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EXECUTIVE SUMMARY 

AStet ttm cdbpm of the Sovisd Union In D e m b  $991, long-startdlng inter+bDic 

wpply mmgmmb for energy inputs were disrupted, and the economim of the blmdy 

lndspcwrclent States (NiS) steadily detterionated. As o resufa, during the winter of 1 QQ1-1992, a 

number of energy entwpfbs failed, c d n g  taw of tho108tyld8 of -pie to go without heat or 

electricity for significant periods of time. in order do prodde immediate technical adstance to 

alleviate the problem, the United Sasdes Agency for I n t m  Development (USAID) agreed 

to fund an initiative to Improve the performance and Mdency of s&cted facilities wtthin the 

district W n g  systm of Alrnaty. I n t w  Resourn Gmup, Ud. (IRG) of Washington, QC 

was chosento 80(~0asthecmtmctorto USAlDforOheEmgy EMcigncyandMuketRefom, 

Prc@ct in Katakhstan. 

The project entailed two components: (a) the technical auditing task WQS designed to 

combine implant, on-the-job training with the identificath and implementatjon d lowcosf or 

no-cost energy efficiency inlt&tivas, and; (b) thg awmd Mort inwolved developing 

recommendations for policy and instiMional reforms to enhance energy efficiency management 

md Investment decisionmaking at the enterpddewel, and to promote the development of 

national initiatives and legislation which foster ewgy effirAgncy. Thls anatysis addresses the 

second of these tasks. 

gnerav and Economic Situatioq 

The economy of Kiwakhstan ts in substantia! decline and Increasingly exhibits 

consideraMe instabiiity. In the first nine months af 1992, industrial production plummeted 15 

percent from the same period in the previous year, and industrial energy demand continues to 

dedine. inflation is soaring to hyper-inflation levels and the ruble is undergdng steady, massive 

devaluation, all resufting in Peal income deterioration and erosion in the standard of iMng. In 

addNon, the breakdown of historic trading networks within the former Soviet Union (FSU) has 

disrupted the traditional supply patterns d deal raw materials, industrial goods, agricultural 
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q plod-, e, and energy* 

- labor force, and a h m h t  naQunal tumum provide a strong trwse upon which to build 
=.5 

economic (and -1 ~ - s u f f i c i m ,  as well as offer an Qttracthre opportunity for W g n  

tfw MIS, KBzskhsttnn b the woomi lsrgeet producer of dl (690,Oo b/d) after 
Rw&, and the hid largest lpsocluce~ of coal (130 mgtric tonslyear) after Russia and Ukraine. 

Oesptte t38 prodiglous dl resources, under the FSU the economy of Kazakhstan was heavily 

dependent upon Russki. Thk Momaly a~ose tram the fact that while Kazakhstan's dl 

produdon k comentrated In the westem part of the R ~ u M ~ c ~  the bulk of Its energy 

consumption is In the east where the major oil refineries are located. As a result of the lack of 

west to east dl pipelines, most of Kazakhstan's own petroleum production is exported while it 

irn- aude oil from the westem Sibedm oil fields of Russia to meet the feedstock 

requlrernds of its refineries. Thus, it was realized early on that forebgn investment would be 

tke k@y to provide the Infusion of western capital and twhndogy needed to develop vast 

Indigenous dl depdk and establish export plpdines to international markets. To date, three 

major, long-term agmements have been dgned with westem companies (induding US.-based 

Chevron) to exploit dl fields In northwestern Kazakhstan. 

Enerav Efl iclencv: The Role of GwenmeM 

Senior government policy-makers recognize that energy efficiency must be a national 
1 

policy and thrrt specific mechanisms to promote the rational use of energy need to be 
1 developed. Toward this end, national energy legislation is being developed which will 

specifically incorporate a commitment to improve and promote gnergy affidency. This 

legislation will be submitted to Parliament for review In June 1993 and will Incorporate many 

Western concepts, including regulations whl& provide Incentives for Investment in efficiency 

programs and equipment rather than large-scaie construction of new generation facilities. - 
- 

I 
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E w g y  Bridng 

Themral and electrfdty tarWts for all classes of consumers have been rdsed five times 

dnce February 1892. These inmasas were ma& hr an attempt to cover increasing costs of 

generabion, including infiation, b r ,  mterials, and spare parts. In addition, one of the most 

important variables in recent thermal and electricity price increases is the cost of primary fuels 

such as 4, rmtural gas, and mawt, all of which have increased in price several times the 

levels of early 1992. 

The Government has made a delibrato declslon to raise thermal and d m  tarfffs 

on industrial c u s t m  at a faster pace and to higher levels than on residential and commercial 

consumers in an effert to d n u e  subsMies for househdds, thus cushioning the impact of 

rising pricgs on the average consumer and limiting potential social rand political backlash. Tariffs 

for commercial customers remain lower than industrial tariffs owing to the fact that most public 

buifdings are stateowned institutions or fadlities and traditionally have been entitled to 

subsidized services from all utiiibles. 

Despfte increases in all consumer categories, twffls for thermal energy and electricity 

remain well below production costs arnd even below the costs of primary fuels. Atthough 

industrial customers are increasingly remgnWng the importance of energy efficiency owing to 

higher energy costs, them is an urgent need to rake all tariffs, especially in the commercial and 

residential sectors, to provide market incentives for investmmts to improve the rational and 

efficient use of energy. Finally, the policy of virtuaily free wwgy service to state-awned 

institutions and public buildings needs to be w,ded cu, soon as possible. 

Financing and Foreign lnvertment 

Prospects for financing projects to improve energy efficiency are not promising. Tariffs 

are insufficient to provide the necessary capital to finance such actfvftles from internally 

generated capital, and loans from commercial banks have axtrerndy prohibitive interest rates. 

In addition, there is a 20 percent value added tax (VAT) and other impofi duties, both of which 
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rvJse the p t h  of Imports of wwgy efficiency gquipment. There am no govmment programs 

such as gmnts for technology dgmonstmtbn or auelb, subsidized interest loans, loan 

guarantees, or tax4ated incentives for energy sffidency investments. However, legidation is 

belng developed which may incorporate some of thgse financing mechanisms. 

There am obstacles to f d g n  investment in Kazakhgtan such as ruble inconvertiblllty and 

the uncINtainty werounding the m p a i h h  of proiits. Nevertheless, here are conskierable 

opportunities for fordgn partidpatlon. A jdnt venture law has been established end 

considerable interest has been expressed in Kazakhstan for establishing joint ventures for the 
supply and/or manufacture of meters and other energy efficiency instrumentation and 

equipment. In addition, there is a strong commitment to liberalhtlon and prhmtbtjon of the 

economy: the Government has issued a formal p m g m  governing denationalization and 

pdmhtion for the period 1993-1995. Ckuiy, greater decentralization and managerial 

autonomy at the enterprise level will promote market&d deckionmaking, and thus 

enhance the prospect for mwgy efficlgncy investments which improve corn-mess and 

producthrity. H reRunins to be seen, however, how fast this process will move, and indeed if it 

will indude a significant number of high energy consuming enterprises. 

Enerav Efficiencv In the Di8trld Heatlna Svatem 

The systm as a whole is inefficient; government ownership, energy price subsidies, and 

centralized planning and control have, on the institutional level, resubeel in a general lack of 

concern for the signfficanoe of wwgy efficiency. In addition, many enterprise managers are 
unaware of their real costs given the fsukilty of the economy (ie., conaantly changing prices, 

inflation, and =change rates). Moreover, inadequate and/or lack of modern equipment and 

systems allows tremendous scope for energy savings. The IRG Audit Team estimated that on 

the production sida alone, efficiency improvements resulting from the installation of modem 

instrumentation and controls has the potential to achieve savings as high as 20 percent. On the 

demand side, the removal of energy price subsidies ,aether with the institution of rational 

billing have the potential to achieve 30 percent energy savings. 



fhent Is a need to upgrade the Mhb of pkmt management in cost accounting 

pmceduis, business management, a7d the economic and financEal evaluation of potential 

projects, inoluding training in concepts such as return on i n v m ,  net present value and 

d b n t e d  cash fiow. In addition, there h aka a need to create formal e ~ # g y  management 

teams and to ia~xease awammtss of energy effidency in dl district heating facilities as well as 

in dl ather industrial enterprises. The lack of an indigenous energy effidency industry and other 

organidons which provide s d c e s  also limb the promotb and widespread adaption of 

energy efficiency equipment an8 practices. One cuception is I M m @ ,  a 50 penmnt 

privately-owned company established to provide energy effidmcy services and equipment to 

enterprises throughout Kazakhstan through joint ventures with foreign equipment suppliers and 

manufacturers. 

P@~omendst iom 
tt ie dear that as long as theTmal energy and el- prices remain subsidked, there 

will be iMe incentive for energy Mkimcy. Thus, there is a pressing need for the continued 

removal of energy price subsidies. 

The Government needs to examine the viability of implementing various financial 

incenthres for energy effidency, specifically: (a) reduction or elimination of the VAT and other 

duties on imports of energy efficiency equipment; @) granting of priority access to foreign 

exchange for industries making efficiency investments; (c) various funding programs such as 

grants/norisk loans, subsidized interest loans, loan guarantees, or revoMng credit funds, and; 

(d) tax-related incentives. 

Experience in other countries indicates that one of the most important ingredients in 

promoting energy conservation and implementing a succasful national program is a 

demonstrated commitment at the highest polltiad levels of government. Legislation and 

regulations should be enacted and enforced under a coordlinated national energy plan 

administered by a separate governmental energy efficiency institution. Specific polides include 

International Resourcor Grwp 
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mmdatory margy efkhwy aMdards and regulations for entefprises; energy didency labeling 

and stamhi8 for uwrgy-uslng equipment such as electric motors, WAC 8ystems, boi!ers, and 

househddl applhces, and; emgy effidsncy building codes. 

At the pbt.level, gnterpriseg should develop incentives and awareness-building 

programs to pewnote worker productivity and improve overall energy efficiency. In addition, 

greator dedsiormakin~ autonomy will assist in the move toward operating as profit- and 

marketdatd  businesses. Continued declslon-making dewnWiza;tion is required to increase 

in-house energy efMency capaMlities at dl levels. Also, there k a strong need to establish 

Wning programs for enterprise managers in the technical aspects of energy efficiency 

improvement, the basics of business management, and free market principles. 

A massive influx of equipment and technology is required to assist individual enterprises 

to rebuild and become competithre. Most energy efficiency techndogies/practbs are 
inadequate or simply absent. Equipment needed indudes sma1Ji9cale. lowcost, no-cost, fast 

payback insburnentatlon and control systems such as microprocessocs, gas andyzem, flow 

meters, flue ges oxygen andyzem, heat meters and tbmmst& controls, automated PC-based 

control and monitoring systems, infrared and contact thermometers, and pipdine insulation. 

Rational billing system and steam traps are other examples of systems/technologies which can 

be intqmnsively and quickb implemented with fast paybacks. 

Finally, thm is the need to develop a domestic enet~ly effidency industry. The 

Government and USAlD should encourage the mation of joint ventures between U.S. firms and 

Kazakh enterprises, whettier to form an energy efficiency company to provide services, training 

and market support, and promote private sector investment, or to establish a joint manufacturing 

capabilyl. 

International Resources Group 
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In the aftermath of the collapse of &he Soviet Union, the former republics are faced with 

a host of problems in the energy sector, which historically has been plagued by inefficiencies 

resulting from subsidized energy prices, lack of instiurnentation and control for energy inpub, 

lack of investment, and the overall aging of the energy infmitmcture. During the past few years 

this dtwitlon has been aggravated by steadily deteriodn~ economic conditions, resulting In 

decreased industrial output. Moreover, with the dissolution of the Soviet Union, long-standing 

Inter-republic supply arrangements for energy inputs have been disrupted, leading to production 

and distribution bottlenecks in the process of procuring raw material inputs (especially coal and 

natural gas) for elecMcfty and heat generation. Simuttamousty, tt has become necessary for 

most mpublics to pay for energy supplies with scsrce hard w m c y  or through barter. As a 

result of these developments, during the winter of 1991 -1 992, a number of energy enterprises 

failed, caudng im of thousands of people to go without heat or electricity for significant 

periods of tima 

Projed Origin and Rationale 

Recognizing the crftical nature of the energy problems confronting the NIS, the €new 

Working Group of the Washington Coordinating Conference + January 1992 developed an 

action plan for addressing the energy problem crf these now sovereign countries. The 

Coordinating C o n h m a  was a meeting of rep-- from over 50 countries and 

international donor organizations to develop an assistsvlce plan for the region. As part of this 

plan, USAID agreed to fund a technical assktance inMathre designed to improve the 

performance and effidency of sdected district hoating systems in the NIS. This initiative is the 

Energy Efficiency and Merket R e f m  Ptqiect. 

In each newfy independent state, one or two district heating networks were selected as 

target system for audits. Systems were selected on the basis of potential for significant energy 

savings, the applicability of resub to similar plants in the NIS, and the importance of the system 

!ntematlonal Resources Group 
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in the overdl contact of the country's economic ldwdopment. 

Project De8cription 

IRO r f  Washington, DC was chosen to w m m  ars the contrarctor to USAID for the Energy 

EMckmy a& Market Refcwm Pdect in KJUWWWI. The iRG Audit Tsam Viited the Republic 

of Ka;sakhstan In March 1992 to discuss energy-rduted needs WM dewelopment officials, and 

to develop the $cope of the project, which is the i nW energy actiarity under the new U.S. 

Economic Adstame Program for the CommonwWt of Independent Spatr% (CIS]. 

In Kazakhstsn, the IRQ Audit Team chose to 4audit the Alma Ata Heating Systems 

Enterprise (AHSE) and its distributor, the Alma Ata City Communsll Mat Supply (AQTKE). 

