
KYRGYZSTAN ANALYSIS OF 
KYRGYZENERGO HOLDING COMPANY 

(Deliverable 3 4) 
NIS Inst~tutlonal Based Servlces Under the 

Energy Efficiency and Market Reform Project 
Contract No CCN-Q-00-93-00152-00 

Kyrgyzstan Energy Sector Regulatory Reform 
and Restructuring 

Dellvery Order No. 6 

FznaZ Report 

Prepared for 
U S Agency for International Development 

Bureau for Europe and NIS 
Office of Environment, Energy and Urban Development 

Energy and Infrastructure Division 

Prepared by 
Pnce Waterhouse 

Subrnrtted by 
Hagler Bailly 

1530 Wilson Boulevard 
Suite 400 

Arlington, VA 22209-2406 
(703) 351-0300 

December 12,1996 



Kyrgyz Republic 

Privatization and 
Restructuring of the 
PowerIHeat Sector 

Prepared For 

Hagler Badly ConsuIt~ng, Inc 
on behalf of 
Unlted States Agency for International Development 

AID/ENVEUR/DR/EI 
320 2 lSt Street, Room 4440 
Washington, DC 20523 

Prepared By 
Pr~ce Waterhouse LLC 
16 16 North Fort Meyer Drlve 
Arlington, VA 22209-3 100 

USAID CCN-0002-Q-00-3 152 
Dellvery Order No 6-0 1 - KR 
Republ~c of KR 
Prlvatlzatlon and Restructur~ng of the PowerIHeat Sector 

F~nal Draft Report 



Republic of Kyrgyz-Pr~vatlzat~on and Restructurlng of the Powermeat Sector 

Table of Contents 

I Execut~ve Summary 1 

II lntroduct~on 3 

A Background 3 

C Scope of Work and Methodology 4 

Ill Current Status of the Sector 5 

A System Overvlew 
B Issues Faclng the Sector 
C Electnc~ty Demand 
D Electnc~ty Supply 

1 Generation 
2 Transmlsslon & Dlstribut~on 

E lnstltut~onal Framework 
1 Management and Operations 
2 Leg~slat~velRegulatory Framework 

F Tar~ffs 
G Financial Performance 
H Account~ng and Financial Management 
I Staffing & Personnel 

IV lnternat~onal Trends In Power System Restructur~ng 15 

A lntroduct~on 15 
B Hor~zontal and Vertlcal Div~s~on and Prlvatlzatlon 15 
C Horizontal Breakup of Distribut~on 16 
D Separation of Pollcy and Regulatory Framework 16 

V Analysls and Flndlngs 19 

A Restructurlng Alternatlves 
1 Two Baslc Cholces-Whether to Dernonopol~ze or Denationalize 
2 Flve Alternatlves 

B Flnanc~al Analysls of Restructurlng Alternatlves 
1 Introduction 
2 Summary of Alternat~ves Analys~s 
3 Alternatlve 1 Status Quo 
4 Alternatlve 2 Lease Alternatlve 
5 Alternatlve 3 Decentralize Distr~butlon Alternat~ve 
6 Alternatlve 4 Partially Unbundle and Part~ally Privatlze Alternat~ve 
7 Alternative 5 Fully Unbundle and Fully Privatlze Alternatlve 

Pr~ce Waterhouse LLC DRAFT 
I 12/12/96 



TABLE OF CONTENTS Republrc of Kyrgyz-Prrvatrzatron and Restructurrng of the Powermeat Sector 

C Legal Framework 
1 Objective and Methodology 
2 The Development of KNEHC and Crlt~cal lssues 

3 The Legal Bass for Future Prlvatlzatlon 
4 Corporate Governance lssues In the KNEHC Charter and the Funders Agreement 
5 Current Leglslat~on Govern~ng the Power Sector 
6 Major Flndlngs and the Crltlcal Issues of the Exlstlng Legal Framework 

D Staffing and Management 
1 Importance of Organlzatlonal Structure 
2 KNEHC and Subs~d~ary Organlzatlonal Structures 

3 Issue 
4 Comments About Present Structure 
5 Need For Organ~zatlonal Structures 
6 Speclfic Areas of Weakness 
7 Factors Dlscouraglng Manager~al Staff 
8 WageslSalar~es 
9 Corporate Plannlng 
10 Manuals 
11 lnformatlon Flow 
12 Budget 
13 Other Management Problems 

E Management lnformatlon Systems 
1 Flnanc~al Management System Character~st~cs 
2 lnformatlon Technology Character~st~cs 
3 Integrated Flnanc~al Management System Summary 
4 Opt~ons 

VI Conclus~ons and Recommendat~ons 

A lntroduct~on 
B Restructuring Alternatives 
C Organlzat~on and Staffing 
D Management lnformat~on Systems 
E Legal Framework 

Pr~ce Warerhouse LLC DRAFT 
I1 12/12/96 

I 



Republ~c of Kyrgyz-Pr~vatlzat~on and Restructuring of the PowerJHeat Sector 

Acronyms 

CHP 
EBRD 
FSU 
GAAP 

G&A 
GDP 

GOK 
HB 
IAS 
ICB 
JSC 
KR 
KSEC 
KNEHC 
LCB 
MIS 
NEP 
O&M 
P ES 
PW 
RES 
SEA 
TAClS 
T&D 
TES 
TOM 
USAlD 
WB 

Comblned Heat and Power 
European Bank for Reconstructron and Development 
Former Sov~et Union 

Generally Accepted Accounting Prrncrples 

General Admndrat~on 

Gross Domestrc Product 
Government of Kyrgyzstan 
Hagler Ballly Consulting Inc , 
lntematronal Accountrng Standards 
lntematlonal Competrtrve Brddrng 
Jolnt Stock Companies 

