years).

At the request of the MEDT BTCPD, MEP advisors also provided an additional deliverable on international
practices relating to (tax) deductibility of managerial and general administrative expenses for on-resident
legal entities.

On December 10, 2012, MEP presented the report to the staff of MEDT BTCPD to summarize the
deliverables under the Work Plan, and to assist the MEDT BTCPD in focusing on key conclusions and issues
provided in the technical report. More specifically, the report demonstrates that the 2009 reforms were
generally successful, resulting as they did in a simultaneous drop in the tax burden, but with an increase in
the overall tax yield in spite of the economic crisis. The competitive position of Kazakhstan is very strong
at No.13 in the World Bank rankings, and there may be a tendency to regard further change as being only
of marginal importance. However, the report also notes areas where tax policy needs to develop to
support the government in addressing weaknesses in the Kazakhstan economy, identified by the
government as a lack of diversification.

Issues/Obstacles

MEDT BTCPD demonstrated a low level of interest in forecasting, perhaps based on the limited resources
to do it. The resources mainly lie outside the BTCPD, but policy needs to be modeled before it is adopted,
rather than assessed retrospectively. Nonetheless, work on forecasting has been explicitly excluded from
MEP activities.

Donor Coordination
N/a

Major upcoming Activities (in next reporting period)

MEP completed technical assistance under this subcomponent under the approved Work Plan, however is
ready to engage Dr. Kemme in January 2013 to work with the BTCPD staff to finalize built models and fine-
tuning explanations and guidancee. MEDT BTCPD was also offered a short training program for the BTCPD
staff, as well as any other MEDT staff on the used econometric methods and tools to be delivered by Dr.
Kemme.

MEP plans to initiate a discussion with the MEDT Department of Investment Policy and Vice-Minister
Kusainov about MEDT needs in technical assistance under this subcomponent.

Subcomponent 1.2: Public-Private-Partnerships

Progress/success against the work plan:

On October 25, 2012, MEP jointly with the National Public-Private Partnership Center and the
International PPP Association organized a Round Table on Kazakhstan’s New Infrastructure Projects. The
Round Table was attended by representatives of Ministries of Economic Development and Trade (MEDT),
Health Care, and Transport and Communications, regional PPP Centers from Karaganda and Oskemen,
MEDT Regional Development Committee, deputies of the Mazhilis, Kazakhstan’s first practicing
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concessionaires, and representatives of donor community involved into PPP development in Kazakhstan
(the European Commission, USAID, Asian Development Bank), SNC-Lavalin, and others. The Round Table
facilitated an active discourse of up-to-date issues in PPP policy development and implementation in
Kazakhstan and has been aimed at revealing and summarizing major legal, institutional and financial
impediments for strengthening Kazakhstan’s PPP sector.

e In line with the duly approved Work Plan, MEP facilitated participation of the Ministry of Economic
Development and Trade of the Republic of Kazakhstan and the National PPP Center staff members in the
3™ Asian Public-Private Partnership Practitioners’ Network Training, hosted by the Ministry of Strategy and
Finance of the Republic of Korea, the Korea Development Institute, the World Bank Institute, and the
Asian Development Bank in Seoul, Korea on November 5-9, 2012. The objective of the Study Tour was to
provide an opportunity to the participants to learn first-hand experience from PPP practitioners in Asian
countries, including Korea, specifically in the area of overall PPP policy development and implementation,
investment projects management and economic examination of concession and investment projects.

e In line with the training objectives, a substantial number of presentations have been delivered and
discussed by PPP practitioners, both from private sector and international institutions. The Study Tour
program was exceptionally suitable to support capacity building of Kazakhstan’s PPP development
institutions due to a truly global overview of diverse approaches and experiences in PPP projects
development and implementation. In the course of the workshop, participants had an opportunity to work
on a diverse range of case studies and institutional solutions. In addition to network sessions the
participants received PPP Reference Guide developed by the World Bank and the Public-Private
Infrastructure Advisory Facility (PPIAF).

B. Issues/Obstacles
* N/A

C. Donor Coordination

e MEP, as and when necessary, continues to work closely with the IFC, World Bank and Asian Development
Bank on a broad variety of PPP-related issues and initiatives. MEP coordinates closely with other donors
on a regular basis.