Within the system, the iRO Team conducted audits of gcrvletatlon, transmission and end-use 

tadltties. The technical audtting pham of the project is desinned to comMne in-plant, on-the-job 

training with the identificcdion and implemcwrtation of low& or mcost energy flciency 

inttiathr8~). The spdfic goals of this p b  are to: 

1) foster improved management of energy use in tha M n g  plants by identifying and 
implementfng cost effective  low^^ energy efficiency improvements; 

2) transfer energy auditing and management techniques including financial and technical 
analysis techniques; 

3) provide equipment support to implement low-cost options, improve monitoring and 
energy management; Qsld 

4) identify a d d h i d  energy efficiency opportunities. 

This project also indudes a Pdicy and institutional Analysis component, which is the subject 

of this report. it seeks to: 

1) describe the role of government d e s ,  including district heating organizations, in 
influencing the investment decisiondng process for energy effidency; 

2) mdew possible reforms under consideration; 
3) examine management and investment decision-making practicas for energy efficiency 

at the enterprise and plant-level; and, 
4) identify options for enhancing energy efficiency management and the investmat climate 

tiit the national and plant levels. 

lntemational Resources Group 



1. BACKGROUND: STATE OF THE ECONOMY 

The economy of KazakhstM, Uke that of the other countries of the NIS, is in substantial 

decline. According to the State Committee tor StaWks, Gross QomtMIc Produd decreased 

16.7 percent in Kazakhstan during the first nino months of 1992, as compared with the first nine 

months of 1091. industrial output rhowed a digtidy loww decline of 14.8 wt. Equally 

troubling is the very sharp rise in mutual debts, or the sums which enterprks and organirations 

owe sach ether, to 48 billion rubles.' 

This decline in economic actMty has bmm accompanied by rates of inflation machlng 

almost hyperqnflation proportions. W e  contrds on the prices of most goods were removed 

in eady January 1902. At the end of Oc tok  1992, for example, the average cost of a basket 

of basic food items was 1,470 rubles (calculated on a monthly basis), or nine times the cost in 

December 1991. in the capital dty of Almaty, this sama food basket cosi 2,396 rubies. 

At the same time, wages have not kept pace with inflation, resuMng in a decrease in the 
standard of IMng. Sales of basic food items are down, as the consumer has to make the 

difficutt choice of what not to buy against the background of reduced real income. 

- 
Yet m, despfte these fitmndd pressures, off8cr) a mblance of stability not 

present elsewhere in the CIS. The President of Ksuakhstan, Mr. Nursuh Nazahayw, has 

demonstrated a strong commitment to economic reform and is moving, albeit slowly, towards 
- privatization. In addition, its sheer size, strategic geographic location, heap and skilled labor 

force, and abundant natural resourn make h'azakhstan an attractive target for foreign 

investment. 

International Resources Group 
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Kazakhstan produces 10 pmant of dl tha c d  mined In the former Sovlet Union, and 

it$ dl pwductlon averages around 632,000 bid. Atthough proven oil reserves are 
believed to be 1.6 - 2.1 Mllion barrds, most observm believe thls number will ri;se substantially 

Fn the future, presaging the nation's emergence as a dgnhmt actor in the world petroleum 

market 

li-~ terms of energy consumption, the energy economy is dominated by cord which 

accounts for about 56 percerr! of total consumption. Oil accounts for 26 percent, followed by 

naturerl gas (16 percent) and dectridty (5 percent). Distribution sf fuel consumption by 

wmornk sedor )s well balanced among industry (31 percent), transpowon (28 percent) and 

municlpd requirements (26 percent). In the aktrb power sector, industry consumes 72 

percent of a10 power gertemted, agricultum 13 petcent, and thg residential sector 10 percent. 

KazsrO<hstan, de9pHe its site, Is not o iarge producer of decMc power, wun t l ng  for 4.8 

percent of total elecbjc power production of the former S O W  Union. Power generation Iln 1991 

totalled 81 Mllion kllowatt-houm II<Wh), down 3.6 percePlt from 1990. There is one nuclear 

powor station, at Shevchenko on the CQsplan Sea, c o W n g  of one 350 MW fast breeder 

raidor bulk for water desalina!ion. Thls reador )s scheduled to be shutdown in 1992-1993, 

when it will reach the end of its 29year life. Current public opinion Is strongly against the fubther 

development of the nuclear industry, owing to the extenshre mvironmerttai damage the country 

s u f f d  ras a result of hundreds of nuclear weapons testing exercises In the past. 

Despite the fact &at the production of onergy exceeds domesdlc requirements by 99 

permnt, largely for reasons of geography Kazakhstan is engaged in major inter-republic 

exchanges of energy? Far w~wple, all of the dl production is concentrated in the westem part 

of the Republic, while d m a d  bit centered in the eastern regbns where the major refineries are 
located. Thus, Kazakhstan has become heabily dependent on crude dl from Westem Siberia 

Intematlonal Resources Gmup 



to meet the r e q u l m  of these refineries, while most domestic crude dl produdon is 

eoq>orted. There am no west-toad dl pipelines, a major deficiency in tha infrastNcture of the 

economy. Mon Importantly, as crude dl production continuus Its &up decline In Westem 
Sibah, Ktmkbhm may find its refineries rhort of feedstock. In addition, West Siberian 

producer8 may offer what they ham to sell at world market prices, with payment required In 

hard currency. 

The Government is movi..ig to reduce the overwhelming linkages with Russia and the 
o w  republics, but economic independence has bwn more dMcuR and timeconsuming to 

achieve than pditical lndepmdwm. tt was realized early on that foreign investment would be 

the key to economic W.arufficiency, Md there would be no better attnrction for W g n  

Investment than the very rlch dl resources of Ute Republic. Considerable sucoess has been 

adrteved in this ward, In part becawre of the country's comparative economic and political 

stabiiyl, but slso because of Kazakhstan's willingness to understand the need to link investment 

risk and rat- of return. Furthemom, American companies In particular have found It easier to 

negdate with Katakhstbn than with Russla, for example, because In KszaWlstan there is no 

question as to where the decision-making authority rests. Not EK) in Russia, where the 
multiplicity of interests has complicated foreign partidpation In the energy sector. 

TABLE 1 

S7ATUS OF AGREEMENTS: KAZAKHSTAN - U.S. 
br of Mav 19931 

Trade Agreement 
Most Favored Nation 
Generalized System of Prelemces 
Ovefmas Private Investment Corporation 
&port-Import Efank lending 
Investment Treaty 

Yes 
No 
No 
Yes 
Yes 
Yes 

International Resoutees Onurp 
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TABLE 1 Ssrdicates significant progress in facilitating trade and investment between the 

Untted States and Kaz&h&n, and f d g n  companies are reasonably confident that the 

authorities un&mtand what Is needed to a#ract and keep the investor. The conclusioa of three 

major dl and g a ~  projds is widace of thaw developments. Chevron signed a deal In April 

1- to develop the Tengiz and Kbrdev fields, located to the Northeast of the Caspian Sea. 

Tengiz at b peak should produce around 8C0,900 b/d, but development will be technologidly 

challenging and 43qmmive, and peak output likely will not be reached until latar this decade. 

5Msh Gas, together wfth the Mian firm Agip, will dwdop the Kamhqanak gas field, while 

French M AquMne will explore in Northwest Kazakhstan. 

This open attitude to fordgn Investment could double dl production to 1 million bld by 

the late 1990s and gas production could triple to 27 bcm/yr by 2000. Moreover, these regions 

will benefit from Westem involvement, as oil and gas development will provide employment, 

higher lMng standards and greatly improved local infrastructure. The Republic also wiil benefit 

from higher hard curracy eamlngs as exports rise over time. 

Bringing these major projects to t r u M  will take time and economic uncertainty will 

continue for the next several yeam, which implies a delay In aStalning energy independence. 

Given this likelihood, reform in Kazakhstan wiil largely continue to track reform in Russia for the 

foreseeable future. Thege dose economic ties will affect the pace of economic reform in 

Kazakhstan? 
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II. ENERGY EFFICIENCY: ROLE OF THE GOVERNMENT 

In tern#, of energy effidency, Kszakhstan's annual per captta requirement of primary 

energy amourrte to 3.6 tom of dl equhralent, while per capita electrictty consumption is 6,000 

kWh. These high luvels of consumpiion place KatakhstM on a par with countries wlth a far 

higher per capita income and suggest a trrwnendous scope for energy c o m o n  and a vast 

market for energy sfficSency equipment. 

The Gwwnment has not formalhr articulated an overall energy efficiency pdicy, or 

adopted spedfic program and laws designed to provide Incentives for enersy conservation 

activlk or I-, Howww, senior gwmment pdkymakoc8 recognize that energy 

effidency must be a ntdiorrsl pdky and that s p d f k  rnechanlsrns to promote the rational use 

of energy need to be developed. Indeed, Ws process has already begun. National energy 

legislation is being dweloped whlch will spedfically incorporate a commitment to improve and 

promote energy efficiency. This legislation is k'ng prepared primarily by Kazakhstan Energlo 

and will be submitted to Parliament for review in June 1093. In the field of energy efficiency this 

legislation wiil incorporate many Western concepts, induding regulations which provide 

incenthres and al-a funds for energy efficiency programs and equipment rather than large- 

scale construction of generation facilities. Self-finandng programs, tax incentives, promotion 

of foreign invesOment in energy efficiency and other programs also are expected to be 

propo=d. 

Previously, the Government's role in energy conservation consisted of the centrally 

planned system supenrising the 'rational' utilization of energy. For each enterprise, the state 

estimated what it considered to be an 'appropriatem level of energy consumption over a certain 

period of dme. H the enterprise surpassed this level, then the state energy supplier shut-off, or 

cut-back service. Thus, mergy consenratton was achieved by limiting supply - the enterpriss 

couldn't consume what it didn't have. 



Policy Md IM lona l  Armlysis - Kwakhstan 14 

- 

Under the previous system, if an individual enterprise sought to undertake an investment 

to impwe p&nt/equipment effidency, the state conducted iOs own review or feasibility study to 
- determine ff the investment was necamq. Ewything was oentrally-controlled - even the 
- - decision to make a plant-el energy effidsncy investment. 

Officially, this policy has changed. H an indMdual enterprise wants to make such an 
- investment ou! af its own profits, It is free to do so. Enterprises are free to enter into joint-stock 

or joint venture arrangements with foreign investon, which in turn can assist with equipment, 

funds, and/or qmtise. As detailed throughout this report, however, improvement has bean 
- slow in practice. 
- 

- A mdM 
In a free market environment snergy pricing is the primary force that encourages 

producers and consumerr, to usg energy efficiently. Energy prices should reflect the full cost 
- 

of eoctradion, productlon/converslon, transportation and distribution, Including the cost of capital 

for additional supplies of mwgy. Officially, the Government is commMed to the gradual - 

liberalizadion of all prices but most energy is still priced below cost. 
- 

Proposals for revising p h e  for steam and heat am finst develojmd by the planning and 

- economk department of Alma Ata Energo (AAE), with input from senior personnel of AHSE, to 

reflect changes in the cost of gendon.' This proposal is then submitted to Kazakhstaur 

Energo and then to the State Pridng Committee, which administratively is under the Cabinet of 

Ministers. At the lwd of AAE and AHSE, managers atca attempting to develop tariffs which 

cover their rising coats such as primary fuels, inflation, maintenance, and construction. At the 
- 
- higher levels of the governmental review process, however, political consideralions often muH 

in the proposed t a r f f f s  being lowered, resulting in final price levels always lagging actual 
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Dmpha the txmMmbb political rvslstance to rapidly increasing price levels, it h dear 

that eventually moving to prices based on hg-run marginal costs is important to the dlsMct 

heatlng sector H it is to attract needed capital investment for modernization and supply 

expansion. Nwmthebs, given the severe impact that economic instabilky and risfng prloes are 
having on the average citizen, political considerations in the setting of prices r e d n  dominant. 

Aihough steam and heat prices have beem increased steadiiy since January 1991, (See 

TABLE 2 ard FiGURE 1) induding five times batween Janwy 1992 - Fetxuary 1993, prices are 
still below production wats for resldmtkd consumers. in December 1992, AHSE estimated the 

cost of herd production at 600 ruMes/Gcal, and the cost of steam genersdion at 800 rubWGcal. 

Howwer, by May 1993, costs had increased three times these ievels. Further complicating the 

estimation of prices and costs am t h ~  inflation and exchange mtes. In November 1992 inflation 

was estimated at 2CI percentjmonth, but I- to 40 percentJmonth by early 1993. Over the 

same period, the ruMe decmmd in value from 400 ruMes/USD to 800 rubleslUSD. Assuming 

a morrthty inflation rate of 20-30 percent in the period November 1992 - February 1993, thermal 

energy tariffs were increased sufficiently in Febwfy to match inflation, but keeping pace with 

continually rising costs is problematic as tarM i~xeases in the commercial and residential 

sectors hav@ not kept pace with the increase in total costs. The Government hopes to offset 

this trend by increesing thennal energy prices to eight times current levels by the end of 1993. 

Managers responsible for the production of heat and steam complain that the upper 

echelons of the prlcing review process consistently fail to raise tariffs to cover costs. in 

addition, wages always lag price i~xeases resutting in decreawd buying power for the average 

consumer, including employees in tha district heating system. Nevertheless, there has been no 

labor unrest among the workers in the district heating system, no doubt partiy owing to the fact 

that it is illegal for them to strike. 