Kyrgyz Republ~c 
Kyrgyz State Electrrc~ty Corporatron 
Kyrgyz Natlonal Electr~crty Holdrng Company 
L~mrted Competrtlve Blddrng 
Management Informatron System 
Natlonal Energy Program 
Operatrons and Management 
Basic Dlstr~butlon Utllltres 
Price Waterhouse LLC 
Regronal Electric D~strrbutron System 
State Energy Agency 
Technrcal Assrstance for the Confederatron of Independent States 

Transmlss~on and D~strrbutron 
Thermal Electrrc Statrons 
Target Orlented Management 

Unlted States Agency for lnternatronal Development 
World Bank 

CURRENCY 

1US$ = 15Som ( Used here as an average of today s rate but not reflected In all calculatrons hereln ) 

100 tylns = lSom 

UNITS 

Gcal G~ga Calor~es 

GWh G~ga Watt hour 

kV kilo Volt 

kwh Kllo Watt hour 

MW Mega Watat 

Prrce Waterhouse LLC DRAFT 
I N  12/Z2/96 



Republlc of Kyrgyz-Pr~vat~zatlon and Restructuring of the PowerIHeat Sector I 
I 

I.  Executive Summary I , I 
This report on the prlvatrzation and restructurtng of the Kyrgyz Republrc (KR) power and heatlng sector I 

(Sector) includes an overvrew of the Sector, the alternatives to restructuring the Sector, and recommendations 
I 

on a) privatlzatton of the Sector and b) ~mprovements to the Sector's central mstitution, MNEHC The Sector 
In the KR is evolving at an accelerating rate By clarifying the current situation, presenting alternatlves for 
prlvattzation and restructuring, and providing specific recommendations, the authors offer some tools to the I 

B 
Sector's participants to improve the Sector's operations 

After a br~ef background on the Sector and this study's orlgtns in Sect~on 11, a review of the current status of 
the Sector is presented in Sect~on 111 Operating data through year-end 1995, as well as an overview of 
KNEHC, are tncluded In this sectlon I 
Section IV puts the current restructuring activltres of the Sector In perspective with a revtew of the I 
rnternattonal trends in the power sector restructuring Covering both the horizontal and verttcal aspects of 
restructuring, this dtscussion provides background on the structure, ownershrp and regulation that has 
evolved world-wide when energy sub-sectors privatize I 
The analysis and findtngs contained in Sectton V cover the restructuring opt~ons, the legal framework 
surrounding the Sector, the staffing and management of KNEHC, and management tnformatton systems The 
informatton on the restructurlng options was presented in the September, 1996 report entitled Assessment of I 
Restructuring O ~ t ~ o n s  for the Kvrnvz Power Sector by Hagler Batlly Consulting, Inc A financial analysis of 
these alternatives follows the discussion of restructuring alternatives and covers the impl~cations for pursulng I I 
the different alternattves I 
The final sect~on of the report contains four sets of conclus~ons and recommendations covering 1) the 
restructuring option best suited for KNEHC, 2) the modifications to KNEHC's organizat~on and staffing that 
are needed to make the restructuring successful, 3) the Improvements to the management information system 

I 
that contribute to successful commercial~zation of previous government provided servlces and 4) the legal 
Issues that immediately affect the restructuring process 

The recommended alternative for restructurlng and prtvatizing KNEHC has the best chance of improving the 
operations and financial health of the Sector By partially prtvatlzing KNEHC through a near term coupon 
auction and then lnstltuttng vertical unbundling of the system, the Sector will introduce commercial 1 
~ncenttves to the operattons and create management accountabil~ty The evolvtng legal environment Includes - 

an independent Sector regulator to facilttate the restructuring and to balance the needs of the Sector's 
constituents Thts regulator is essential to a successful restructuring because the Sector has specific issues 
e g , ttmely and appropriate tarlff adjustments and mantpulation of tar~ffs that must be addressed w ~ t h  local 

I 
sensitivity and creativity In the process of constructing a successful, commericalized and compet~tive heat 
and power industry I 

Prrce Waterhouse LLC DRAFT 
1 12/12/96 

I 



Republ~c of Kyrgyz-Pr~vat~zat~on and Restructurtng of the Powermeat Sector 

Il. - Introduction 

A Background 

The power and heat sector ( Sector ) affects the Kyrgyz economy both directly, as one of its largest 
Industries, and Indirectly through ~ t s  impact on the prlce levels of other commodit~es produced m the 
economy In addition, its Importance has been emphasrzed further by the shortage m the availability of other 
energy sources such as coal and gas According to recent World Bank (WB) statistics the final consumption 
of petroleum products, coal and natural gas decl~ned by 30 percent to 70 percent while the consumptlon of 
electrlcrty remained constant Thts Increased dependence on electrlclty as a key energy resource, as well as 
the relatlve importance of the sector In the economy, has elevated the need to improve the performance of 
Kyrgyz Natronal Electr~city Holdlng Company (KNEHC), the nat~onal utility responsible for the operation of 
the Sector 

The Sector's current performance is weak Thls is due in part to the poor condition of the system and 
decllnlng levels of investment It IS further affected by factors internal to KNEHC and the regional 
macroeconomic decline Since independence, the Kyrgyz Republic (KR) has experlenced a dramatic decline 
in economic activlty This resulted from a drastlc structuraI change in both the Kyrgyz and regional 
economres Prlor to the break up of the Former Sovlet Union (FSU), the KR's economy had a large industrial 
sector htghly Integrated wlth FSU, accountrng for 40 percent of Gross Domestlc Product ( GDP ) After its 
breakup, the Central Asian reglon experlenced slgnrfrcant economlc decllne in part because of the dlsruptron 
of trade between Republics The recesslon In reglonal actlvlty also led to a shortage of coal and gas which, in 
turn, led to dramatlc Increase In the tmport price of these products from Kazakstan and Uzbekistan As a 
result, the Government of KR (GOK) has actlvely been pursulng a pollcy to encourage the use of electrlclty 
as a substitute energy source, especially for domestlc heating 