D. Major upcoming Activities (in next reporting period)

e Activities during the coming quarter and beyond continue to be focused in and at the Regional PPP
Centers with particular emphasis on social sector development consistent with MEP PPP Work Plan for
2013.

e In light of the 03 January 2013 letter from the National PPP Center to the donor community requesting
technical help to a list of PPP related activities, including again legal support in the development of the
PPP Law in Kazakhstan, MEP’s will meet with the NPPPC to determine which of the requested assistance
can be provided by MEP in accordance with its 2013 Work Plan that addresses specific key areas that meet
certain (but not all the) requests from the NPPPC.

Subcomponent 1.3: Public Sector Accounting Standards (IPSAS)

A. Progress/success against the work plan:

e MEP continued its participation in developing the materials for regional seminars on transition to accrual-
based accounting starting from January 01, 2013. MEP IPSAS Advisor participated in a series of large-scale
regional seminars on Transition to accrual-based accounting in public institutions of the Republic of
Kazakhstan as of January 01, 2013.

o On October 12, 2012, in Astana, the seminar was held for 170 representatives of public
institutions, Treasury Committee of the Ministry of Finance, Accounts Committee, agencies and
line ministries, as well as for oblast administrations, Revision Commissions and public institutions
of Akmolinskaya, East-Kazakhstanskaya, Kostanaiskaya, Karagandinskaya, Pavlodarskaya, North-
Kazakhstanskaya oblasts and Astana city.

o On November 12, 2012 the seminar was held in Almaty city for 492 representatives of public
institutions of the following regions: Almaty city, Almatinskaya, Zhambylskaya, South-
Kazakhstanskaya and Kyzylordinskaya oblasts.
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o On November 22, 2012 two seminars were held in Aktobe for 358 representatives of public
institutions of the following regions: Aktobe city, Aktyubinskaya, Atyrauskaya, Mangistauskaya
and West-Kazakhstanskaya oblasts.

e InQ IV of 2012, MEP continued to review and provide recommendations regarding amendments to the
existing accounting legislation applicable to public institutions. Likewise, MEP advised and supported
drafting methodological guidance on transition to accrual accounting in foreign entities based on analysis
of pilot project implementation.

e MEP contributed to consultations on Rules for IPSAS compliant accrual-based accounting in public
institutions and responding on relevant issues to Treasury Departments of Astana city, Almaty city, of
South-Kazakhstanskaya, Karagandinskaya, Zhambylskaya and other oblasts. Likewise, MEP provided
technical assistance on accounting issues with regard to concessions (in line with IPSAS 32).

e MEP continued to advise on the new accrual-based accounting methodology for public institutions to be
employed by Kazakhstan Association of professional accountants and auditors, Association of teachers
and financial employees of Kazakhstan, Centers for professional development and enhancement of
qualification of practicing Accountants in their training programs for accounting specialists and auditors.
MEP examined training programs and provided 6 reviews on 80 and 48-hour training programs on Accrual-
Based IPSAS developed by various training institutions in Almaty and Astana.

B. Issues/Obstacles

* Lack of qualified trainers, training materials on IPSAS-based accounting for public institutions, as well as
lack of experience in teaching public sector accountants.

* Lack of knowledge in applying IPSAS-compliant accrual accounting, as well as lack of experience and skills
on keeping accounting applying the new Accounting Rules may cause issues in preparing the initial
balance and financial statements using new methodology for accrual-based accounting.

C. Donor Coordination
*  MEP continues to coordinate closely with IMF representatives.

D. Major upcoming Activities (in next reporting period)
e MEP will continue to provide ongoing methodological support to all public institutions in Kazakhstan. That
will include support to pilot ministries, oblasts and Treasury, line ministries, entities of quasi-public sector.

e MEP will continue to participate in drafting amendments to various regulations on IPSAS-compliant
accounting in public institutions, and, based on the results of pilot project implementation, provide
assistance with preparation of methodologies on transition to accrual-based accounting in foreign entities
of the Ministry of Foreign Affairs.

e MEP will provide technical assistance on developing recommendations on the methodology for
consolidated statements, algorithm for approving indicators for annual and quarterly reports; assist with
improving and integration of accounting and budget accounting; and contribute to the recommendations
on establishing integrated accounting system that uses statistical basis for preparation of financial
statements.