One of the most important variables in recent heat and steam price increases is the cost 

of primary fuels, estimated at 30 pment of total generation costs. AHSE estimated that over 

the period January 1991 - Janwy 1993, the priccP of coal i m  from 11 rublestton to 5,500 

ruMesAon, and rmWf increased from 34 r u m o n  in 1991 to 5,300 rublestton by the Fall of 

1992. By May 1993, mazut reached 19,700 rubleshon. In addition, natural gas prices rose 

sharply in 1992 and agaln in early 1993 owing to increases in the cost of gas from Turkmenistan 

and Utbekistan. KazaO<hstan is at the end of the pipeline for these d e l i i e s  and thus b m  the 

brunt of increased duties and transit fees leading to higher prices for AHSE. As of May 1993, 

natural gas from these sources is 19,050 rubles/l000 ma, several times higher than in the 

previous year. These prices reveal a significant burden considering that of total thermal energy 

generation, tipproximately 25 percent is natural gas-based, and 75 percent is mazuthased. 

Electricity generation is dm& entidy coal-firad, with a small peaking apacity based on mazut. 

The Government has made a deliberate decision to raise thermal tariffs on industrial 

consumers to a higher rate than on residential end-users, in an effort to continue subsidies for 

households and to maximize revenues. Nevertheless, large industrial consumew currently 

require less energy than prdously slnce their output Is dedining owing to the deerease in 

economic actbity. Conversely, the relathre share of heeS and hot wsder usage by smaller 

industrial and commercial consumers is increasing, as thatir commodity output has been holding 

constant. Tariffs for commercial cwtornm m a l n  low (even below residential price levels) 

owing to the fad that most buildings are aate-ownod institutions or facilities and traditionally 

have been entitled to subsidized services from all utilities. 

Although managers estimate that industrial tariff levels cover costs of production, it is 

unlikely that current price levels for m y  enduser actually cover hot water and steam production 

costs. According to senior district hefiting managers and other government officials, high rates 

of inflation and rapidly changing prices and costs throughout the economy prevent any precise 

determination of whether current tariffs are adequate. Indeed, senior ddsion-makers clearly 

do not believe that their costs are being recovwd. Thus, in sum, distrlct heating prof& are 

lnterniational Reroarrcer Group 
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H€AT TARIFFS FOR UW 
( h n ~ r ~ y  1991 - F d r ~ a y  1993) 

Rubler/Gcal 

K.nkhrbn'm oonarmer tuHl oabgodm do not fl Into oomdond Wmtm deflnilhm of and 
RetkkntW. ~ , h e r , w h . H I u d a ~ d t . d t h e k l l o w l n g o d e g o r i e r t o p r o v l d e u r I n d ~ o f h o w  
prker am movlng: Wmmudal' InokKko houdng oonrtrwtlon ooopmWw, bathhaw, Lurndry hc4litieo. and 
hotdo; 'Reddenticrl' lnoludaa houdng org.nkdonr and tho whcbsde nte charged to AGTKE. 
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declining. VWhmw it is estimated that a profit level of around 10 percent is needed to generate 

adequate nw capital for AHSE, the profit level at the end of 1992 was 3 to 5 percent of 

rwmU89. 

aectri* firiffa 

Tariffs for electricity also have increased five Hmes since1 the beginning of 1 Q92, and most 

mmtiy in February 1993 (See TABLE 3 and FIGURE 2). lnduriby continues to pay much higher 

tariffs, while the agriculture, urban and rural residential wztom remain politidlygreferred 

customers. Whfie tariffs have been rdsed for agricutture and residential comumrs, they remain 

TABLE 3 

ELECTRICITY TARIFFS FOR UAW 
Kopecka/kWk* 

(1 991 - F W W  1993) 

at or well below generation costs. In Deembar, it was estimated that the average cost of 

generation of electric power was about 94 Kopecks par kilowatthour. As with costs for thermal 

lpower production, electricity generation costs increased several times by May 1993 to 5 

~ubiesJkWh. One official cornmated Wed his electric power bill for a month was equal to no 

more than the cost of 3 loaves of brew1 or a pack of cigarettes. Under such circumstances, 

there can be no incentive to save ew~gy. indeed, such low tariffs are conducive to the use of 

slactric power far beyond normal rrceeds, and wastage is high. 





B. flnanciqg 

Prospects for financing projects to improve energy efficiency in district heatlng operations 

are not promising. Tariffs are not high enough to provide the necessary new eapftal and 

domestic commercial banks, to the great displeasure of the authorities, charge 70.80 percent 

interest for loans. The banking 8@em has come under severe criticism for such practices. 

However, eonsidering that the inflation rate is averaging 40 percent per month, banks' interest 

rates could be signfficantly higher in an attempt to match soaring inflation. In addition, 

Ka+aW.rstan may benefit from proposed effob by Russia's central bank to lower the interest 

rates charged by its commercial banks. Since interest rates in Kazakhstan closely track tho~e 

in Russia, rates in Kazakhstran also couid come down. 

in addition, there is a value added tax (VAT) on imported goods which ralses prices to 

potential buyers of energy efficient equipment in Kazakhstan. Thus, any metering or other 

control equipment purchased by Kazakh companies from suppliers in Russia or other NiS 

countries would have to pay the VAT. Some relief was granted beginning Januai 1,1993 waen 

the VAT was reduced from 28 percent to 20 percent. 

Simiiarfy, Kazakhstan also imposes import duties on most goods, including energy 

efficiency equipment, posing signMcant physical and financial baniers in obtaining such 

technology. Import duties on equipment couid be reduced or eliminated, leading to more 

efficient energy utilization since importing such equipment would be cheaper and more easily 

accessible. The revenue from such duties undoubtedly is limited and the loss of revenue could 

easily be recouped through conservation and enhanced energy efficiency. In addition, granting 

priority access to foreign exchange for industries making energy efficiency investments can help 

enterprises in procuring equipment, 

There arc, no government programs such as grants for technology demonstration or 

audits, subsidized interest loans, loan guarantees, Insurance programs for project technical 

perfommce, or revo!ving credit funds. Currently, there are no tax-related incentives for energy 

lntemafional Resources Group 
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effidenqf investments, such as tax credits, tax holidays, performance-based credits, or 

d e r 8 t r x i  depreciation of conservafion investmenbs. Conversely, there cnre no tax-related 

penalties. As indicated, legislation is being developed Incorporating some of these financing 

mechanisms. 

C. ProsDects for Foreian Investment 

H new investment capital cannot be generated internally In the short-term, then much will 

depend upon attracting the foreign investor. As noted, KazaWlstan is viewed by American 

companies as providing a more stable invssmnt climata than Russia. U.S. Export-import Bank 

lending and project insurance trom the Owmaas Private investment Corporation (OPIC) are 
available, and a trade agreement is in -, but a number of obstacles remain: 

1) a bilateral tax treaty has not yet been ratffied; 

2) an oil and gas law is not yet in place; and, 

3) the ruble is not yet fonvertible. 

Joint ventures for the supply and/or manufacture of metem and other energy efficiency 

l n s t n r m ~ o n  and equipment hdds considenrb promise for the foreign investor. A joint 

ventwe law with dear guidelines and d o c u m n  requirements has been established and 

a preliminary iRG estimate indicates that there k a $2 million&w market for s t m  trap alone. 

However, how and in what form profits are earned and repatriated is the critical question in any 

foreign investment. Ruble profits are meaningless for the foreign firm owing to rising inflation 

and the rapidly declinina value of the ruble. Some form of guarantee to protect the foreign 

investor from inflation would be required. 

Rubies may be re-invested domestically in the short-run, but eventually the foreign 

investor wiil look to repatriate hard currency profits. Until the ruble is fully wnvcrt?ibie, this wiil 

prove to be difficult on a large scale. A foreign investor may be willing to taka his profits out 

in kind, using commodities which In tum could be exported to hard cumncy markets - 
Kazakhstan offers much in this regard in the way of raw materials. In additicn, if the foreign 
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Investor 19 engaged in a joint manufactuting venture in Kazakhstan, for example, production of 

meters, he may be willing to export some of the metem to hard currency markets or, 

ah-*, barter meters excess to local needs. The foreign Investor will need to examine 

carefully any barter payment arrangement, however, especially with r e g d  to transportation 

costs, infrasthldum loglstks, and export restrictions and legalities. 

One option to compensate foreign investors is to anange payment in terms of a 

percmtage of energy savings as a result of equipment ins&liation. This provides an incentive 

to both the supplier and the enterprise to undertake a projwt which yields concrete energy 

savings. Payment, however, is still likely to be in rubles. 

0. erav Effidencv Labelina and Standardg 

To ensure that energy-uslng gquipmgnt opera&% efficiently, It should be subject to 

design and operating standards. Errergy Midgncy standards and labeling crte most cost- 

effectlwe for large energy- consuming buildings and equipment. Within the former Soviet Union, 

consumption s?andevds dsted for energydng household appliances such as refrigerators and 

tdevisiosls and design and operating standards were in place for other equipment. However, 

officials at AAE suggested that standards should be increased and enforced to a greater degree. 

Building standards have not been in place, but stricter building codes with minimum 

thermal efficiency levels are under considdon for construction of new facilities. For example, 

there arrs currently eight hotels under constn~ction in AsmaOy (by Western companies) and the 

Government has required the installation of energy metering systems. With the long life span 

of new buildings, strict codes can lead to significant energy cost savings in the long-term. 

E. Privatization 

President Nazarbayev, as part of his commitment to economic reform, outlined a two- 

stage program for the privatization of stat- entc~ptises (See Annex A for a description 

of the denationalization and prhratizatfon program for 1993-1995). There is a longermge goal 
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of privatizing up to one-third of ell Kazakh enterpAses whhin the next few yeam. Thus, the 

official government policy is to denationalize and demonop~lke many industries, and the 
govmmgnt Is continuing its efforts to Welop mechanisms for privatization. 

However, prhratization in the energy sector is more complicated. A crtticd issue Is 

determining who should be the owner of vast state energy assets and how to distribute thest, 

assets. This is a large-scale problem considering that M valua of dl of the fixed energy assets 

throughout the former Soviat Union is estimated at around several trillion rubles. As might be 

expected, them is sarrre opposttion to privedizsltlon and thus the Government expects that any 

prhratiza;t9on efforlEs in the energy sector will take p4ce in stages over the next several years. 

Cleariy, g-er decentralization and managerial autonomy at the enterprise level will 

promote market-oriented dedsion-making, and thus enhance the prospect for energy efficiency 

investments whkch improve competitfvmess and producthrtty. tt remalns to be seen, however, 

how fast this process will move, and indeed if it will include a significant number of high ehdrgy 
consumfng enterCwfses. 

Intemationrl Resources Gnwrp 
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Ill. ENERGY EFFICIENCY IN THE DISTRICT HEATING SYSTEM 

There are a numbes of key problems in the district heating system senring Alrnaty which 

need to be addressed in order to improve overall energy Mclency. 

A. Structure of the District Heatina Svstem 

FIGURE 3 illusbat88 the aperational and technical relationship mong the various 

organizations g d n g ,  supplying and consuming heat and steam in the Almaty district 

heating system? 

FIGURE 3. 

I 

state rrlclng camnletm 

Alm Ata Entgo 

' T h i , ~ d n w r m l n k m r d l o n i r e k r d . d i n t h e ~ k E d t R e p o n l o r ~ E ~ m ~ M d ~  
Refam Rt#wt, pnpwd by th. lRQ MH Tam. For r more dataHed tachnW wmmuy ot the diddot heating 
ryrbm, pk.w oontact IRGI. 
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Two thennd erwsrgy station8 (coger\endion) stations - TES-1 and TESQ - supply thermal 

mwgy to the cerrtnrl mbcing station ofthe Alma Ata Heatlng System Enterprise (AH3E). TES-1 

supplies industrial s t m  and TES-2 supplies heed in the form of hot wator. AHSE also has 

several of its own district boiler houses which supply thermal energy inputs to the 

production/mbdng of steam and hot water. 

The system was established in 1960 and grew over the years as demand for service 

increased. AHSE started with ES-1, then at the m e r  of the dty but, owing to environmental 

considerations wes not &veloped beyand ils initial coniiguration. As the dty grew and new 

housing and industry was constructed, additional thermal demand was satisfied by the 

installation of local boiler houses. When the base-ld became large enough, TESQ was built. 

AHSE sells steam to industrial consumers and hot water for space heating and domestic 

consumption (shower, btrth, cooking, etc.) to industrial, residentid and commetcial end-users. 

Approximately 70 percenO el AHSE's hot water is sdd wholesale to Alma Ata 

Gorteplokommunenergo - Alma Ata City Communal Heat Supply - (AGTKE) for distribution to 

residential c u s t o m  (AGTKE also sells hot water to some industrial customers). AGTKE thus 

8 8 1 ~ 8 s  as a distributor for AHSE. 

AHSE, AGTKE and TES-1 and TESQ are part of the administrathre enterprise of Alma Ata 

Energo (AAE). Within ME, AHSE is one of 13 other operating entities. The operations, 

managemmt, and decision-making functions of AHSE and TES-1 and TESQ are separate. M E  

serwes as a coo~iiinating body for management and operational issues which concern AHSE, 

AGTKE, and the two generation stations. AAE also oversees many policy issues such as 

developing new tariff schedules (m described in Section Ii), as well as financial operations. 

Wrth regard to the latter, the income derived by AHSE from the supply of industrial steam and 

hot water to its customere is passed on to AAE, which in turn takes a percentage for 

administrative, review and technical costs incurred, and then redistributes a reduced sum to 

AHSE. 

lnternatlonal Resources Grwp 
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Two government ertWies exist at the Ministry level and loosely oversee the aetMties of 

AAE. Kazakhstan Energo L responsible for the devdoprnent of policy and strategy, including 

energy consenmtion, and has Input into the development of t M  schedules. The Ministry of 

Energy and Fuel Resources b primarily concerned with operation, administration and 

msrnagement of mwgy tadlities. 