The above factors have had a negat~ve rmpact on the performance of KNEHC For example, the regional 
recesslon resulted m a decline m revenues from export of electr~city It also caused the contribution of the 
lndustrlal sector to fall from 40 percent of GDP in 1994 to approximately 26 percent of GDP in 1995, leading 
to a dramatic decrease in electricity consumption and revenues generated by that particular customer class 
However, at the same t~me, consumptlon by res~dentlal customers, whose rates are below the cost of service, 

has Increased The changed customer mlx has contributed to the further decline in KNEHC revenues and 
overall financial performance 

Recognizing the urgent need to improve KNEHC's performance, GOK has embarked on a ambitious program 
to reform and restructure the Sector As part of thls effort, ~t approved Decree # 592 on December 10, 1993 to 
transform the Kyrgyz State Electricity Corporation (KSEC) to the KNEHC, a Kyrgyz State Jolnt-Stock 
Holdrng Company Currently, the GOK 1s preparing preliminary drafts of privatization and restructuring 
pollcies for the Sector 

In order to asslst the GOK in achlev~ng rts reform goals for the Sector, the WB, and the United States Agency 
for International Development (USAID) have lnltiated a study to 

~dentlfy and analyze the long-term opttons for restructuring and prlvatlzation of the Sector and Sector 
entitles, 
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Republic of Kyrgyz-Privatizat~on and Restructuring of the Powermeat Sector 

conduct a financral analysrs of the Sector based on each of these optrons, and 

develop recommendatrons based on these analyses for the future directron of the Sector 

C Scope of Work and Methodology 

Thrs study was conducted by the Technrcal Advrsors from Hagler Ballly Consulting, Inc (HB) and Pr~ce 
Waterhouse LLC (PW), as a part of the Operations and Management Assessment Study, funded by USAID It 
was divrded into two phases The first phase, Phase A, focuses on analyzing opt~ons for restructurlng The 
key tasks In Phase A were 

defining GOK/KNEHC objectives, 

developing criterla for evaluatrng options, 

defining the "base case" for KNEHC operatrons, and 

evaluating the optrons and provldrng ranked alternatrves to GOWKNEHC 

The key tasks m Phase B focused on the followrng areas of KNEHC's operatrons 

organrzatlonal structure, 

legal structure, 

financial structure and performance, 

manpower and staffing, and 

management rnformatron systems 

In an effort to meet the objectives of the study, the study Team undertook the following tasks 

an analys~s of the general legal framework In KR governrng corporations, state enterprises, and the Sector, 

an lnvestlgatron of the KNEHC organrzat~onal framework and subs~drar~es' control, 

an analys~s of staffing and manpower management rmplrcations which would result from the 
commercralization of the Sector , and 

an rnvestrgatlon of the company's Management Information System (MIS) and its appllcabrl~ty in a 
transformed and restructured sector 

Thls involved revlews and analyses of the follow~ng 

relevant legislat~on and documentation pertalnrng to the Sector, and proposed legrslatron related to Sector 
reform, 

documentatron relatrve to the organlzat~onal and management structure, as well as the operatronal and 
financ~al performance of KNEHC, 

KNEHC's management information systems and accounting systems, 

meetrngs w~th representatives from GOK, KNEHC, the State Property Fund, and the WB and 

lnternatlonal restructurlng experience 
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Republ~c of Kyrgyz-Pr~vat~zat~on and Restructur~ng of the Powermeat Sector I 

I 
I 

Ill. Current Status of the Sector I , I 
A System Overv~ew 

The total electrlc capaclty In the KR system IS 3532 MW There are an addlttonal610 MW under 
constructton The rnajorlty of existtng capacity lnclud~ng that under constructton IS hydro power There are 
two Comblned Heat and Power ( CHP ) plants Included In the system rnlx These are located In Blshkek and 
Osh and have a combined capactty of 659 MW In addltlon to supplying KR's customer's needs, KR makes 
annual contract sales to Kazakstan and Uzbeklstan These sales contribute heav~ly to KR's annual revenues 
The developed hydro plants In KR are estimated to be only about 10% of the hydro potenttal Electrlclty IS, 

therefore, seen as an Important export commodtty for the future The Table below provtdes a summary of 
vital system character~st~cs 

Table 3 1 Power System Characterlst~cs 

1994 ':, " 1995 :' 
Installed Capac~ty 3 532 MW 3 532 MW 
Peak Demand 2 173 MW 2,324 MW 
Reserve Marg~n 62 5 % 54 5% 

Electr~c~ty Product~on 12860GWh 12291GWh 
Hydro 11720GWh l l122GWh 
Thermal 1140GWh 1169GWh 

Net Sales 10336GWh 8543GWh 

Aux~llary Use 360 GWh NIA 
System Losses 2 164 GWh NIA 

KNEHC Exports 2 505 GWh 1 368 GWh 

Heat Capacrty (GCalIhr) 2 290 NIA 
Heat Sales 2 698 Cal 2 643 Tcal 

Industry 498 Tcal 284 Tcal 
Agr~culture 96 Tcal 86 Tcal 
Res~dent~al 1 502 Tcal 1 504 Tcal 
Other 601 Tcal 769 Tcal 

Number of KNEHC s Employees 15 200* 15 200* 

KNEHC has recently begun a program to reduce the number of 
employees As of September 1996 the employees numbered 7 7 500 