Subcomponent 1.4: Public Audit

A. Progress/success against the work plan:

* Inline with duly approved Work Plan, on October 3-4, 2012 MEP IPSAS and Public Audit Advisor delivered
a training program on IPSAS for 27 people: Members and employees of the Accounts Committee (AC), as
well as for the staff of the Research Center. Training program covered main IPSAS requirements and
focused on several case studies dealing with accrual based IPSAS application. Likewise, on October 5,
2012, MEP IPSAS and Public Audit Advisor delivered training on Audit of consolidated financial statements.
The main objective of the training was to assist the AC to strengthen its capacity in conducting audit of
Government’s consolidated financial statements that will be prepared in line with accrual based IPSAS
beginning from January 1, 2013. The training was attended by 27 people; among those were Members
and employees of the Accounts Committee, staff of the Research Center.
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On October 11-12, 2012, in Almaty, MEP advisors, Ms. Austin and Ms. Mukhamediyeva conducted the first
regional training for 37 staff members of Revision Commissions of Almaty city, Almatinskaya, East-
Kazakhstanskaya, Kyzylordinskaya, Zhambylskaya, and Kostanaiskaya oblasts. The training program was
designed based on training needs assessment carried out earlier in 2012. The objective of the training is to
increase knowledge and improve skills of Revision Commissions’ staff in carrying out audits in line with
international standards and best practices. The program focuses on the following topics: compliance,
financial and performance audits, public procurement audit, tax audit, evaluation of internal control
system, detection and prevention of fraud, development of annual audit plans and annual reports; and
gives participants opportunity to use acquired knowledge for solving problems and completing exercises
during practical sessions.

On October 23, 2012, at the request of the AC, MEP Regional Public Audit Advisor Ms. Mukhamediyeva
delivered two training sessions on: (i) Key factors for success in performance auditing, and (ii) Audit
emphases in evaluation of development projects effectiveness for the representatives of the Supreme
Audit Institutions (SAls) of Iran, Kyrgyz Republic, Pakistan and Turkey during regional forum of the SAls of
the South and Central Asian regions (ECOSAI).

On December 11, 2012 SAls of Kazakhstan and Russia held a joined meeting to discuss the Peer Review
Results. The representatives of the Parliament, President’s Administration, Government, MEP, and mass
media participated the joint meeting. MEP Regional Public Audit Advisor and the member of the Peer
Review Steering Committee, Ms. Mukhamediyeva developed proposals on the Peer Review Exit Report.
The AC adopted a decree that approves the Peer Review Exit Report and requires a development of an
action plan on implementation of peer’s recommendations.

During QIV of 2012, in line with the duly approved Work Plan and requests of the AC, MEP Regional Public
Audit Advisor, Ms. Mukhamediyeva:

o developed proposals to the Terms of Reference for conducting a sociologic survey on
effectiveness in executing of program papers aimed at improving living standards and reducing
poverty in Kazakhstan;

o met with and provided relevant consultations to the research Team Leader and a researcher,
both are representatives of the Research Center of the Accounts Committee on Financial
Violations;

0 prepared a technical paper “The research on effectiveness of use of budget funds allocated for
programs aimed at increasing quality of living and poverty reduction in the Republic of
Kazakhstan: comments and recommendations to the research report” (hereinafter — Technical
Paper). The document includes 11 packages of comments to and recommendations on the
conducted research in general, and to the draft research report in particular. Those comments
and recommendations include: a comparative analysis of a number of key indicators; analysis of
some systematic issues; proposed conclusions and recommendations for incorporation into the
final research report. Comments and recommendations were agreed upon with the AC and taken
into account when finalizing the research report.

MEP IPSAS and Audit Advisor, Ms. Austin, developed a technical paper Audit of consolidated statements
by the Australian National Audit Office (ANAO) - Australia Government that provides an overview of audit
coverage, legislation and practice of financial auditing, as well as descriptions on how does the ANAO
evaluate effectiveness of its financial audits. She likewise prepared a technical paper Case Studies on IPSAS
Adoption that outlines a brief rationale for IPSAS adoption, overviews the transition from cash based
accounting to accrual based accounting, describes the role of the Integrated Financial Management
Information Systems, and provides an overview of accounting reforms with two case studies/approaches —
Kosovo and Uganda.