The major InsWutlonal banler to pmmoting energy efficiency created in this struclirre is 

the lack of autonomy in dedsionmakin~ at indMdual enterprises. TES-1 and TES-2, AHSE, 

AGTKE and indMdual industrial fadlities are subject to central contsol/review in most technical, 

administdve or finandal questions by st least one (or two) lwels above. Some level of 

regula;tion or oversight may be desired as is the case with many utilities serving the general 

puMk in other countries. Holrvevw, the current system appears not to leave enough flexibility 

or independence in developing plans and maklng decisions to improve energy elfidency at the 

operational level. in other words, senior personnel concerned with making decisions regarding 

the improvement in energy efficiency at the enterprise level are often hindered by factors end 

decisions made at another level. In the case of AfiSE, one major concern is the inability to 

c o m l  revenue flow. All revenues from sales of steam and hot water are passed on to AAE. 

This diverslon limb the amount of funds that may be othemrise utilized for key energy efficiency 

inv-. 

In addition, AHSE maintains contracts with the industrial endusers it supplies for gsneral 

supervision of facility-level energy questions, Including installation of energy gqulpment, 

monitoring, and some training. in the past, this arrangement has sewed the purpose of 

centralizing technical and policy questions in one supervisory body. IndMdual industrial 

consuming entities thus have developed little in-house energy expertise, and many still have no 

incentive to do so (see more dstalled discussion of this topic in Section Ill-E). 

Desptte this problem, communication between the various entities in the district heating 

system appears to be very good. Also, many senior personnel indicated that political and 



cmtd control is loosening, leaving organltations with Increased independence of actlon, but 

a high level of centralization still exists. 

8. Pricing 

RAogt m i o r  policy makers and enterprise managers recognize the crucial role of higher 

energy prices in stimulating increased rational use of energy. AHSE and AGTKE managers are 

beginning to monitor energy use more closety and identify potential energy efficiency 

investments. Industrial plant mmaggn, also now are expwhdng the impact of rising steam, 
heat, and electricity prices. However, mpidly changing price levels (infiation rates, ~bledoliar 

exchange rate fluctuation and other input cost factors) are creating a very unstable and 

uncwtaln business dimate. Many enterprise managers could not Identify accurately their energy 

costs or profit levels owing to the volatile external economic climate. 

C. ck of Adeauate Tactrnoiornr and Svsteqg 

The d M c t  heating system is relatlvdy old, established in 1960. Some of the pipelines 

have been In operation more than 25 yeam. There are very few control or measuring elevicgs 

in evidence for either supply (AHSE), distribution (AGTKE), or end-users (industrial facliities). 

Little indMdwl metering has been Installed and where monitoring instruments are available, few 

have been utilized on a regular basis. The iRG Audit Team estimated that on the production 

side alone, efficiency improvements resuiting from the installation of modem instrumentation and 

eon?rols has the potential to achieve savings as high as 20 percent. In addition, pollution 

monitoring and control equipment are n o n d e n t  and there is a lack of replacement parts. 

At all levels of the Almaty district heating system, from suppliers to endusers, the lack 

of energy metering, control and monitoring equipment is identified as the single largest 

(tmhnical) impediment to the efficient provision and consumption of energy. Wrthout 

instruments to monitor and record essevitial variables such as flow rates, temperatures and 

pressure, it is difficult to make any accurate balance measurements and conduct energy 

efficiency analyses on which plant pertormance can be based. This problem is particularly 
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severe in the residential and comrnerdal sector. Few residences or commerdal establishments 

have metem making ft virtuaily impossible to charge consumers for the heat they actually use. 

Individual apartments do not have thmwsW8: customem are charged a fixed rate based on 

the area to be headed rather the amount used. 

Energy accounting systems, caeh fhw management systems, and billing systems are 
gener8Jly not in place or are inadequate. For example, energy billings to customers have 

primarily been based on estimated w-es over th@ entire population. Govamment subsidies 

and ownership make customm i m e  to such billing. To make customern pay for what 

they consume, the billing system needs to be overhauled, including the installation of meters 

and the hiring and training of meter readers. Wrthout a rational billing system in place, it k 

difficult to implement energy conservation measures. The IRG Audit Team &mated that the 

moval  of energy price suWies together whh the InsWution of rational billing have the 

potentid to achieve 30 pwcmt orreo61]1 s~vfngs on the demand side. 

D. Plannina and Declsion-Makiqg 

Under the centralized economic system, capital investment decisions were made by the 

government with more emphasis placed on production capacity and m d n g  absolute output 

targets rather than productivity or efficiency. Thus, management lacks an understanding of 

fundamental free market principles. They are unfamiliar with cost accounting procedures and 

have not been exposed to analyzing the true cost of energy resources and the market price of 

thermal energy. 

There is a significant void at individual enterprises such as AHSE, AGTKE, and enduser 

industrial facilities in planning, analysis, and general business management skills. There is no 

experience in strategic planning and thus little understanding of the techniques for evaluating 

and comparing a t t d e  courses of action. in addttior~, there is little knowledge of how to 

conduct economic and financial waluations of potential energy efficiency projects, incorporating 

such concepts as return on investment, net present value and discounted cash flow. 
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Plant management are knowledgeable in the conduct of capital-cost analyses, as 
Indicated by their past emphasis on new construction. There is, however, a serious shortage 

of performanca criteria bssed on opedng costs. 

E ciencv Awareness and Proarams 

None of the supply, distribution, or enduser organizations in the district heating systam 
has formal energy management teams dedicated to the review of energy efficiency issues. 

There is little or no training or other educat io~ efforts aimed at increasing the awareness 

among staff of the benefits of energy effidency. No detsiled or extensive analyses of energy 

consumption patterns are conducted. Some energy data is collected and energy use is 

monitored, but the frequency is limited and computw systems to collect and store data am not 

common. 

There k now greater attention given to environmental factors in operations and potential 

Investment$, and the m i o r  staff at the district heating organizations recognize the link between 

improved energy efficiency and the positbe impact on the environment. However, the tebility 

to factor in environmental costs and to formalize an environmentel impact review process is 

absent. 

In general, senior pemnnel at AHSE, AGTKE, and AAE are very aware of the benafits 

of Improving energy efficiency and recognize the importance of transfenlng this awareness to 

mid- and junior levels. These personnel are acutely aware of the Impact of changing price levels 

and the need to increase prices to promote greater efficiency in the use of energy. However, 

while recognlting the political considerations involved in raising prices too rapidly, they 

undmtand where the potential for energy efficiency improvements exists, are generally aware 

of the extent of energy wasted, and are anxious to address specific investmentJproject ideas. 

For example, most of the energy losses in district heating systems are mainly due to the 
following causes: 

b water leaks within the system; 
b failure to meter usage; 
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b inadequate insulation; 
D throttling of constant speed pumps, and; 
b excassive drops. 

Senlor aadf are keen to opsre;tg m as businesses and profto-oriented gnterprlses. 

AHSE, AGTKE, and AAE managem and amlor engine- recognize that tbpgy must take d o n  
to reduca erreriglr costs and inwmm overall effidmcy. Senior staff fully recognize the potential 

benefft of iMxeased gnargy effidency in the supply of hot water and steam supplanting the need 

to construct additional large, new generation and dMbutlon facilities. 

This focus and cawwen- on energy problems in general and on energy efficiency 

specffkaJly at AHSE, AGTKE, and AAE is concen4rafed primarily at higher levels of management 

Evm hem, this is unusual for Kazakhgtan. It must be noted that this is in large part owing to 

the fact that the centrsll business of thew m t b s  is the genefation and distribution of mergy, 

so that energy problems and the focus on how to utilizg energy more rationally and efficiently 

is a natural, weryday c o n m  of the management by Mnition. Most of the senior 

management of these Ohma organizations haw given a great d d  of thought to these issues. 

A key factor ~hich has saved to raJse energy effidency awareness at AHSE and among 

other senior govmrnent offidals, and which was cited numerous lmes during the IRG T m ' s  

visit, was the 1992 USAIkponsored Energy Tour to thg United States. Thk exposure to U.S. 

energy industries provided tremendous stimulus to thinking abo~4 energy conservation issues. 

Despite this recognition of the benefits of increasing energy efficiency, senior 

management at these three organizations agreed that the obstacles described in this section 

discourage immediate action on energy conservatian issues. In addition, however, there is 

widespread feeling among the IRG Team and hostcountry senior management that one of the 

most important preconditions for energy effidency improvement is a change in attftudes and 
behavior at all levels of enterprises, especially mid- and lower lwels. Generally, personnel at 

this level are not aware of, or actively involved in, energy Mciency efforts or its benefits. 
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AHSE 

AHSE dogs have a 4 p m n  team which is responsible for energy issues. However, this 

6eawr looks only at technical issues, qmdkalty telemechanization. They do not have the 

requW ~ i k  to conduct utmtegic planning, economic or finandd adyses of ewgy 

conmmth imresbnents. Tbm b no system in place to examine energy consumption 

pattam, collect, store and Melyzg data In addlon, they krclc a primary accounting system. 

Howww, AHSE b b@ginning to mparterize dl types of infomation, including energy data and 

if is expeded that this will greaSiy asslst in targeting areas for energy conservation. 

In mid-0992, AHSE established mandatory weekly classes, but these prirnatlfy focus on 

engineering and equipment issues. They are stating to incorporate instruction in the value of 

energy efficiency. Many anginam do not want to altmd the classes and if has even beem 
reported in other mtwprises that workerrr will dgstroy equipment deliberately out of fear that 

i- eflidency and productivity introduced through modern equipment will threaten their 

job. Nevertheless, there was no indication that labor unrest was a problem for enterprise 

managers. 

AHSE has recently (in placei for a about one year) approved an employee 

incentive/bonus program (complete with suggestion box). Bonuses are pald to those 

employees based on a pwcentage of energy sawed from their ideas. This program reportedly 

is beginning to show resub. 

AHSE is starting to look tit environmental questions - particularfy related to siting of new 

structures - but formal environmental impact analysis is not conducted. The ertvironmental 

movement in Kazakhstan might be expected some day to take strong exception to the regular 

practice by AHSE of dumping some 100,000 metric tons (3.1 million gallons) of hot water info 

the streets every year in order to cdvry out scheduled repairs of the pipeline network. The 

dkhrged hot water, cascading down the open drainage systems in the streets, is responsible 

for damaging and/or killing trees. 



- - - -- - -- - - - -- - -- - - - 

There has been no considemtion of AHSE assuming the role of direct distributor to 

AGTKE's residential customers. This would add a signfficant administrative burden since AGTKE 

has 5,000.6,000 personnel. Also, the lad< of metering and thermostat controls Ed the residentid 

building level makes the monMng of energy use dMcutt, and thus a major additional technical 

concern that AHSE dos not neces8eriiy want to assume. 

AGtKE 

As indicated, AHSE sells hot weter whoieserle to AGTKE, which serves as the distributor 

to the residential sactor. AGTKE seib retail to households at a lower rate than its wl ooiesale cost 

from AHSE, but also sells hot water to some large industrid consumers. AGTKE indicated that 

the residential subsidy is covered by its sales to industrial consumers, providing a slim profa 

margin. The tariffs charged at each level are determined by the govgmment (Kazakhstan 

Energo and the Stade Pricing Commtttea). AGTKE is independent operationd!y and 

administvativety from AHSE and has no input into the development of prices (as does AHSE) - 
- that is, 3 does not contribute to tariffs proposals developed by ME. 

Customem have a fixed payment - due monthly - which they send to the bank. The 

bank then forwards notifieajlon of payment to AGTKE where billing is tracked on a computer 

program. This computglized process has been in existence for three years and AGTKE appears 

to be content with it in as far as the tracking aspect. However, the difficult economic 

environment, especially increasing prices and inflation, has taken its toll on customers' ability 

to pay. At the end of 1992, it6 customers owed AGTKE 300 million rubies, and AGTKE, in turn, 

owed AHSE 250 million rubles. 

Management is anxious to improve overall energy efficiency on the supply side. Energy 

measurements are taken on Individual boilers on a monthly basis. Temperature regulation and 

material consumption is regulated at a centralked source. AGTKE does not have a formal, in- 

house energy coma t i on  team. Some technical Wning is conducted for engineers, but tt is 

done once every three years and then only to upgrade and/or maintain certification. This 
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tdning dogs not indude specific instruction in energy conservation actMties et the plant level. 

Only minimal economic and environmental analysis is conducted on investments, and these 

OmW skills are concentrated at the mior managmmt level. 

On the consuming dde, howwwI there is no lncecithre tor household endusem to 

considor energy savings - none of the customers are metered for thermal energy consumption 

and Miled as such. As the pdmfy residential d16tributorl AGTKE determines how much heat 

and hot water is provided to indMduaf apartment complexes. Howeverl AGTKE has Insufficient 

metering to monitor herd and hot wader consumption at the substation m d  building level and, 

as mgntloned previously, indMduaJ endYsers cannot c o m l  unit temperatures owing to lack 

of tkmoshb. The challenge, therefom, is two-fdd: (a) to obtdn and install mum needecd 

i n s t r u m ~ o n ,  rrnd (b) to educate the customer. They stronaty emphasized that these are their 

most signfficant problem and are extremely interested in any efforts to address them, Including 

participating in residential demonstra;tion programs. 

Papal Cda Bottling Plant and Alma A h  Carpet Factoly 

It is Wr to say that fw energy efficiency inltlatlves have been implemented or even 

considered at industrial WlW in Kazakhstan to We. This is in large part explained by the 

history of tariff subsidies which have dhumged the consenration of energy. Many commercial 

customers are InstMonal d e s  which ape entitled to free services from all utilities, including 

hot water. Thus, these customers typically have not been concerned with energy issues and 

overall energy efficiency k r  these customers is a very low priority. 

Both the Pepi Plant and the Carpet Factory exhibit energy efficiency problems common 

throughout the industrial sector. As with most of the industrial consumers it supplies, AHSE has 

a contractual relationship with both of these enterprises to conduct energy engineering work, 

including the installation of equipment and monitoring/measuring advlties. There is no group 

of inhouse energy consewation speclalists working at the plants, although there are engineers 

who supervise general technical operations. There are no Inhouse energy efficiency awareness 
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programs or training efforts. 