B Issues Faclng the Sector I 
I KR's hydro resources serve a dual purpose They are used for electrlclty generatton and for lrrlgatlon 

purposes The latter benefits Kazakstan and Uzbeklstan Thus, the problems besetting the Sector need to be 
resolved In constderatlon of ~ t s  Impact on irrlgatton, v ~ z  , the effect on strategic waterways, control of water 
flows, and internat~onal relat~ons I 
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Republtc of Kyrgyz-Pr~vatlzatlon and Restructuring of the Powermeat Sector 

The most daunting problem fac~ng the Sector IS the shortage of funds for rehabllitatlon work An estimated 
$650 mlll~on requrred $380 m~lllon to repalr exlstlng fac~lit~es and $270 mllllon to complete construction of 
Kambarata 2 The break-down of funding needed for repalr and rehabilitat~on Includes the following 

$80 m~llton for the B~shkek Thermal Statlon, 

$65 mlll~on for Dlstnct Heatng, 

$145 mllllon for repatrs and rmprovements to the transmlsslon and drstrlbutlon system, 

$70 mllllon for the hydro plants downstream of the Toktogul Reservotr and 

$20 m~llton for other hydro plants and m~scellaneous factlltles, 

Total $380 m~lllon 

Of the $380 m~ll~on,  about $70 mlll~on is to be provided by the WB and the Asian Development Bank The 
loan w~l l  be made ava~lable to the KR, prov~ded the Sector takes on spec~fic ~nst~tutional reform actlons, 
~ncludrng the creatlon of an Independent regulatory framework and the provision of a ccsocial safety net" to 
mltrgate adverse affects of tar~ff reform on low Income consumers 

Much hope for the growth of KR's economy 1s placed on the development of the 1900 MW Kambarata 
project Thls project has been estimated to cost about $4 bllllon about $2 billion for construction of the 
reservorr and plant and about $2 bill~on for transmission There are currently studies be~ng conducted to 
d e t e n ~ n e  the potential market for the power 

In add~tion to provid~ng power, KNEHC also maintains and operates the CHP plants The operation of the 
CHP plants hrther complicates matters for KNEHC In order to operate the d~strlct heat~ng plants, KNEHC 
must procure natural gas and coal from Kazakstan and Uzbekistan Because of the shortage of cash, most of 
the coal and oil purchases have been made through barter Thls has exaggerated already severe cash flow 
problems KNEHC IS at a d~sadvantage since it barters low cost hydro-electnc~ty to ~ t s  tradlng partners m 
exchange for high pr~ced coal and gas Overall thls makes the operation of the CHP plants uneconomic In 
addlt~on, given the unfavorable terms of trade, CHP operat~ons must be cross-subs~d~zed by the revenues 
from electricity sales The combinat~on of these unfavorable c~rcumstances constrains the KNEHC from 
real~z~ng 1s true profit potent~al 

Operational problems of the Sector Include very large accounts receivable balances and extremely high 
losses-technical and non-technical 

C Electrlc~ty Demand 

There has been an overall decllne m the demand for electr~ctty in the industrial and agricultural sector, while 
there has been an increase In consumpt~on for res~dential customers The table below shows h~stor~cal 
electricity consumption by customer class for the last six years 

Table 3 2 Consumption by Customer Class (Kwh) 
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D Electrlclty Supply 

1 Generatron 
As ment~oned above, currently 81% of KR7s Installed capaclty 1s accounted for by hydroelectr~c generatlon 
Thls represents approxlmately 10% of the country's total estimated hydro potentla1 KNEHC operates 20 
power plants w~th a total Installed capaclty of 3,532 MW Of these, 18 are hydropower plants w ~ t h  2,873 MW 
of installed capaclty The Toktogul Cascade on the Naryn R~ver has a capaclty of 2,180 MW The 
downstream plants of thrs Cascade are used as peaklng unlts Several small hydro plants on other rlvers 
supply another 83 MW 

There are two comblned heat and power thermal electrlc stat~ons ( TES ) 609 MW In B~shkek and 50 MW In 
Osh The system prov~des centralized heatlng m the clt~es of Bishkek, Osh, Karakol, Kyzyl-K~ya and Kara- 
Kul The heating systems have a total length of 460 kilometers The heat sources of the power system 
generate 5500 to 5700 thousand giga calor~es of heat per year, or 39% of the thermal energy consumed by 
KR 

The annual energy output of KNEHC In 1994 was 12,860 GWh, of whrch 1 1,720 GWh was from hydro 
plants and 1,140 GWh from thermal power plants The net energy loss In the system was approxlmately 
2,164 GWh, accounting for excess of 16 percent of energy sent-out Of the total energy sales, 2,505 GWh 
was used for energy export to Kazakstan and Uzbekistan At present, the reglonal electnclty trading IS 

based on a serles of bilateral agreements 

Although KNEHC's 1995 Installed capac~ty 1s approxlmately 55% in excess of ~ t s  peak demand, avallabll~ty 
has been relatively low The effective capaclty of the exlstlng system 1s no more than about two thlrds of the 
Installed capacity due to operational and fuel related constraints Fuel related constrarnts are from the CHP 
plants In B~shkek and Osh The poor cond~t~on of some of the older hydro unlts contrrbute to the low 
availablllty Most plants were bullt In the last 25 to 30 years, and have had minimal upkeep and maintenance 
Further, many of the turblnes in the CHP's have been In operat~on for over 180,000 hours Detalls on the 
major generatlon facll~t~es are presented below 