Issues/Obstacles

New structure of the AC Apparatus leads to changes in duties of departments involved in activities of the
work plan, and these changes are discussed with the AC.
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Donor Coordination
MEP is coordinating with the World Bank on assistance regarding financial audits and training sessions
that will be delivered by the WB experts.

Major upcoming Activities (in next reporting period)
In 2013 MEP plans to continue drafting national public audit standards and implementation guidelines.

In February 2013, MEP advisors will deliver two training programs to the Revision Commissions of the
Northern and Western regions.

MEP will complete the compilation of information materials on ICT implementation by type of audit based
on the two SAls experience.

KZ Component 2: Regulation and Private Sector Development

Subcomponent 2.1: SME Policy / Business Climate

A. Progress/success against the work plan:

USAID MEP officially ceased providing assistance to the MEDT EDD on the development of the Law on
Permit System.

Subcomponent 2.2: Business Road Map 2020

Progress/success against the work plan:

MEP local experts prepared the publication Business incubator: foundation and management intended as
an outreach material for local administrations, DAMU Fund and managers of business incubators to be
established under the “Mono-towns Development Program for 2012 — 2020”. Development of the
brochure is based on the mutual agreements between the MEDT EDC and MEP following the results of
training workshops in September. The brochure includes practical information on how to set up business -
incubator and manage it. It consists of four major parts on the following topics: 1) Creation of business
incubator; 2) Activity of business incubator 3) Operation of business incubators in Kazakhstan; 4) Overview
of international experience; 5) Useful links and contacts; 6) Toolkit of necessary documentson a CD
(sample charters, contracts, monitoring forms). The structure and content of the brochure was approved
by the MEDT EDC Deputy Chairman, Mr. Sarkeyev. At the EDC’s request, few brochures were handed over
to the MEDT.

Issues/Obstacles
N/A

Donor Coordination
N/A

Major upcoming Activities (in next reporting period)

MEP local experts will deliver three regional workshops on Practical and organizational aspects of business
incubator and Entrepreneurship Development Centers. Based upon testimonials of participants from
previous workshops, the workshops will be delivered at the operating regional business incubators.
Workshops are intended to provide step-by-step instruction on how to create and effectively administer a
business incubator in Kazakhstan.

Subcomponent 2.4: Assistance to the National Bank of Kazakhstan (NBK)

A.

Progress/success against the work plan:

MEP continued to assist on-site supervision teams in the implementation of CAMELS risk based inspection
process. MEP advisor reviewed the report of examination of a small bank examined according to CAMELS
methodology and assisted inspectors in the preparation of the final report, as well as of a middle size bank
reviewing all CAMELS components and finalizing quantitative ratios analyses and qualitative sections’
questionnaires. Likewise, MEP advisor reviewed final findings from the recently concluded examination
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and assisted in the development of new formulas for the calculation of income accruals using the effective
interest rates as required by the IFRS.

MEP prepared a team of examiners for an on-site examination of a major bank, by assisting it in
identifying areas of supervisory concern. MEP also prepared the sampling of the credit portfolio to be
examined by the inspectors during the examination. In mid-December 2012, MEP advisor met with team
members to discuss preliminary results of the inspection and to develop next steps for the conclusion of
the examination process.

MEP delivered several training sessions for on-site inspectors and staff of the insurance and financial
markets departments. Six lectures were delivered on Capital, Assets, Earnings, Management, Liquidity
and Sensitivity components. The lectures were followed by an Anti Money Laundering component,
delivered at the request of the management of the Committee in English to the Supervision staff. The first
part of the training was attended by 30 participants and the second part was attended by 12 participants.
MEP also conducted one training session for on-site inspectors regarding calculation of the specific
provisions based on the IFRS requirements. The lecture included collateral valuation and income
recognition components that comprise the main differences between the IFRS and local reserving
requirements, and was attended by 12 participants.