Both fadiities consume .nergy in Ohe form of treat, &eam and electricity supplied from 

AHSE. However, as wtth most industrial derprises, there I8 a severe lack of measuring and 

contml of enerlly use and what instruments are available are relativ* old and crude. AHSE 

does not have a meter at the 'gate' of the Carpet Factory, and billing is based on estimates of 

consumption. At the Pepsi Plant, stem and hot water are metered at the main receMng station 

for the errtire compound. 

Each of these enterprises recently became joint stock companies. Thb independence 

together with rising energy prices and costs have iweased awmess of the benefits of energy 

Mdency, especially the importance of energy measuring and controls. This is a typical 

scenario throughout the country. In Kazakhstan, only 10 percent of the industrial users have 

orifice-type flow meters to measure hot water/stm flow rates. Senlor staff at both plants 

strongly indicated that installing energy metering and control technology is a very high priority. 

Cumdy, however, most industries are exp6fidng a defidt and, subsequently, district 

heating sy&ems ane operating at a loss. As a result, the government is subsidklng industry. 

A real dilemma zxkts: isldustrial enterprises want to increase their energy effidgncy in light of 

rising energy prices but any significant steps toward improving energy efficiency entail 

modernizing facilities and implementing naw production processes, since current facilities and 

production methods are already outdated by Western standards. 

in other words, significant capital investment is needed to upgrade industrial operations 

in order to be competitive in anwgy efficiency and productivity. Until industry achieves this level 

of efficiency, it will be difficult to pay for energy costs approaching world market levels. On the 

other hand, without the &Hence of world market lgvel energy prices, industry will not attract 

the substantial capital investment needed in the fimt place. 
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DapIt8 the increslsgd 8 ~ -  of energy M W n c y  needs, including greater 

instrumentation at ttre plant hel ,  eaeh thew enterpr'isss is content for the moment to 

continue it8 mWonshlp with AHSE to weme magy av&m since the energy expatbe lies 

with this latter orgmizatlon and bectwse prices are dl1 nelathrely low. Although energy costs 

have risen, there Is no perceived urgency to develop'thdr own inhouse qmrtise In these 

matt-. 

In fact, dthough senior Pepd staff indicated c~ &mng desire to increare instrumentation, 

they described a scenario in which they would p ~ x h s e  this typo of equipment and AHSE 

would conduct Ohe installation. This raises s e v d  ddWonal obstacles to energy efildency. 

First, these metem are manufactured in Russia ,d there is not a high Ievei of confidema in 

their quality or regular supply. Second, and inore importantly, Is obtdning the funding for 

gnergy efficiency invgstmfanb in general. Mos'l industrial fierprises have been suffering in tho 

midst of the oconomic transition. Wing Frfces and Inflation as well as fluctuating exchange 

rates have dampened consumer cDemand and led to a dwmase in Industdal output. As 

described in S d o n  11, high interest rates are making kww,Mnandng for Wwprise-level 

inveshmta virtually impossible. In addition, there Is the 20 percent VAT on the sale of this type 

of equipment. 

It is also dear that many industrial enterprises in KaraWostan are very interested in joint 

partnerships with foreign companies to assist them in financing and equipment 

purchase/upgrading. Although foreign companies have approached industrial enterprises and 

there ate laws on the books governing the establishment of joint ventures, there has been iittie 

participation to date, much to Ptre disappointment of the Kazakhs. This is owing to the still 

unstable economic situation and in particular to the inconvertibiitty of the ruble. (These 

problems are discussed in more detail in Section ii). 

An additional impediment to the efficient supply of heat to the Pepsi Plant is 

administrative. Heat supply is contracted with the 'Drinks' Trade Association which, in turn, 
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obtains heat fmm AHSE. Pepsl wants to contract with AHSE directly, believing that this would 

be technlcslly and administmtively more efficient. 

S W  at both plants empkasted that estimating golergy costs is exttemely diOficuH in the 

current wmomic dimaSe - spiralling prices, inflation, and the inw-e in many other costs 

maker, It virtually imposslbk to estimate these figures with any degree of detail or reliable 

accufacy? Clearly, this is not a climate conducive to investing, including in energy 
conmandon. Thus, improved economic conditions would be one of the prime incentives in 

promoting energy comation. 

Pepsi staff do conduct market analysm and are aware of other companies' efforts, 
However, Pepsi enjoys a significant advantage oww competitors in name recognh  and 
quality. At the tlme of the visit, there was no pmlduction aince Ohem is a shortage of bottles, 

owing in large part to the dis~pticn of supplies from Russia and Ukraine. Pepsi also expressed 

that it would welcome the opportunity to become' a demonstration plant for energy efficiency. 

At the Carpet Factory, $ 8 v d  of the aharoholdem in the new joint stock company am 
some of thelr raw material suppllm as well as AHEIE, &ng an iratdockirmg relationship where 

all parties have a stake in the success of ttw t.7aerprise. The business slppesus strong and the 

factory is current on Its energy debts, ie.  payment^ to AHSE. The plant only expo* about 1-2 

percent of it8 product, although management waluld like to export more. TRey haw a barter 

anarvgement for spare parts with Gmany, and rllso export to Turkey, China and Iran. They 

have no current interest in foreign share participaiYon. 

F. merav Efficiencv lndustrv and Services 

To increase energy efficiency awareness arid implementation, an qproach successfully 

implemented in many countries has been to MI industry and professimal organizations as 

- - -  - - 

Uthough Papd dld h.rud an wdimrte that energy ooob mpramt .bout 10 poroent of total final product value. 
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primary vehides to promote and disserminate information on energy efficiency options, costs, 

and rekrms. However, in Kaz&h&m there are no enterprises or Government units that have 

adequate (or any) equipment to cancluct energy audit8 or to identify and institute energy 

improvement programs. The IRG Team found no providers of industdal energy efficiency 

services, nor a network of reliable providers of wch equipment. There are no Institutes, 

founda5ions, or centem for energy consenration which might make engineering specialists, 

equipment, or senricgs avdlaMe to stimulate energy efficiency. Wile overall energy engineering 

Mlis and Wning Is g d ,  ihere Is no organized pool of trrdned energy Mciency spdarlist9 to 

be tapped by enterprises needing such services. 

However, one aception to this situation has emerged. An organization, Intemmrgb, 

has beerr formed as a private subsidiary of AAE, which is 50 percent govemment.owned and 

50 percent held by private individuals. The largest government entity in terms of financing 

provided is AAE and many of the private individuals are members of large state energy 

enterprises. tt is expected that the govmmgnt share of the company will be bought out by the 

private investors by the end el 1W3. The purpose of the company is to provide energy 

efficiency services and equipment to enterprises in Kazakhstan through joint ventures with 

foreign equipment suppliers, manufacturers, and developets. 

The energy effidency equipmmt industry itself is severely underdeveloped. There are 
few producers of instrumentation/controIs and other equipment. As mentioned, there are 

several manufacturers of meters in the other NlS countries, but most equipment is outdated 

and/or unreliable. 
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IV. RECOMMENDATIONS 

The potential bedits of energy efficiency improvement to the district heating system 

entaprises and industrial end-users, as well as the economy of Kazakhstan in genetal, are 
8ufVlclently great to justify continued action and ewithma in this area. The following are the 

IRG Team's tecommendations to be par&. 

1 Continued Remwal of Energy Price Subrldltw 

It b deer tha! as long as thennal energy and electdeity prices remain subsidized, there 

will be little incentive for energy efficiency. Policy makers recognize t!!s and have made a 

commitment to raising prices, as Illustrated in TABLE 2. However, the burden on average 

c o n s u m  of rising prices cannot be ignored. Therefore, pricing policy should be bafand and 

attempt to minimize fhg social and economic impact as government subddies disappear. 

2 Hnanciel Incentives 

Rather than specializgd finandal incenthiss, ptwtraps the most beneficial incentive is an 

overall economic and monetary situation which pernits reduction of nominal interest rates to 

reasonable levels and, on a controlld kids, creaUon of sufflcienf: liquidity in the finandal system 

to permit long-tetm lending to borrowers based on enterprises' creditworthiness and 

prospectiwe returns from the proposed funds borrowed. Certain specHlc policies cars be helpful, 

however, and the Government should consider some of the following policies and programs. 

A. Reduction or elimination of the VAT and duties on imborts of enerav efficiency 

eaui~ment. This will encourage the importation of much needed equipment n d  

found in the domestic market. 

8. @ant ~riodtv accw~ to foreian exchanae for industries makins enerav efficiency 

Jnvestrnents. Importing specialized energy efficiency equipment and services has 

a high foreign exchange component. Facilitating access to foreign exchange can 

lntemaffonal Resources Group 



increase rrccess to these services a d  equipment. 

GmntsM~Rlsk loans for audits and ~reliminanr enalneerina studies. in order 

to enhance knowledge of the potential benefits of energy efficiency and to 

s l W e  some of the risk and uncertainty attendant with first time Investments, 

governments can dablish grants or Mwisk loans for preliminary engineering 

work or audtts. The enterprise would be obligated to repay the loan only H the 

audWengineering work Mentifie8 energy efficiency opportunities. The 

ovenrvhelming h e f i t  is that a small amount of government funds can result in 

signfficant capital outlay in energy efficiency improvements. These programs are 

most effective when the loans are interest-free or below market rates. The 

disadvantage to this program is the increased administdve burden and capital 

expenditure by the government. 

D. Subsidized-interest loans. Under this type of program, the government can make 

crd# available to enorgy users for energy efficiency investments at a lower cost 

of capital than could be obtained from financial institutions at market rates. The 

drawback to this program is that actual capital cost is not lowered, only the 

financing cost is reduced. In addition, H requires capital expenditure from the 

government. 

E. ban auarantees. Financial instikrtlons may not be prepared to make loans to 

enterprises for energy efficiency investments owing to the perceived risk and 

uncertainty of such projects or concern about the stability of the borrower. A 

mechanism to address this problem is for the govemment to guarantee qualifying 

loans, often 80-!30 percent of a loan. These programs tend not to promote 

marginal projects but can be implemdd at relatively low cost to the 

government. However, in Kazakhstan, where interest rates at l o d  banks are in 

the range of 7080 petcent, this program would not offset the cast to the 
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bomww, rather reduce the Mc to the lender. 

F. PevoMna credft.fund. This program creates a protected reserve of funds to be 

used only for enwgy effidency project finandng and cannot be appropriated for 

ather purposes. Funds are lent through the government and when loans are 
repaid and/or as addhioml mpbl becomes available, it is added to the fund. To 

attract interest in thb type of program, money has to be provided at below- 

market rates. In addition, thore is an increased administmtbe burden to the 

government In implementing such a fund. 

G. Jax-teiated Incentives. These programs can include tax credits for energy 

gfficiency investments and the production of energy efficiency equipment and 

instrumentadion, accelerated depredation of efficiency inv-, and tax 

holidays. Tax credits allow an enterprisg to reduce Its tax burden based on a 

govemrnentsstablished percentage of the energy efficiency investment, q,. 3 

percent of the expenditure. The dbdvantages of these pmgrams is that they will 

only be effective H the tax code is mforced and they require active administration 

by the government. In addition, taxdated incentives may strengthen 

enterprises' inclination to seek capital-intensive solutions to their problems, while 

most enterprises are not yet implementing lowcost, nocost actions. 

The Government could also exempt from price or profit controls energy supply 

companies that provide and aggressively market energy efficiency services. This 

would allow supply companies to use their capital to invest in the provision of 

energy efficiency services. 

3. Formal eiovemment Commitment to Energy Efficiency 

Eicperience in other countries indicates that one of the most important ingredients in 

promoting energy consewation and implementing a successful national program is a 
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demonstrated commitment at the highest political levels of government. This priority must be 

communicated to all relevant government agencies and to the principal energy consumers in 

the public and private uector. Legislation and regulations should be enacted under a 

coordinated national enwgy plan. S e v d  policies designed to establish this commitment are 

presented below. 

A JManclaton, Mciencv teauiremmts and reaulations for enterprises. This 

legislabion requires enterprises of a certain slze or with a certain lewd of energy 

consumption to appoint energy managers. These programs also can require 

firms to implement an energy management senrice, have energy use patterns 

axamined over fixed periods, or develop fixed-year plans for rational energy use. 

6. effidencv standards and Iabeli~. Increasing the design and efficiency 

standards of energy-US/ng equipment such as electric motors, HVAC systems, 

boilers, and household appliances prwnoteg efficiency and energy savings. In 

addition, implementing strict building construction codes (including mandating 

the use of meters and insulation) to Improve thermal efficiency and energy 

monitoring can gnhance slgnfficantly rational energy use in the residential and 

commercial sectors. 

Creation of a se~arafe enercnr efficiencv Institutio~. Responsibility for promoting 

energy efficiency is often fragmented throughout the government. Creating a 

separate instttution, with afull-time staff, appropriate authority, technical expeftise, 

and effective communication with other government agencies and the private 

sector can substanaially bolster the government's ability to promote and 

implement a successful national energy efficiency program. This organiurtlon's 

responsibilttles can include analyzing consumption patterns, establishing 

quantkdve consewdon gods, collecting data, undertaking special studies, 

sponsoring research, developrrPent and demonstration programs, conducting 
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public waremam and outreach oampalgns to educate the public on the benefits 

of effisiency, dadoping, enacting, and onfordng regulations and 

standards, Md dmloplng and l m p l d n g  training programs. 