Table 3 3 Generat~on Resources 

TY pe Plant Capaclt~ (MW) 
Thermal 

Blshkek Thermal Plant 609 MW 

Osh Thermal Plant 50 MW 

Hydro 

Naryn Rlver Cascades & Other 2 873 MW 

Total 3 532 MW 

The transmlsslon system operates at two maln voltage levels of 500 kV and 220 kV In add~t~on, there are a 
number of 1 10 kV llnes In the less developed parts of the country The KNEHC system has a total of 498 
substations at 500 kV, 220 kV, 110 kV and 35 kV voltage levels, w~th a total capaclty of 8,620 MVA The 

I 
transmlsslon and dlstribut~on ( T&D ) network 1s dlvlded Into e~ght admtn~stratlve centers (Osh, Chul Valley, I 
Jala Abad, Issl-Kul, Naryn, Bishkek, Kem~n, Talas) servlng the total KNEHC system The transmission g r~d  I 
w~thin KR 1s Interconnected to the Central Asla Gr~d 

KR7s geography made ~t necessary to dlv~de the power system Into northern and southern halves connected 
by a slngle 500 kV overhead line running from the Toktogul Hydropower Plant to the Frunze Substat~on The 
southern half of the system prov~des surplus power to offset the shortages In the northern half 

I 
I 

Overall, both the T&D systems are In need of repair or upgrade The need for Immediate maintenance IS 

cr~t~cal for the dlstrrbution system, whlch IS experlenclng rapid growth due to the use of electr~ficat~on for 
I 
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heatlng Estimates lndlcate that 22% of the lOkV and 36% of 0 4kV lines need to be reconstructed 
Add~tionally, an average of 26 5% of all transmlsslon substat~ons have been m operation for more than 25 
years and are in urgent need of rehabll~tation Detalls of the T&D system are presented below 

Table 3 4 Transm~ssion & Dlstr~but~on Facllrt~es 

E lnst~tutronal Framework 

I Management and Operations 

The Sector In KR has histor~cally been owned and operated as a state-owned monopoly Subsequent to the 
break up of the FSU, control of the Sector was glven to the KSEC, w~th the State Property Fund actlng as the 
owner on behalf of the GOK In 1994, KSEC underwent a transttion from a state-owned company to a j o l t  
stock State company, now known as the KNEHC 

KNEHC operates twenty four subs~diar~es of whlch s~xteen are lnvolved In the core business of power 
generatlon, transmlsslon, dlstribut~on, dtstr~ct heating, O&M actlvlt~es, supply store maintenance and trainlng 
actlv~t~es Flve other subsidiaries are engaged In des~gn, research, construction and manufacturtng of steel 
structures Three other substd~artes have been converted to joint stock companres which are in the businesses, 
respectively, of c1v11 construct~on, cement product~on, and manufacturing of transm~ss~on and d~str~but~on 
towers and poles 

KNEHC's Pres~dent is appointed by the Pr~me Mln~ster It has an hierarchical organlzatlonal structure, with 
the Pres~dent havlng author~ty over all operattonal Issues A dlstlnct feature of KNEHC's organlzatlonal 
structure is the large number of personnel reporting to the Pres~dent At present, approxtmately 24 heads of 
enterpr~ses and 11 executive directors report to the Pres~dent Thls drspersed report~ng structure results from a 
lack of consol~dat~on of departments by funct~on 

2 Leg~slat~ve/Regulatory framework 

W~th the recent enactment of the Energy Law, KNEHC IS to become a l~censed regulated entlty The 
President of KNEHC reports to a Deputy Pr~me-Min~ster KNEHC must also adhere to varlous accounting 
and labor polic~es adopted by that Committee under the earlier FSU regime Although, the day-to-day 
operations are the respons~bil~ty of KNEHC's management, the ab~lity of the Government to Influence Issues 
such as tar~ffs, salar~es and wages severely restricts management's ablllty to address financial and 
organ~zat~onal challenges 

Electric~ty tariffs are on an average between 14% and 37% of world prlces Tar~ffs are malntalned at such 
low levels due to soc~al concerns (such as, ability to pay) and the poss~bility of increasing inflation Though 
these are valld concerns, the~r relatlve importance ln ~ustifylng the low cost of electricity m KR does not hold 
merlt Surveys show that the abil~ty to pay may not be a 'real' factor Also, though the poorest segment of the 
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Republic of Kyrgyz-Privatization and Restructuring of the PowerIHeat Sector ! I 
populatlon may not be able to afford the electricity, ~t could be argued that the average customer need not be 
subs~dlzed The present tar~ff schedule IS presented below 

I 
I 

Table 3 5 Tariff by Customer Class 

A vast segment of the population that does not requlre a substdy is receiving ~t under the current tarlff I - 

structure The average monthly consumptlon per household is 230 Kwh, w ~ t h  rural consumptlon much higher 
than that In urban areas (rural 286 kwh  and urban 15 1 kwh) due to a lack of heating and cooking fuels In 
rural areas The table below, presents data for consumption by varlous classes from 50 kwh  and below to 200 
kwh and above, whlch is helpful In illustrating the inefficiencies of the current tar~ff structure 

I 
A 

TY pe 
Industry 
State Enterprise 
Res~dentlal 
c 700 k w h  
> 700 k w h  

Table 3 6 Consumption for D~fferent Levels (1994) I 

It IS ev~dent from the above table that 52% of the low Income households consume less that 150 kwh per 
month and that the overall monthly consumptlon for 50% of the populat~on in KR is less-than 150 kwh This 

I 
h~ghl~ghts the major drawback of the current tarlff structure The 300 kWh cut-off for the Ilfe-line tar~ff  may 
be hlgher than a subsistence consumption level * I 
The losses due to the current tariff structure are further exacerbated by the increasing consumptlon of 
electric~ty by both urban and rural households, whlle the consumption by industr~al customers has 
simultaneously decllned This shift 1s due to the GOK's policy to substitute electrrcity for expensive Imported 
he ls  such as coal, gas and petroleum products W~thout the proper adjustments to the current tarlffs the 