MEP assisted the Committee in the resolution of the deferred tax assets and liabilities and the treatment
of these line items in the financial and regulatory reports. The Advisor supported the review of the
regulatory reports and participated in a meeting with the management and the members of the
Accounting Department to design uniform treatment of the deferred tax assets and liabilities in the
regulatory and financial reports.

MEP continued to assist with the preparation of new regulation on risk management for the banks meant
to replace the current regulation #359 on risk management. The new regulation is prepared with the view
to strengthen banks’ corporate governance and alignment with new CAMELS methodology. Advisor
reviewed the entire regulation.

At the request of the management of the Committee, MEP Advisor began to recalibrate ratios used for the
calculation of CAELS components. Advisor reviewed the results of the last four quarters ratings and
adjusted several Capital and Assets ratios taking into consideration the IFRS changes to the calculation of
the provisions for distressed assets. These changes include the most recent amendments to the
prudential regulations that will come into effect at the beginning of 2013. Likewise, MEP Advisor began to
quantify impact of the new amendments to the prudential regulations regarding reserving for asset
depreciation according to the IFRS requirements, and met with the FSC management to discuss the
preliminary findings of the study.

MEP continued to support the off-site department in the preparation of the quarterly status reports of the
financial condition of banks. MEP worked with the Data Compilation Department to eliminate reporting
mistakes, especially those relating to the IFRS compliant provisioning reports. MEP Advisor also
conducted two training sessions for 15 off-site staff on the subject of deferred tax recognition and
reporting.

On November 30, 2012, MEP Advisor delivered a Master Class at the Master Program of the NBRK. The
topic of the lecture was Risk Based Supervisory Approach and its Implementation at the Committee for
the Supervision of Financial Markets and Organizations. The lecture was attended by 70 students and
three members of the faculty of the Master— Program. The presentation was followed by a discussion on
topics related to the latest developments in the financial sector, Islamic Banking and upcoming changes in
the legal and regulatory framework. The faculty of the Master Program requested that Advisor delivers
another presentation on counter cyclicality measures and continues a lecture on Risk Based Supervisory
Approach.

Issues/Obstacles

MEP faces some delays in addressing the FSC request to convert the MEP’s international advisor to
resident status (full-time) to be able to better address the FSC’s technical assistance needs, as well as to
provide recommendations, at the request of the FSC, with regard to best practices for liquidation of banks
and insurance (reinsurance) organizations.



: g USAI D USAID Macroeconomic Project

i‘\w»” FROM THE AMERICAN PEOPLE Quarterly Report: Q 1V 2012

C.

D.

Donor Coordination

N/A

Major upcoming Activities (in next reporting period)

Pending the resolution on funding limitations, MEP will deliver limited technical assistance to the FSC in
early 2013 in line with the activities included in the duly approved Work Plan.

KZ Component 3: Trade Policy

Subcomponent 3.1: Improve Trade Policies

A.

Progress/success against the work plan:

In line with the Work Plan, in October MEP delivered a diagnostic technical mission on commodity
exchange market in Kazakhstan to benchmark it against best international practice via regulatory and
technical analysis and assessment and provide recommendations for mid-term development. During the
technical mission MEP Trade Advisor held a number of meetings with management of ETS, KASE and
Universal Trade Stock Exchange to collect information about Kazakhstan stock exchange market. MEP
team likewise met with the FSC to discuss regulator’s approach in supervision of stock exchanges. The
obtained information will be included into the final report when comparing existing commodity exchange
market with best international practice.

Issues/Obstacles
N/A.

Donor Coordination

MEP closely coordinated with the EU Project that provided technical assistance to Kazakhstan on WTO
matters on issues that require further assistance past EU Project end date on December 31, 2012.

Major upcoming Activities (in next reporting period)

MEP expects to deliver the commodity exchange market assessment report in January, and subsequent
training in Ql.

MEP anticipates continuation of work on commodity exchanges in early 2013.

MEP plans to initiate activities related to WTO matters.