4. PlanbLavd In@err9lver and A w a m u l l d l n g  

The following pudcaslefforts are recommended to promote worker productMty and 

improve overall en- efficiency: 

awarding bonwes to employees for errergybu~ving suggestions; 
m establishing annual goals for gnergy consumption per unit of product, with 

monthly monitoring; 
creating 'Energy Commfttges" to identify energygaving opportunities and 
implement solutions; 
assigning spedfic IndMdrada the responsibility for improving energy efficiency; 
holding regular meetings o: rminars on energy-saving for all employees; 

rr completing daily (or I,'Ec-K!!~~) analyses of energy consumption to detect potential 
problems; and 
scheduling operations to minimize energy demand. 

5. Decentnlklng Management In an Emerglng Market Economy 

Despite considerable pagress In moving toward a market economy, many managers 

still cling to the essence of central plannlng and to muttiple layers of bureaucracy. Unnwessary 

bureaucracy can be removed, costs reduced, and deckionmaking facilitated. 

Entities which generate revenues (and sometimes profits) are unable to raise new capital 

required for maintenance, repdea, expamion and investment in energy efficiency equipment 

because revenue flows to other, generally administrative, levels within the hierarchy. What is 

returned to the operational level is inadequate for these needs. H M h s t a n  is to implement 

successfully its economic reform programs, more freedom of operation, decision-making, and 

full access to revenues must be granted to energy enterprises and endusers in the industrial 

sector. Greater autonomy will assist in the move toward operating as profit- and market-oriented 

businesses. In short, continud decision-making decentralization is required to increase in- 

house energy efficiency capabilities at all levels. 
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6. Technical A88l8hnce In h r g y  Efficlewy 

The current USAID pmgm 8 0 1 ~ ~  to demonstmto the benefits of energy effidency, 

perticulady fhe low- no-cd options which will y W  rapid returns. This asshmce is 

building supper! for more far-mching programs, laying the groundwork for an effective long- 

tenn energy effldency program* 

A W e  influx of equipment and technology is required to assist individual mterprises 

to rebuild and become conopetitlve. Additional assistance in conducting basic enargy auditing 

and identification of ~ C 0 8 t  and nocost enqy efficiency measures should be intensified. This 

assistance can be provided by USAID and other intemedional donor agendas, but must be 

undertaken rapidly, Most required energy efficiency techndogies/pnrctices are inadequate or 

simply absmt Equipment needed includes & r r d W e ,  low-cost, nocost, fact payback 

Instrumentation and control systems such as, microprocessors, gas analyzers, flow meters, flue 

gas oxygen andyzem, heat metem and thennostatic controls, automated PC-based control and 

monitoring systems, infnved and contact thermometers, and pipeline insulation. RaSionaI billing 

systems and s t m  traps am examplea of systemsfiechnoiogies which can be implemented 

inexpenshr~ and quickly with fast payback. 

Of particular importance for district M n g  systems in Kazakhstan is assistance in 

conducting water audits and leak detection. Estimates of the volumes of hot water lost through 

leakages and aeddents are difficult to establish, but is considered to be substantial. While the 

service life of pipelines is reportedly 25 years, they actually last no longer that 1520 years. Just 

5 kilometers (km) are replaced annually - out of a system that covers a territory 15 km (east to 

west) by 10 km (north to south) with 232 km of pipelines. Thus, these inexpensive and highly 

effective measures/technologies can yield very rapid, tangible energy savings. 

Larger d e ,  more capM intensive projects and equipment are also needed to 

modernize fslciihies and implement new production processes. For example, there are 

opportunities to satisfy electric power demand growth within ths system through the 
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cogenerstion of elecMctty. In addition, since most of t h i h  hot water bollers In the system are 

natural gas-fired, they would be suitable for gas turbines with combined cycle capabilities. The 

long-term outlook for the combined cyde optlon Is very attractive, especially given the expected 

development of the Tenglz oiVnakrtal gas field In Kazakhstan which promises to yield slgntficant 

dl and gas supplies. Dev- of the Aktyu&e depodt in the western part of the country, 

being developed by Turkey, also will contribute to this strategy. In addition to help meet 

demand, Increased use of natural gas will assist in reducing pollution especially during the 

winter heating season which begins October 15. The IRG Audit Team concluded that combined 

cycle gas turbines are the most athctive alternative for upgrading Kazakhstan's power 

generation and district h d n g  systems. Howewer, these indigenous gas resources are not likely 

to be developed to service Almaty In this decade wing to long-lead times for project 

developmmt/implem~n and pipeline construction. 

7. Residential Metering Demonstration Program 

Residential demonsbation projects am needed to lliwtrate the effecthreness of demand 

side management at the household enduse level. These p~ograms can involve selecting typical 

residential and commercial buildings and related substations, and include the installation and 

operation of heat and flow meters, tmperature and pressure gauges, transmittem, thermostatic 

vahres, heat exchangers (if the same hot water source b~ supplying both space heating and 

other uses, as in Kerzakhstevr), recorclem and indicators, computer consoles, modems and 

phone lines. Care must be Wen to Identify tllpical buildings with common physical features, 

such as piping layout, boiler conditions, substation design and set-up, and plpe conditions. In 

buildings over 30 years old, space heating systems (radiators) are equipped with double pipe 

systems, while newer buildings have a single plpe system. With a double pipe system it is 

relatively easy to apply a Ohermostatic control at each radiator in IndMdual apartments. Single 

pipe systems require additional plumbing work to regulate and monitor usage. In addition, it 

should be noted that in comparison to some of the short-term equipment and technical 

assistance described above, this type of program is likely to be more expensive to implement 

and have a longer payback period. Nonetheless, it remains an area where significant gains In 
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energy effiziency are possible. 

8. Tralnlng 

There is a strong need to establish training programs for enterprise managers Po assist 

them in the technical aspects of energy efficiency improvement, the basics of business 

management, Md free market principles. hhmgerrr and all levels of technical personnel require 

tralnlng to evaluate new in-, as well as in the Installation and operation of energy 

effidency Instrumentation and equipment. Tralning is required in the development of energy 

efficiency programs, and to improve skills in the areas of economic project analysis, investment 

project evaluation, and long-term strategic planning. One attematiwe is to present intensive 3-5 

day workshops on strategic planning and decision-making to invited executives from all across 

the district heating and industrial sectors. Other efforts can indude utilizing outside exp81% to 

provide technical assistance in developing strategic plans at the plantJorganizational level and 

sending key host country executives to training programs in the United States. 

9. Development of Domestic Energy Efficiency IndwtrylAdivitic~r 

M h  district heating enterprises as well as industrial endvse facilities have little access 

to modem energy efficiency technologies and to companies, particularly U.S. firms, providing 

those technologies. Virhmlly all entities con9actd by the IRG Team in conducting the policy 

and institutional analysis apressed a strong desire to establish relationships with U.S. 

companies in order to improve overall energy efficiency, stimulate domestic activities, and 

disseminate information and technology concerning the benefits of energy efficiency. IRG 

highlights several recommendations to USAlD that accomplish these goals: 

ksist  in the develo~ment of private service firms and ioint ventures. Although 
there ara few, if any, Kazakh private sector companies manufactudng energy 
efficiency equipment, AGTKE and several Industrial end-users expressed interest 
in joint partnerships invoMng capital investment and technology transfer. 
Industrial endvse enterprises are good candidates for partnerships with 
American firms. Production oriented partnerships are all the more promising, 
given that the labor force Is highly skilled and relatively inexpensive. The USAID 
Enterprise Fund could be a potential vehicle in addressing this Issue. 
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rn . This Ours 
proved to be effedhre in intraludng vendors to potential markets. Vendors' 
participation at an early stage enables them to understand the speclflc h d n g  
@y8t8m8 and ~~ for ttwmdv68 various local problems and prepare them 
for realistic and reasoRaMe solutions. 

o~ment of an w c i e n c v  Centel. This approach has been 
implemented In other countri~os. It would establish a non-profit organization 
dedicated to improwing the country's economic iievelopment and enwironmental 
protection through ener6ly efficiency. Although them are currently no Institutes, 
f o u m  or centm dedicated to gnet~y and energy efficiency, there is a pod 
of trained and ddlled a q y  engine- s, who are mostly part of govmment-run 
wganizdom, Once ersergly dfichcy awareness improves l h ~ g h o u t  the 
country and more and m m  spgClrpli* in energy efficiency care W n d ,  these 
indMduals could OomD the nuclew, of such an Energy Efficiency Center or 
Foundation. These indMduals would provide audits, gonerd services, and 
training to the dMct  heating rand end-user entities in order to disseminate 
awareness, skills and the benefits of ensrgy efficiency. 

10. Formation of Energy Efficloncy Company 

A recent idea which has gdned much wppr t  is to fom a company specifically for the 

purposes of supplying and installing low& energy efficiency equipment with high payback. 

Thirs company would tm partty owned by a U.S. energy development firm, a U.S. equipment 

manufacturef/sropplier, and gotentially an appropriate government andlor private sector entity 

in Kazakhstan. The U.S. prhrate sector as well as U.S. government entities such as the Export- 

import Bank and OPiC (for example, wHh the Ialter, under ?he Pmject Development P m g m  for 

Cenbal and Eastern Eurcp and the New& Independent States dQhe Fonner Soviet Union) could 

provide some initial capital financing. The goal of such an entity would be to facir'itate 

immediate transfer of much needed energy efficient equipment with high payback and quick 

impact. The most appropriate technologies for the district heating systems are water audit/leak 

detection equipment and steam traps. As discussed, the formation of lnterenergiya is a start 

in this direction. 
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THE NATIONAL PROGRAM OF DENATIONAMZATION 
AND PRIVATIZATION IN THE REPUBLIC OF KAZAKHSTAN 

FOR 1993-1996 (SECOND PHASE) 

Vhe national program of denationalization and privatization, hereafter referred to as The 
Program', deOislgs the goals, ta8k8, procedures, and timetable for the conversion of stale-owned 
p r o m  In the Republic of K k a b b n  into different forms of private property from 1993 to 
1995. 

The primaty goal of privadiration is to mate the necessary conditions for a transition 
from a mtralked planned economy to a market economy on tha basis of pgnondMng 
property rights in the process of rePum9ng state-owned property to the republic's population by 
m m  of gratufisw and non-gratuitoars transfw 04 industrial plants and other mated4 and now 
materid assets cumant& owned by tha state. 

The tealfiediori of thls goal will require the accomplishment of the following basic task 

- promotion of the emwgenca of market-oriented business sntities by means of 
converting most stateowned companies into joint stock companies, smaliacale 
and k a r g d e  priwathtion of stateowned property, and the creation of 
conditions which will allow all segments of the population to participate in the 
privfftization process; 

g development of a stratum of private properly owners efficient managers; 

g the implementation of specialized plans for converting large and unique national 
emncmic M o m ;  

g the development of economic organizationel structures in which private business 
will predominate and which will involve the participation of foreigfi investors; 

- the devdopment and consolidatton of a system of investment businesses as 
participants in the securities market; 

The Program defines tha basic strategies for ddonalitedion and privatirtation from 1993 
to 1995. It defines privatization procedures and categories consistent with the Consthution of 
the Republic of Kazakhstan and a "Program of Emergency Antierisis Measures and Measures 
to Advance Social and Economic Reform (for the Period of Econ~mic Stabilization and 
Transition to a Market Economy)', the prospects for Karakhstan's social and economic 
development, tfre characteristics of different industries, and the place and role of businesses and 
organizations in social production. 
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The wxond phase of the pfwass of denationalization and privatization of stateowned 
property in the republic will invoke the appropriate combination of measures prescribed by the 
Program. 

The list of errtttles urbject to denationalization and prhratiz8Uon in line with the Program 
itemized for each category of privatization is subject to government approvd on an annual basis. 
information on these enWies will be m d a ~  public on a regular basis. 

All sttde.rmmed gnWies are dMded into two categories: 

,. entitias subject to denatlonaliration and p r i v M o n ;  

- entities whose prhratization Is prohibited by law. The grounds for assigning an 
enWy to one of the above categories include the advisability of maintaining stat0 
ownership; the industrial &filiation d the entity; and the social and economic 
significance of the goods and senrice8 it produces. 

Entities which am defined as tha gxdushre property of the Republic of Kazakhstan, 
including its land, its m i n d  ~ u ~ ,  tb water, its air, Its flora and fauna, other natural 
resources, historical and cultural landmarlcs, the cutturd and historical treasures of the people 
of the Republic, government budget funds, national insurance resenre and other funds, 
businesses and property which serve to presente the republic's sovereignty, sustain its social 
and economic development, and imtitutions which are financed exclusively with government 
funds are not subject to privatization. 

The basic categories of privatization mean combinations of privatization procedures and 
forms tailored to meet the specific needs of each type of entity subject to privatization. 

The criteria for assigning an entity to one category of privatization or another include the 
economic importance of the entity, its industrial affiliation, the number of employees, and the 
value of its fixed assets. 

Businesses and o r g a n ~ o n s  are conventionally classified as follows on the basis of the 
number of employees: 

- small businesses with less than 200 employees; 

- medium-shad businesses with 200 to 5,000 employees; 

- big businesses wfth more than 5,000 employees. 

- 
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them in spedal privatization imestmnt funds used to purchase shares of stock in businesses 
converted into joint-etock companies. 

1. Converting StateSmred Bu6inewm into JdlntStd Cornpanlo8 

The cfmvdon of sbbowmd bud- into jdnt-gtock companies mesvls converting 
than into companb in which dl h e  shares are fully owned by the state. This process is an 
essential inftial phase in the privQtizadion of all entWeg not subject to eruction or sale by 
competitive bidding in the a m a l l d e  privatization process. 