I 
Increased residential consumptlon has enlarged the magnitude of the financial losses I 

WorJd Price (centglkWh) 
45-75 
4 5-7 5 

3 6-6 0 

7 5-12 5 

_ Tariff (tyinslkwh) 
25 
25 

12 

25 

Under the current tarlff structure, res~dentlal customers are subs~d~zed at the expense of industrial customers 
who must pay double the res~dent~al tar~ff (after including the lower rate for 0-300 kWh) Also, there IS no 
t~me-of-day or seasonal tar~ff for lndustr~al customers to compensate KNEHC for supplying electricity durlng 
hlgh demand hours 

I 
I 

Tanff (centslkwh) 
1 67 
1 67 

0 80 

1 67 

* This cut o f f rahe  for the I@ lrne tarifls has been recently rarsed to 700 kwh further complrcat~ng the subsrdyproblems 
I 
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G F~nanclal Performance 

The financlal performance of KNEHC over the last three years has been unsatwfactory, although KNEHC has 
managed to earn meager profits Summary operating mcome over the last three years are presented below 

Table 3 7 Sales and Operat~ng lncome 

The product~on and supply of electrlclty has an operating profit whereas distrlct heatlng 1s operatlng at a loss 
Dlstrlct heating losses stem from a decltne in sales and high operatlng costs resulting from high fuel costs 
Coupled wlth extremely low tariffs, thls s~tuation IS responsible for the losses in district heating The burden 
of these losses is then distributed to all electrlcity customers through the Internal cross subsidy This subsidy 
has detrtmental soclal consequences at a nat~onal level by increasing energy costs in poor rural regions In 
general, the smaller c ~ t y  and rural electrlc customers throughout the country are subsl&zmg the urban heatlng 
customers For example, the urban heating customers of Bishkek account for about 80% by heatlng load but 
only 12% of electrtclty load 

Although the electrictty buslness has an operat~ng profit, the financial performance 1s determined more by 
export sales than domesttc operations Electrlctty sales domestically have stagnated and export sales have 
been bolstering KNEHC's performance From 1993 to 1994, the doubling of export sales under favorable 
tarlff terms between Kazakstan and KR resulted In a two-and-half fold Increase in operatlng lncome In 1995 
export sales went back to the 1993 level with revenues declining by one half These numbers are not inflat~on 
adjusted Now, KNEHC expects 1996 export sales to Increase agarn with revenues more than doubllng from 
1995 All of these variations have a dramat~c effect on operatlng lncome creatlng slgnlficant uncertainty m 
the financlal health of the company 

- *r. ?\- * -T- .- - . ~ p  - b i - *  e" 

Electnc~ty Sales (GWh) 
Heat Sales ( 000 GCal) 
Operat~ng Income Elec ($m~l) 
Operat~ng Income Heat ($ mil) 
Operat~ng Income Total ($ m~l) 

H Accounhng and Financ~al Management 

*,I993 
9 009 
3,989 

35 2 

(12 7) 
17 5 

1394' - 1 - 1995 % 

The effects of KNEHC's accounting methodolog~es, which follow the FSU system, and therefore d~ffer from 
International Accounting Standards (IAS), must be taken into account In analyzing the results of KNEHC's 
performance KNEHC IS severely short of cash, to the extent that it has been unable to pay salaries for staff, 
in some cases up to e~ght months There 1s a complex barter system m place which accounts for 
approximately 75% of sales, lncludlng suable barter transact~ons between Kazakstan and Uzbekistan where 
electrlcity is traded for coal and gas These transactions are coordinated through a barter clearinghouse and 
accounted for as cash This large portlon of KNEHC's revenues are essentially ~ l l ~ q u ~ d  To fkrther compound 
the situation, KNEHC has large accounts receivable balances for both electr~clty and heat The accounts 
receivable balance as of year-end 1995 for electrlcity customers was 226 days, and approximately 134 days 
for export sales The above factors have led to a severe liquidity crisis as well as the degradation of the 
physical system 

10 336 
2,715 

6 2 7  

(20 0) 
42 7 

In additlon to problems collecting the current tarlff from customers, the overall tariff structure has severely 
hurt KNEHC's financial pos~t~on as explained above At present, the cost of electric~ty 1s below the cost of 
product~on for most classes of customers A cross-subs~dy, whlch 1s essentially funded by KNEHC 
commercial and lndustr~al customers, 1s built into the tariff system But the actual subsidy provided to all 
classes of customers may st111 be hlgher slnce there are vanous financial factors that have not been accounted 

8,543 
2,740 

1 3 7  

(15 9) 
(2 3) 
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for In derlvlng the tanff, namely (I) fixed assets for KNEHC have been severely undervalued and therefore 

I 
the depreclatlon charges and reserves for rehabllltat~on are not adequate, and (11) KNEHC 1s operattng w ~ t h  a 
capital structure that has essent~ally little debt and no commitment to provide d~vidend on equlty 

I Staffing & Personnel 

At present, the KNEHC provldes servlce to about 970,000 consumers throughout the country Although 
I 

electricity /heat supply is a crltical source of energy wlth an lncreaslng demand (consumers are sw~tch~ng I 
from thermal heatlng to electr~cal heattng), to date, the KNEHC has not been able to formulate a strateg~c 
human resources plan whlch ensures optimum utlllzat~on of human resources In the years to come A detalled 
breakdown of available human resources In varlous substd~ar~es are summarlzed tn Tables 3 7 and 3 8 before 
and after reductton of personnel, respectively 