-10-
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III. MEP Turkmenistan

Country Overview

During the second quarter of 2012, MEP activities in Turkmenistan, with some exceptions, were fully focused
on technical delivery in the following areas:

USAID MEP

(Turkmenistan)

Component 1 Component 2
Public Financial Management Regulation and BEE

/1.1 Accounting Reform & Education \ / \

A. Local Language IFRS 2.1 Monetary Policy & Bank Supervision
B. Legislative and Regulatory Reform A. Bank Supervision _

C. Development of National Standards B. Legal FrameworkStrengthening

D. Accounting education C. Bank Privatization

E. Professional Accounting Body
F. Valuation System
1.2 Assist Supreme Control Chamber (SCC)
A. Public Audit Development Plan
B. Adoption of ISSAI
C. Capacity Building
1.3 Economic Policy
A. Policy Formulation / Implementation Assistance

2.2 BEE / Private Sector Development

. Enabling Environment / Regulatory Reform
Competitiveness

Pilot Project Assistance
Public-Private-Dialogue

. SME Capacity Building

moow»

B. Capacity Building
1.4 Budget Planning
A. PIP appraisal and monitoring

K B. Budget planning and execution j \ /

The lack of response from the Turkmen authorities regarding the work plan has caused some problems,
including an inordinate number of visa rejections for international advisors (specifically in the accounting
reform and education area). Despite these problems, however, MEP was able to make significant progress in
key technical areas by delivering off-site assistance.

During the fourth quarter of 2012, MEP delivered over 6,500 person-hours of training to 150 people, and 6
policy recommendations and methodologies.

TM Component 1: Public Financial Management & Economic Policy

Subcomponent 1.1: Accounting Reform and Education

A.

Progress/success against the work plan:

During October 2012, MEP regional IFRS advisor, Ms. Getman, finalized the 1% stage of off-site technical
assistance to the Accounting Methodology Department of the Ministry of Finance of Turkmenistan (MoF)
that was devoted to the development of additional provisions and methodological recommendations to
the National Financial Reporting Standards (NFRS). The methodological recommendations for “First
application of NFRS”, “Inventory”, “Effect of the changes in the exchange rate” as well as provision for
“Preparation of consolidated financial reporting” were submitted for the review by the MoF staff, and are
expected to be enacted once the final drafts are finalized.

In November 2012, at the request of the MoF, MEP supported a study tour for 8 Government officials and
2 specialists from private companies to the UK to observe the best practices in rule settings in IFRS area,
including standard setting, adoption and application, regulation and professional certification. The study
tour was funded by the Government of Turkmenistan and private companies while MEP was responsible
for facilitating and coordinating the study-tour agenda, as well as providing technical assistance and
capacity building to participants. MEP international IFRS Advisor, Mr. Sawyer, actively supported the
group during their visit. The study tour has enhanced the understanding of participants in areas of
standard setting, IFRS implementation, professional accounting body practices and other issues related to
accounting reform.

In December 2012, MEP project specialists, Ms. Agiarova and Mr. Tuvakov, delivered “IFRS for SME” 20-
hour seminar for trainers that specialize in training accounting courses. The training was supported by the
Union of Economists (UoE). The purpose of the seminar was to strengthen the capacity of local training
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centers in delivery of IFRS for SME trainings and to further support the accounting reform in
Turkmenistan.

MEP supported another Valuation of Real Estate delivered by School of Economy and Business (SOEB)
instructors to 18 specialists. The cost was shared between MEP and participants at 45% and 55%
respectively. The content is designed to provide the students with legal background for valuation activity
in Turkmenistan, e.g. explanation of provisions stipulated in the “Law on valuation activity of
Turkmenistan” with further teaching of valuation methods and approaches used in the practice and
suggested by international standards of valuation. Upon completion of the course, participants attended
examination. If the pass rate is adequate, participants are eligible to apply for appraiser license issued by
the Ministry of Economy and Development (MoED). Most of the participants represent Turkmen private
businesses that already work on the valuation market or have plans to start this activity.

The first ever course on Valuation of Transport, Machinery and Equipment was held on October 24 -
December 7, 2012 in cooperation with UoE and SoEB on cost sharing basis with participants (70/30).
Trainers of this course participated in sponsored by MEP train-the-trainer course held in Almaty earlier in
2012, and used the training materials that were developed with MEP assistance as well. 19 graduates of
this training will be able to apply for appraiser license from MoED and carry out valuation of movable
property.