The conversion of stateawned businesses into joint stock companies will make it 
possible to: 

- change the organizational structure of the management of these companies and 
make management more fjffkht by allowing the stockholders (i.e., in stat8 
owned W i n g  compaiiies and jdnt4ock companies, the government) to 
appoint the bard8 of diredors of these companies; 

- make fhg boards of directom and management of joint-stock companies 
personally accountable for the finand condition and legitimacy of all of the 
company's QdMty and resporasiMe for submitting annual reports to the 
stockholders; 

- commercialize the actMty of converted businesses; 

- accelerate the prhrstization process by having the government transfer its 
ownership rights to all or a portion of the shares to juristic and natural persons 
(corporations and indhriduals) on a nongratuitous rlr gratuitous basis; 

- lay 'the groundwork for converted statwwned companies to engage in 
entrepreneurial acWy in foreign markets. 

The republic's government will inftiate the conversion of state-owned businesses into 
joint-stock companies, whose shares will be owned by the state and which will be managed by 
a system of holding companies. 

The procedure md conditions for converting state-owned businesses into state-owned 
stock companies will be established by an appropriate order of the President of the Republic 
of Kazakhstan. These measurss must facilitate the implementation of an effective govemment 
investment policy and an orderly procedure for registering the transfer of stock and protecting 
the interests of the stockholdm. 
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In ordw to B C I C O U ~ ~ ~ ~  employees of the businesses to support the conversion process, 
labor collectives (employees) who develop a conversion plan for a business acceptable to a 
subcommlsslon of the National State Property Commission of the Republic of KaraWlstan will 
be ghrm the right to acquire up to 10 percent of the charter capital of the converted business 
free of charge In the form of B t e f d  stack, but not to exceed 12 times the average monthly 
salary per employee at the business. 

Mer a a t m  twshmsm haw, been converted into jointdock companies, the 
National State P r o m  Cornmisalon will be res~#~lsible for further prhratizatIon of the 
businesses. 

Businesses included on the list of privatized entities subject to government control in the 
transitional period will be converted into jointeatock companies with varying percentages of 
government ownership. 

If the Commission so decides, government-owned blocks of shares in joint-stock 
companies partly owned by the government may be transferred to holding companles or 
hoiding-type stock companies. Thege companies shall be established as restricted joint-stock 
companies which sheall operate on a commercial basis and allow the government to mdntaln 
effeahre control of key sectom of the economy. 

The establishmgnt of holding companies wiil involve the successive implementation of 
the following steps: 

o the conversion of stadwwned businesses into joint-stock companies; 

o determination 04 a list of businesses which must be coordinated from a single 
center and have very dose economic ties to one another; 

o determining the government's controlling Mock of shares; 

- establishing a holding company and transfening rights of ownership, use, and 
control of the government's controlling block of shares to the holding company. 

The implementation of this conversion procedure wiil make it possible to provide a clear 
delineation of the functions of govemment regulation and business management. 

Government administdve agencies should be responsible k r  regulating the activity of 
the holding companies by appointing their managers (their presidents and members of the 
boards of directors) and by monitoring the advancement of national interests, including 
environmental protection, the implementation of government programs, and so forth. 

The holding company's board of directow will be responsibie for financial oversight over 
the operations of the holding company's st& companies by including representatives of the 
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holding company In the companies' governing bodies, analyzing the profitabiifty of the 
companies over time, monitoring m4or investments, and so forth. 

The companies' m ~ ~ ,  which will be appointed by the holding company and report 
to it, will be responsible for the day-bday management of the companies' operations. 

The most dmimble option for the Republic of KiwMsbn would be to establish several 
speddized holding companies for dfffwent Industries and ghre ttoerrP the opportunfty to diversffy 
by developing new operations or acquiring Mocice of stodf at their discretion. By providing for 
the concentdon of finandal resources and targetgd investment of these murcgs, the holding 
company's organkthal structure will fadlitate rqdd divdcrrtion of capitally developing rrew 
operatiom or quirfng existing businesse$. 

tf Immediate changes In the management structum of an indusby are necessary, holding 
companies may be established from existing statwwned businesses to be followed by 
conversion Into joint-stock companies. 

As soon as the cornpies become stably profitable aifd eff~dent and there is no longer 
any need for government control of thdr opemtbns, the stateowned blocks of shares could be 
sold to private IndMduals and non-govgmment mporations, Including fotcetgn corpotatlons. 

H the Commission so deddes In consultation wfth government administrative agencies, 
tRe crtatecnwned Mocka, of shslres in the aforementioned stock companies might be replaced by 
so called 'gdd st&. 

A 'gold st& is a security which is owned by the government and confers veto powers 
In deciding the following iss~!g8: changes in the company's profile, limiting the company's 
futfiilment of priorily government wrchase orders, allowing the company to engage In 
env f ronmly  hazardow, opa*otas, md a number of others. 

Monopolies will b dimlmted and kept kom re-emetging by establishing several holding 
comparcies in the same industry or divemifylng W r  operations. 

The National Prhratization Fund established by the Commission will be responsible for 
organizing auctions of stateowned blocks of shares to prhratizatiora Investment funds at the 
behest of the Commission. 

Centralized recording and g&oring of information on the registration and operations of 
joint-stock companies will be tha responsibility of an information center, which, as it develops, 
could be converted into a national archive. 
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Specialized denatlonaliza;tion d privatiraton plans will be developed for especially 
large Md unique facilities and b u s i n .  

Unique facilMes means buslnegses which manufacture produds or pmvide senrlces of 
spedal social dgniticance or are natural govern& monopolies. 

Spedalized dwmtionalWon and pdmthtion plans wiil be developed under the 
supervision of the CornmWon, which will, if rwmwuy, be responsible for the choice of 
consuMng or management f i m .  

A specialized plan wiil involve a phased program of d o n ,  to lndude: 

o a mprehenslve analysis of the operations and c o m ~ e n e s s  of ttae entity and 
app- of its property; 

- a system of proposed organizaiional, engineering, and other changes in the 
entity, including steps to dernonopolize its operations; 

o a choice of privatization form ancl procedures. 

Privatization plans must be designed In accordance the requirements of the law of 
the Republic of Kazakhstan d in consultation M the National Commission for Antl-Monopoly 
Policy. 

One the basis of the evidence provided, the National State Property Commission shall 
determine the readiness of the entity for privatization, and if its conclusion is in the affirmative, 
H shall approve the plan and authorize conversion of the entity. Specialized privatization plans 
might be implemented by the following procedutes: 

- sale to a specific investor on explicit t m ;  

o sale by moms of auctions or competitive bidding processes; 

o the conclusion of a management contract; 

o public sale of stock. 

The sale of stock to a specific investor on explicit terms involves tile sale of stock to 
corporations and individuals who agree to meet certain conditions (the Implementation of 
investment programs, presenring a certain number of jobs, preserving the current type of 
operations, improving the quality and competitiveness of the businesses' products, and so 
forth). 



Thb type of prhtkdon may be used to establish a stable group of potential investors 
attracted for the purpose of 'putting the business back on Its fee.' 

Audions are public wmpetfthre trading sessions at which individuals or corporations can 
acquire ~BWWMMA entitb. In thb process, pu- are not required to meet any 
conditions with respect to the entity, and ownemhip rights will be transferred to the purchaser 
offering the highest bM during the auctions. 

In a compatithre Mdding process the purchaser may be required to meet certain 
conditions wfth respect to the entfty (pre9enring the businesses' current profile or using the 
entity for ibs exMng purpose, preserving a certain number of job, providing funds for social 
amenities, and so forth). Competibhre bidding pmcesws may be classified os comm& or 
investment processes. 

In an investment competitive bldding processes, state-owned businesses may be sold 
to pu- who agree to implement investment programs. The entity will be sold to the 
purchaser who proposes the best version of the Program as defined by the criteria for the 
corvlpetitive bidding process. 

Rules for investment and commercial competitive bidding processes am subject to 
approval by the Commisdon. 

A management corrtraca is a way of transferring me rights to a corporation or individual. 
This procedure should be used if privatization of the entity would be economically impractical 
or premature. 

A contrad may stipulate the rights and percentage of ownership of the private managers 
in the event of subsequent privatization of the entity. 

The choice of indMduals or non-gowwnment corporations as contractors may be made 
on a competitive basis. 

The public sale of stock means the sale of stock to corpcsmtions and individuals in the 
securities market. 

The Commission may authorize the National Privatization Fund to sell stock intended for 
sale to the general public at public competitive bidding sessions to privatization funds in 
exchsnge for privatization investment vouchers. 

On the basis of the national interests of the Republic, the Commission may decide to 
convert the property of an mtity in its entirety without any preliminary structural changes H the 
process of 'putting the businessas back on its feet' will be a difficutt and timeconsuming 
process. The aforementionad structural ckanges would then be carried out within the 
framework of the operations of the converted entity. 
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In i a rpaah  prhratlation, W general public of the Fbpublic of Kazakhstan will be given 
the opporkmity to acquire pperty rights by meens of axchanging privatization Investment 
vouchem for shares in privatization investment funds which purchase stock in businesses. 

Large-ede privatization will offer the participants In the process freedom of choice, 
competition, openness, speed, and simplicity and will weate the conditions for the efficient 
distribution of property with extensive psrticipation by all segments of the popuiatioros. 

Large-ecak prhratization is a pbmd process designed to last three to four years. Evwy 
year, the C~mmisston will draft a Net of the businegses to be converted into joint-stock 
companies with dwes transfened to prhraSization Investment funds. The mass media will inform 
the gemmi public of Kazakhstan of the oondiths and schedule for large-scale privatization. 

At leest 51 percent of the stock in joint-stock companies astablished from businesses 
and organizations not included In the small-sde privatization or specialized priva;tizbdion 
pmesses shall be sold to p d m b t h  lnvestment funds. All of the shares In bwinesses(except 
for emplop shares) whose privatidon will not require the preservation of government blocks 
of stock will be open for bidding at l a r g e d e  privatization auctions. 

The Mock of stock leOt after the employees have received their shares (no more than 10 
percentofcharter~andaffersOockhas~W&euotiontoprhraSixadiminvestment 
funds in exchange for pfWbtkm Investment vouchem will temain state property. Thb reserve 
government Mock of dock will be used for govemrnent regulations of the operations of 
businesses in the transitional period. Government blocks of stock may be put up for sale on 
the open M e t  as needed. 

Largescale pht izdon will Involve the following actions. 

.I Issuance of privatiradion Investment vouchem to the general public of Kazakhstan 

.. the establishment of a system of privatization Investment funds operating on a 
commercial basis as brokers betwwm the owners of privatization investment 
vouchers and businesses. 

The issuance, drculation, and use of privatization investment vouchers will be governed 
by special regulations subject to approval by the Prddent of the Republic of Kazakhstan. 

Prhratization investment vouchers will be issued by offices of the Savings Bank at the 
recipient's place of residence on the basis of a list of family members issued by the recipient's 
housing office and the recipient's passport and will be issired in the form of personal accounts 
with a balance equal to the total of the investment vouchers. Privatization InvtWnent vouchers 
will be deposked in a separate account for each reddent of the Republic of Kazakhstan. 
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A muHiplier of 1.2 will be applid to the total value of the privatization invgstmm 
vouchers issued to resident8 of the republic lMng in rural areas. 

These vouchers wiil be credited to sepmte accounts for children under the age of 16, 
and the right to dispose of these sqmmte accounts wiil be transferred to one of the child's 
pamnts on Ohe basis of arn application submmed by the parents and the child's birth certificate. 

The funds contained In prhratLation investment voucher accounts shall be invested in 
privatization investment funds within the time frame established by the government The 
percentage of the vouctren, whlch may be used in the first phase of the process shall be 
determined by the government in accordance with the approved list of entitles subject to large- 
scale prhratiWon. The restriction on the number of privatization inv-ent vouchers which 
may be used in the first phase of the prc -m will be imposed for the purpose of roducing the 
risk of the vouchw's owners in the face of the still uncertain competitiveness of the privatization 
Investment funds. in subsequent phases of the process the owners themselves will be 
responsible for determining the number of privatization investment vouchers they wili use. 

The dates for investing privatization investment vouchers wiil be announced through the 
mass media 

in each phase of privatizatio~, a voucher owner will have the right to invest his voucher 
in several prhratlzatlon invesbnent funds. T b  choice of privatization investment funds and the 
number of privatization investmeat vouchers invested in chosen privatization investment funds 
are up to the owner of Ih vouchers. 

Vouch owners should invest their vouchers in several privatization investment funds 
in order to reduce the risk of losses caused by the ineffidency of certain investment funds. 

The prohibition against the direct exchange of privatization investrnmt vouchers for 
shares in privatized businesses was compelled by the desire to avoid excessive speculative 
domand for stock in certain businesses and protect the vouchers of tha repuS90c1s residents from 
unwarranted devaluation. 

Privatization investment vouchers will be invested by transferring them from the owner's 
account to the conesponding accounts of specially established privatization investment funds. 
Each privatization investment fund wiil issue stock to be transferred to citizens in exchange for 
the privatization investment vouchers invested by owners in the fund. Owners of privatization 
investment vouchers wili receive stock in the privatization investment fund which wiil indicate the 
number of vouchers they invested. The face value of stock in a privatization investment fund 
is given as a percentage of the iund's charter capital, not in rubies. 

The establishment and operations of privaOization investment funds shall be governed 
by special privatization investment fund charters subject to approval by the Commission. 
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Non-governmentel mporatIons and individuab may be founders of privatization 
investment funds. Priwatita;tion investment funds shall be established as public stock campies 
whose stockhddm are residents of the Repubik of Kazakhstan who have invested their 
prhradazatlorr investment vouchem in exchange for stock in the fund. The establishment'of 
prhrate prhratkatbn investment funds is compelled by the need for real, and not just formal 
prhratkdon and for the involvement of full-fledged ownem, the stockholders of the funds, in the 
management of thgse funds. 

The CommWon wiil establish an Informath center to provide orgmlzational support 
for ~~ prhratization. This canter wiil be responsible for gathering and processing 
information on tha establishment and opedon of jdnt4d companies, the number of 
vouchem hued and invested, and the traffic in b u 8 i m  stock. The information center will 
Rave regional departments assigned to regional offices of the National State Property 
Commission. 