Accord~ng to the data prov~ded, KNEHC's total manpower strength has been reduced from 15,500 to 1 1,509 
durlng the last one year A typ~cal distr~but~on of employees by employee category is glven in F~gure 3 8 for 
the KNEHC subs~dlary - Energy Repair Company, 81% conslst of semi-skilled techn~cal servlces and 
unsk~lled field servtces, whlle 19% conslsts of skllled techntcal grades 

Table 3 7 tnd~cates the data on the distrlbut~on of manpower, between the four areas, generation has absorbed 
3,627,23 7% of the total, transmlsslon and d~strtbut~on about 8,31 I ,  54 3% of the total manpower strength, 
and the construction and other related servlces are 2,80 1 personnel, 18 3% The head office staff accounted 
for 571,3 7% of the staff 
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Table 3 7 
Personnel lnformat~on of KNEHC's Enterpr~ses - 1995 

(Before Personnel Reductton) 

I Number ofemployees absenr / Number of consecut~ve days absent 
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I 
I 

Table 3 8 
Average Number of Employees 
by Enterpr~ses for N~ne Months 

(as of September 1996) 

Pr~ce Warerhouse LLC DRAFT 
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12 

13 

14 

15 

Total 

B~shkek Thermal Heatlng 
Network 

Construct~on & Repalr 

Repa~r 

Under Construct~on Hydro Plant 

456 

253 

494 

320 

11509 

361 

21 5 

386 

209 

7964 

25 

23 

54 

47 

2051 

64 

13 

48 

57 

1366 

5 

2 

6 

7 

127 
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Figure 3 8 
Energy Repa~r Company 
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IV. International Trends in Power System Restructuring 
I 

I I 

A Introduction 

This sect~on relates to a draft report ent~tled Assessment of Restructur~ng and Ownersh~p Opt~ons of the 
Kyrgyz Power Sector, prepared by Hagler Badly Consult~ng, Inc , and c~rculated In B~shkek In September, 
1996 It IS referred to herein as the Report The Report stud~es restructurlng of electr~c util~ty systems 
worldw~de, arrives at five potent~al optlons for KRYs system, and recommends an optlon for KR 

R 
1 - 

The recent power sector restructuring trend began In Chile In the late 1970s That example, followed by the 
reorganizatton of the U K power sector In 1 9 9 0 ~ ~  created a rlstng t ~ d e  of power sector restructurlng 
worldw~de Slnce then, the trad~t~onal vert~cally Integrated sector structure has been w~dely quest~oned, as 
has the role of the publ~c sector as owner and operator 

A common thread in countrles where restructuring has taken place 1s the separatlon of d~s t r~bu t~on  faci l~t~es 
from the generat~on and transmtsslon funct~ons A meeting at KNEHC revealed that (a) I(NEHC 1s 
cons~dering splitt~ng off the CHP from the generatlon funct~on, and (b) that it plans to accomplish the 
separatlon of the d~stribut~on function first, before the generator unbundl~ng KR 1s also cons~der~ng 
separating distr~bution funct~ons from generatlon and transmtsslon 

This sectlon has surveyed available ~nformation on restructur~ng In the Report with spec~al attent~on to the 
structure, ownersh~p, and regulation of the distr~but~on subsector Some of the major trends that have 
emerged are lnd~cated herein 

B Horizontal and Verhcal Divtsion and Privatization 

It IS clear that the trajectory of International restructurlng 1s towards vert~cal and hor~zontal d ~ v ~ s ~ o n  of the 
power sector To promote compet~tlon In bulk power markets, exlstlng generatlon assets have been dlvlded I 
and new capac~ty IS be~ng prov~ded by new players Transmisston assets have been recogn~zed as being of 
great strategic ~mportance In the power sectors It has been common for all transmiss~on infrastructure to be 
consol~dated and managed by one organization, though In some countries transm~ss~on assets are st111 
owned in common by other power sector enterpr~ses 

The spln off of the d~stribut~on subsector has accompanied changes In bulk supply described above In none 
of the countrles examined In the Report have any d~str~bution assets been absorbed by an enterprise that 
operates generation or transm~ss~on facll~ties, though common share hold~ng has occurred In some 
countrles 

S~gn~ficant change In ownersh~p has accompan~ed the vert~cal and horizontal d iv~s~on  of power sectors 
Ownersh~p has shlfted from publ~c to predominantly pr~vate, though w ~ t h  great varlety In ownersh~p 
structure between countrles Increased pr~vate partlclpat~on has been mot~vated, among other reasons, by 
the search for Improved sector effic~ency and access to new sources of financ~ng 

The restructurlng process has taken a long tlme In some natlons (12 years In Ch~le, for example) but has 
been much faster In others The length of time has depended on the slze of the sector and the degree of 
break-up and d~vest~ture contemplated More t ~ m e  has been required when publ~c debate has been 
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undertaken in order to build confidence In, and consensus for, reform In some countries restructuring has 
perhaps taken too much time, resulting in ongolng situations where unattended power sector problems have 
created severe social problems 

Different emphasis has been placed on various aspects of reform Three scenarios described below illustrate 
these different emphases 

If low generator availability and efficiency were the original drivers behlnd reform, then policy makers 
placed emphasis on maximlzlng generatlon competit~on - by encouraging new participants to supply 
power, reforming poollng arrangements and allowing dlrect access 

If the drlvers were high technical and non-technical losses or unllquidated accounts payable, then efforts 
were directed at unbundling the distribution subsector and reforming business practices 

If the dr~ver was the need to rehabilitate, modernize or expand the system, then devlsing institutional 
reforms necessary to induce capltal investment became the focus 