Issues/Obstacles

The UoE requested to increase the number of activities in the area of IFRS for SME and valuation. In
particular, besides the ongoing trainings, UoE would like to receive MEP’s assistance in respect to
institutional capacity building of the Union to emerge as professional accounting body (IFAC compliant)
and professional appraiser’s body to perform their functions more effectively.

Donor Coordination

There is no other donor assisting in this area. The EU project (phase lIl) is expected to commence in
summer 2013.

Major upcoming Activities (in next reporting period)

At the request of the MoF passed to USAID country office in Turkmenistan, MEP is drafting a proposal for
sponsoring and organizing a series of large-scale trainings for state accountants on IFRS and National
Financial Reporting Standards to further propel the accounting reform. The proposal would also include
technical assistance provided by international advisors, which should enable them to obtain entry visas.

Subject to visa support letter from the Government, MEP plans to engage its IFRS Advisors to provide on-
site assistance to MoF on development of accounting regulatory and guidance documents and work with
the UoE in January-February 2013.

MEP plans to support the delivery of the second training course on Valuation of Machinery, Equipment
and Vehicles for public and private sector valuation specialists in January 2013. Upon completion, all
participants will sit for examination conducted by representatives of the UoE and the MoED.

Subcomponent 1.2: Supreme Control Chamber (SCC)

Progress/success against the work plan:
No activity to report.

Issues/Obstacles

Lack of formal approval of the work plan submitted to the SCC at the end of December 2011 makes it
impossible to provide on-site assistance to the SCC.

Since September 2012, MEP has not received any feedback regarding the audit planning guidelines and
foreign SAls’ practice overview developed for the Chamber by MEP regional Public Audit Advisor, Ms.
Mukhamediyeva.
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Donor Coordination
n/a

Major upcoming Activities (in next reporting period)

If the SCC agrees to receive officially audit planning related guidelines, MEP will continue to support the
SCC off-site until July 2013. Other topics for assistance may include: environmental audit and performance
audit in education.

Subcomponent 1.3: Economic Policy

Progress/success against the work plan:
No progress to report.

Issues/Obstacles

The lack of approval of the work plan represents impedes MEP ability to work in this area. The only
feasible approach to delivering assistance in this area for the time being is ‘indirect’ provision of technical
assistance via professional bodies, NGOs and training centers or by arranging foreign study tours.

Donor Coordination

Project plans to discuss some cooperation opportunities with the EU-funded TEMPUS project for building
capacity of finance and economics professors.

Major upcoming Activities (in next reporting period)

MEP intends to support the delivery of Macroeconomics-2 in January 2013 in cooperation with the School
of Economy and Business.

Subcomponent 1.4: Budget Planning

Progress/success against the work plan:
No progress to report.

Issues/Obstacles

Lack of approval of the work plan represents impedes MEP ability to work in this area. The only feasible
approach to delivering work in this area for time being is ‘indirect’ provision of technical assistance via
professional bodies, NGOs and training centers or by arranging foreign study tours.

Donor Coordination
n/a

Major upcoming Activities (in next reporting period)

TBD

TM Component 2: Regulation and Private Sector Development

Subcomponent 2.1: Monetary Policy and Bank Supervision

A.

Progress/success against the work plan:

Upon successful completion of an assignment by MEP international advisor on SME banking, Mr.
McNertney, in November 2012, MEP continued the delivery of technical assistance to the first private
bank in Turkmenistan - “Rysgal” bank established in early 2012. The assistance focused on: development
of SME client management strategy, strengthening the bank’s credit risk management function,
strengthening the business planning capacity of the bank, strengthening the marketing and industry
research process as well as the framework for assessing the creditworthiness of the bank’s clients. During
on-site assignment MEP Advisor focused on conducting diagnostics of the various areas of the bank by
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interviewing staff and gathering appropriate information. In early December 2012, the initial findings and
recommendations were aggregated into a final report and submitted to Rysgal bank management. It is
expected that institutional capacity building assistance provided by MEP to Rysgal bank shall result in
better client management practice of the bank, more SME financing and stimulate the increased
competition in the banking services market of Turkmenistan.

B. Issues/Obstacles

*  While Rysgal bank is willing to receive more technical assistance from MEP, the Government still has not
officially responded to MEP’s proposal on providing assistance to the Central Bank of Turkmenistan (CBT).
Failure of a formally approved work plan makes it difficult to meet output targets in this area.