The operations of the funds will be governed on the basis of licenses issued by an 
interagency Commission specially established by the National State Propetty Commission. in 
order to ensure the impartiality of b decisions and provide independent oversight of the 
opera;tions of prhrdzdon investment funds, the interagency Commisslon wiil include 
repfswnWv88 of the National St& Property Commission, the Minlsby of Economics, the 
Commission for StaWcs and Analysis, and the Ncdional State Bank. in order to obtain rr 
license, the founders of a privaiOization investment fund will be mqulfed to submit complete and 
accurate information to the Commission on the founders of the fund, the fund's capitai, the 
terms on which the fund acquires privatization investment vouchers, and the liability of the fund 
to voucher depositors for any losses it may sustain. The Commission is responsible for 
regulating the operations of the funds with respect to determining minimum capital requirements 
and stock investment procedures and the public accessibility and accuracy of the information 
on the fund's o ~ o n a ,  All of the investment fund's property is subject ta liability for 
shareholder daim. Any Inaccurate information submitted by an investment fund or violation 
of the t m  under which its license was obtained condtutw grounds for the Commission to 
revoke the fund's liceme and liquidate it. 

PrhratizEdion investment funds accumulate the genetal public's privatization investment 
vouchers in exchange for dock in the fund. The National Privatization Fund accumulates 
government shares emmarked by the Committee for sale within 2he framework of large-scale 
privatization, is responsible for announcing auction times, receives applications from privatization 
investment funds to take part in auctions, and organizes public auctions at which privatization 
investment vouchers invested by citizens. P h  call for organWng auctions at two loveis: 
auctions to mil stock in national businesses and auctions to sell stock in regional businesses. 
A i i i  of businesses whosc '?yes will be put on the auction block in exchange for privatization 
investment vouchers m w  IW published at least 45 days prior to the announced date of the 
auction and should indicate the number of sham in each entity to be sold at auction, the 
financial condition of the business, and the minimum amounts (initial bids) of vouchers per 
share of the business. Prhrathtion investment funds must submit applications to the National 
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Pdmtbtion Fund at least 15 days prior to the announced date of the auction. The application 
should Indicate the number of shares the fund plans to purchase In which joint stock companies 
and the maximum number of prhratkatlon investment vouchers which the fund can offer per 
sham of stock. 

Some of the shams In businesses wlll be sold to the public by the National Prhratizatlon 
Fund In order to determine the market rate of the stock. 

Additional (secondary) Iscuwrce and investmant of stock will be the responsibility of joint- 
stock cmpnies In accordam wtth the applicable law of the Republic of Kazakhstarr. 

conpHon betw8~n fund8 at audlons to acquire is bssgd on the assumption that 
they will offer the W m u m  posslble number of InvWment vouchers for the stock at auction. 
A parttwlar imrestmsnt fund may not acquire more than 10 percent of the stock In a particular 
business at a dngk auction. A particular Investment fund may not hold more than 20 percent 
of the shares in a particular jointdock company. Privatization investment funds may sell and 
q u i r e  stock in joint41ock companies from other investment funds, corporations, and 
individuals after the auctions of stock for vouchers have concluded. 

Thg success of l a u g d e  prhratization will require the organization of information and 
publidty services invoMng both the mass media and a system of special counes, questionad- 
answer sessions, and gducadfon with the participation of qualified qerb. 

At the end of the larg& priva5ization process, any unsold share of stock in jdnt- 
stock cmpanles will be put on the open W e t .  If no buyers are found, the Commission may 
immfer the stock on negotiated terms to holding companies or similar entities. 

S m a l l d e  privatization will Involve small busin- rnnd organizations with less than 
200 employees subject to mandatory privatization. 

This privatization category indudes most retail and wholesale businesses, public dining 
facilities, and sdces. Trucking businesses will be privatized at the same time in order to 
guarantee the success 04 s m a l l 4 e  privatization. 

Retall outlets and public dining facilities which servo low-income segments of the 
population will remain under state ownership. 

The privatization of company stores ownd by agribusiness operations will be carried out 
within the framework of these operations. 

The privathti on of an entity will begin with preparing it for auction or competitive bidding 
by providing timely notification to the business' employeas. In certain cases the government 
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wiil assume all the IiabUitIties of the businesrs, including debts and oMigations to employees. The 
mllaMe assets of the busineso wiil indude only its property, namely its fixed assets (if selling 
a building would be impnactical, long-term basing rights would be sold), fts raw and processed 
ma;ter&&, supplies, tools, and cso forth. 

The Commkrsion will draft lists of businesses subject to small-scale privatization on a 
quarterly basis in consultation with $lovemmgnt agencies. Publication of a list constitutes offidal 
notitication of fhg beginning of prhrattation of the busi- included on the list. Creditors 
murat be given a cgltain m n t  of time to fib dalms against the business in accordance with 
the established liquidation procedure. 

Small-scale privatization a M l  be carried out by means of auctions or competithre bidding 
ptocesses invoMng the participation of individuals and nongovemment corporations. The 
procedures for conducting auctions and competitive bidding processes within the framework 
of smalkcale prhratiza;tion shall be defined by appropriate mgulatlons subject to approval by 
the Commission. In competitive d e s  of an entity, preference will be given to citizens of the 
Republic of Kazakhstan and employees of the a d t y  to be sold under the condition that the 
Daitw form their own company. If this company includes mom than 50 percent of the employees 
of the entity, the company wili be given a discount of up to 10 pemnt of the sale price in an 
auction or competftive Mdding process. 

Noncompetitive auctions or Mdding processes are prohlbked. The total amount payable 
by a purckaser for property acquired in an auction or competitive bidding process may consist 
of 50 percent money and 50 per- housing privatizadlon vouchers acquired by the person 
desiring to take part In an auction. 

Unrestricted sale and purchase of housing vouchers wili be instituted for the putpose of 
facllftslting the use of housing privatization vouchem in the smaligcale privatization process. 
Housing voucham may be bought and sold by mearps of pdvatizdon check books through 
offices of the Savings Bank. 

Citizens have fhe right to avail thernsetves of the W c e s  of brokers (on a contractual 
basis) to participate in auctions and competitive bidding processes conducted with housing 
vouchers as a means of payment. 

The use of housing vouchers in small-scale privatization is governed by specid 
regulations. 

The procedure for using housing vouch- to purchase housing will remain the sme. 
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II. The DQnrtlonalMlon and Privatization 
of Stat@ Pmpwty In Agriburlnew 

lhWh&&h and phadh&m in agdMness will be wried 9ut an the initiative d 
the o m  In acamhm with the Program with allowances for the specHio characteristics of the 
industry's sectore, OHISlnesme, and organizations. 

hand and other natural resources will remain the exclusive propeity of the Republic of 
-tan and are not subject to privddizartJon but may be leased on a long-term basis for up 
to 99 yeaR3. 

Statwmd agribusinessg8 will be privatized in the following basic ways: 

o the convdon of state farm$ and ather stateowned agribusingsses into 
indMduaJ proprietor andl peassrnt farms, agricultural cooperatives, small 
businesses Qnd their assoc&tlons, and othsr nongovmment forms of 
management; 

o the establishment of unrestricted or restricted joint-stock compmles; 

o the sale of state property in auctlons or m ~ ~ e  bidding processes. 

The privatkdon of kuge pouttry and livestock operations and greenhouse conglomerates 
will be d e d  out by means of converting them into jdntatodc companies or other types of 
companies or partnerships for which procmwelated gods producers will be given priority in 
purchasing stock (shares) under the condition that they maintain uninterrupted production and 
existing hotizontal relationships. 

Agribusiness procurement, processing, and service businesses will be privatized by 
means of converting them into public joint-stock companies with priotity purchtase rightsi given 
to agricu~ral $oods producer8 with contractual relationships with the converted businesses. 
Any undistributed and unsold shares will m a i n  govemmem property. The National State 
Property Commission of khzakhstan will appoint a trustee for the government block of stock. 

The privat&ation of chronically unpra.* lble agribusingsses will be carried out by means 
of the gtatuttous transfer of their property to partnerships or jdntdock companies established 
by tha mployees d these businesses or, if the employee decline to accept the property, the 
property may be sold at auction or in a competitive bidding process. 

Housing prhratktion vouchers may be wed by indMdud employees or partnerships 
formed by employees to purchase the property of stat-wned agribusinesses. The vouchers 
may be used to cover up ts 75 percent of the sale price of the property of an agribusiness. The 



p u m  of the property of an agribusiness are required to preserve the agricultural profile 
of the operation. The new ownar m y  use the acquired property at his discretion as long as this 
we doas not violate the t m  of the prarcluma and sale agreement. 

All the employeas of the priwatkecl bassiness and other &ens residing on the tenjtory 
of the business may W e  part in the p d v m o n  of ~ ~ n e d  egribusinesses. 

Ni producers of agdcuttural commsdities wili be afforded the opportunity to take part in 
smallgcale privdation in dtb in cornpdtive bidding processes and sluctlons. 

Some of the revenues derived from the privatkation of state property will be used to 
d~velop and support mark& stnrekrrm in agriculture. 

Collective businesses (famas) wili be asked to reregister as partnerships or joint-stock 
companies. 

Ill. The ParOiclpatim of Forelgrp Corporatiom and 
lndlvldualr in the Privu2izatlm Procorcg 

Foreign corporations and indMduals may partidpate in dl types of privatixatlon 
processes. Ttaeir actMty is subject to the applicable law of the Republic of Kamkhstsn and 
intematlonal treaties and agreements. 

Foreign corporations and individuals m y  take part in the privatitatlon of state p r o m  
after Mr f i ~ ~  capabilhb have been revhued and they hove begn issued an appropriate 
license by the N m  Foreign investmen's Agency. 

The procedures and condWons by which foreign corporations m d  individuals may 
partkipate in the privatizaSion of state property on the basis of specialized plans shall be defined 
by the National State Property Commission and the Ministry of Economics in accordance with 
the appleable Iw of the Republic of M h s t a n ,  unless stipulated otherwise by 
intergovernmental treaties and agreements. 

To the best of its ability, the Ministry of Economics will provide information on the 
economic and financial capabilities of prospective investors to concerned corporations and 
individuals. 

When foreign corporations and individuals take part in prOvatization, the entity subject to 
privatization will be valued (appraised) in the national currency and in foreign currency in 
accordance with world market prices for similar types of properly and types of activity. 



DV. Tho Organlzatioouri Framework for Adminl~?ratlve 
of the Donatlmiizatlon and Privatization Promm 

The Natlonal Stab Property Commbion and b regional offices will be responsible for 
the denatOontslIraSion anel privat&tiiion of state property in the Republic of Kazakhstan in 
coopersdk=n with minlstrlee, dsparbnents, and looal gowm-. 

Th@ prh,at&d etadwmrngel busin- themselves, privatization officss, and non- 
govemmm? m & a l  organiratim duty l M  by the Nadioncrl State Property Commission 
will perform the p p m t o r y  work of apprelsing propew and drafting ppjVahUon documents 
along with o0ficett of the National State Property Commission. 

The President of tke Republic of Kazakhstan is responsible for monitoring the 
implementa;aion of the Program. lnfonnaticm on the progress of the Privatization Program will 
be published on a regular basis in the national and local print media 

V. The Procedure for Recelwira and Distributing 
Fund8 Q(~Pjvgd ftOm the Priwatizatlon 

of State Proparty 

Funds derived from privatization mean ail monetary and other revenues from the sde of 
Statwwned property. 

Dividends for state-owned blocks of stock end lease payments received by the National 
Slate P r o m  Commrssion and its regional office6 will not be included in funds derived from 
privatization and are to be transfened to the appropdate budget account minus any bank 
transaction apemes. 

Accsrding to the LQW 'Governing Denationalization and Privatization', the funds derived 
from privatkdon are the property of the state m d  shall be deposited in special accounts. 

Monies derived from s m a l l d e  prjvafhation auctions will be transferred to special 
accounts after the debts of the privatized entities have been paid. 

Funds deposited in a special nstioml smunts wI!l be used to pay the national domestic 
debt and for other purposes indicated by fils government in a submission to the President of 
the Republic of Kazakhstan. 

Funds received by I d  govemmentf: and a portion of the funds from the special national 
account may be used to provide subsidiei and security for needy and socially insecure 
segments of the population, for unemployment benefits, for personnel training and retmining, 
and for other purpocbes. 
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The pr0eedut-a~ for expenditures of these funds am to be determined by the heads of 
load governments. 

The national gwmment is mponslble for approving the portion of the funds used to 
impkmmt the P m  Pmgram. 

QI. Sdrr3 SecwOty Ourrantem 

The hplemenaa9lm of the Program must be accompanied by social security guarantees 
for the republic's population, including: 

- g u h e e s  of empioyment for employees discharged in the privatization process 
by rnesvrs of gMng them the opportunity to change jobs and occupaU0118 
through a system of public md private training and retraining facllittes; the 
q p n b t k m  of a system of public work8 on the basis of rquiatlons approved by 
the government; fimdng publlc works drom national and local budgets and the 
funds of conamad buslnesge9; the establishment of a system of tax concessions 
for small business devdqmwnt which would utliize the manpower resou.- left 
ldle by the priv-m process and the labor of retirees and disablgd pemns; 

- the estatdishcnent of s p d d  public, private, and mfxed funds to p~ovide subsidies 
and sodeal security to the needy and socially insecure segments of the population 
in the amount of 10 to 16 percent of the funds derived from the privatization of 
state property; the pay& of unemployment compensation by deductions from 
mployws and ndonal and local budget funds; voluntary contributions from 
corporations and individuals; sodal and economic development of environmental 
disaster zones by deducting 10 percgnO ofthe revenues from the privatization of 
state property and the voluntary contributions of mhprenwrs. 
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