C. Donor Coordination
¢ In anticipation of a possible rejection of the work plan, discussions have begun with other donors (IFC,
World Bank, IMF) to jointly address some of requested assistance areas.

D. Major upcoming Activities (in next reporting period)
*  Activities dependent on approval of work plan.
* Informal provision of study materials to CBT officials for the course on Analyzing IFRS Statements.

*  MEP plans another on-site assighment for SME banking expert, Mr. McNertney to support the Rysgal Bank
with Development/Finalization of a SME Client Management Strategy and Manual, and help strengthening
the SME Credit Risk Management Function.

Subcomponent 2.2: Private Sector Development / Business Climate

A. Progress/success against the work plan:

* On November 26 — December 1, 2012, in Ashgabat, MEP conducted a six-day seminar on international
commercial arbitration and mediation for 36 experts from 18 Turkmen Government agencies (ministries,
state-owned companies, experts of the arbitration court, and professors of educational establishments).
The training covered the two fundamental methods for alternative dispute resolution, i.e. mediation and
arbitration, focusing on key international arbitration institutions, their specializations and procedures, and
enforcement of arbitration awards among other issues. This seminar was arranged in partnership with the
Ministry of Foreign Affairs, and one of its underlying objectives was to earn trust of the GOT. The seminar
was a success and was widely covered by local media. MEP received numerous requests from the seminar
participants and the MFA for a follow-up activity.

*  On October 15 — 22, 2013, MEP deployed Mr. Wade, MEP Senior Private Sector Development Advisor, to
participate in the 4th International Investment Forum of Turkmenistan (Turkmeninvest 2012). During the
Forum, Mr. Wade delivered a presentation that focused on the importance of foreign investment for
national economy development and job creation, and provided examples of how other countries managed
to attract foreign investment with the support of MEP-like projects. The Advisor also held meetings with
Cabinet-level Turkmen officials responsible for foreign investment attraction and tourism development to
discuss opportunities for MEP’s engagement in those areas. Based on the results of his visit and meetings,
Mr. Wade elaborated a proposal on assisting the Turkmen Government in developing tourism through
introducing new approaches by the Government and encouraging the participation of private sector in this
area.

e The 2™ stage of the International Labor Organization (ILO) “Start Your Business” (SYB) has been
successfully implemented in 3 regions of the country, including Lebap, Mary and Ashgabat; and nearly 50
startup entrepreneurs were taught. The MEP’s key partner in implementing this program, the School of
Entrepreneurship (SoE), failed to obtain necessary teaching license earlier in 2012, and had to withdraw
their trainers from the program. That resulted in a significant drop from the projected number of the
trained entrepreneurs (close to 200 vs. 400).

e 2 Master Trainers from Kazakhstan were rejected visas to Turkmenistan by local authorities, and were
unable to travel to Ashgabat to perform monitoring and provide the final train-the-trainer (ToT)
graduation training within 3 months after the initial ToT. After the exhausting round of negotiations with
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the ILO headquarters in Geneva, MEP obtained the approval to extend the after the training period and
also got an official permission to go through the ILO SYB validation process through video monitoring. MEP
filmed four trainings, and sent CDs and for mandatory certification to the ILO Master Trainer.

In December 2012, four trainers attended a 5-day certification training in Almaty. The certificates enable
these trainers to legitimately reproduce the ILO “Start Your Business” program in Turkmenistan.

Issues/Obstacles

Staff changes at Union of Industrialists and Entrepreneurs (UolE) may cause delays with deploying MEP
advisors.

Donor Coordination
N/A
Major upcoming Activities (in next reporting period)

MEP plans to arrange a seminar for the UolE specialists in developing a general country competitiveness
strategy, as well as a training for the UolE staff to be engaged in competitiveness strategy drafting.

MEP plans to draft a follow-up program to the International Commercial Arbitration Seminar.

MEP intends to provide technical assistance to the UolE in developing a roadmap for establishing a
Mediation Center that would conduct pretrial resolution of disputes arising among UolE members.

MEP plans to approach the Ministry of Labor, UN, UolE, SoE and other organizations in order to get
assistance in further implementation of SYB training in Turkmenistan.
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