Since separation of distributlon from generatlon and transm~ssion has been undertaken for a multitude of 
reasons, ~t is difficult to gauge the effect d~str~but~on problems have had on power sector restructuring 
What is clear, however, is that d~strlbutlon assets have been separated for two major reasons first, to Isolate 
and dlrectly address dlstribution problems, and second, to facilitate a functional Independence of 
generatiodcreate a neutrality of transm~ss~on that would Increase competit~on In bulk power markets 

C Horizontal Breakup of D~str~butron 

In the countries studled m the Report, horizontal breakup has resulted In as few as four, and as many as 300 
dlstribution enterprlses When addresstng the spin off of distribut~on, none of the natlons presented in the 
Report grouped all such assets in one enterprise Rather, the grid network logic of the transmission and 
dlstribut~on systems seems to suggests "natural" dlvlsions In the structure of the distribution subsector 

There appears to be no question that the creatlon of competit~on has been one of the objectives of reform for 
the generation subsector Likewise, competitive forces have been stimulated wlthin the distribut~on 
subsector through breakup and subsequent benchmarking Benchmarking IS the comparison of entities 
relatlve to each other, or to an external standard Also used to stimulate compet~tion are the implementation 
of innovative rules on distrlbutlon concessions, direct access, tar~ff design and self-generation 

Also, the distribution subsector has been fragmented In order to create discrete markets for the purchase of 
bulk power In order to limit the exercise of monopoly power In the generation subsector 

To create new distribut~on companies, corresponding assets have been spllt along regional lines They have 
been dlvided according to the loglc of the branching of distribut~on power lines, which usually follow 
differences in population denslty, political administration, and geographic land-form These "natural" 
divisions have served as the boundaries of the new dlstributlon subsector enterprlses In some cases, such 
natural boundaries have introduced llmlts to economies of scale in rural areas 

When designing the dlvlsion of the d~str~but~on subsector, part~cularly In a country where a shortage of 
qual~fied admlnlstrators and technicians exlsts, pollcy makers have been careful not to establish an 
excesslve number of dlstrlbut~on companles Thrs could have resulted In Inadequate admlnistratlve and 
technical capacity in the new companles, doomlng a new company to commercial fallure 

To avo~d such problems, reglonal differences in dlstrlbutlon subsector operations, maintenance, and 
admin~strative costs have usually been glven serious consideration by pollcy makers when formulating the 
break-up of the d~stribution subsector 

D Separat~on of Pol~cy and Regulatory Framework 

Accompanying the disaggregation and changes In ownership discussed above, a major aspect of reform has 
been the creatlon of a new lnstltutional framework for the power sector In particular, Independent 
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I ' B 
regulatory bodtes have been establlshed In order to separate more clearly the government's pollcy, 
regulatory, and operat~onal functlons wlth respect to the power sector and to Insulate commercial 
enterprlses from day-to-day polrtlcal Interference After the creatlon of these relatively Independent 
regulatory bodles, nat~onal governments and mlnlstrles contlnue to determine and glve broad pollcy 
guldance for the power sector, but they delegate to the regulatory authorlty suffic~ent author~ty to oversee 
the lmplementat~on of the government's pol~c~es 

Commercial enterprlses are thus able to concentrate on lmprovlng operat~onal efic~ency w~thln a 
transparent and pred~ctable regulatory environment as establlshed and malntalned by the regulatory body 
The Independence of the regulatory body glves confidence to prlvate Investors by assurlng stable and 
transparent "rules of the game" for all partlclpants In the power sector, assuring that new entrants recelve 
falr treatment Th~s  facllltates obtalnlng suffictent and tlmely financtng for the power sector 

A major responslblllty of the regulatory body IS the setttng of electrtclty tar~ffs In some countr~es, the 
regulatory body acts autonomously and sets tarlffs dlrectly In others, the regulatory body submlts ~ t s  
recommended tarlff proposals to a hlgher authorlty wlthln the natlonal government In Chlle, for Instance, 
the Minlster of Economy can refuse to approve tarlffs submitted by the regulatory body, but only ~f certaln 
condltlons are belleved to have been vlolated If the Mlntster refuses to approve, there IS an automatic 
appeal to the judlclary and the judlclary, wtll dectde whether the Mtnlster correctly wlthheld approval 

In many of the countrles examined, electricity price reform has accompanted restructuring In these 
countrles electrlclty tarlffs now more generally correlate w~th  the long run marglnal costs of electr~clty 
productlon and supply Thts has allowed for an appropriate valuation of electrlclty relatlve to other factors 
of productlon, and has Improved effictency Most importantly, such a tarlff level IS necessary ~f the Sector 
IS to attract the Investment capttal required for rehabtlltatton, modernlzatlon and expansion of the system 
Wlthout reasonable expected streams of cash revenues, banks and other prlvate Investors wtll not rlsk 
tnvestlng thelr financial resources If they do so, they will requlre a very hlgh rlsk premlum, or more 
stringent requ~rements for guarantees elther d~rectly (through government guarantee of debt) or lndlrectly 
(through long term purchase power agreements backed by government) 

By separating regulatory and pollcy functlons from the operation of power sector enterprlses, ut l l~t~es are 
able to focus on lmprovlng thelr operat~onal act~vltles Such Improvement has been facll~tated by 
corporatizatton and commerc~alizat~on Corporatlzatlon has lnvolved the establishment of new 
organ~zatlonal structures and objectives for power sector enterprises, as well as the clarlficatlon of the 
responstbtltttes of management and owners Thls has resulted in better control of costs, Increased revenues, 
and more effic~ent management of power sector enterprlses 
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Analysis and Findings 

A Restructuring Altematrves- 

f Two Basrc Chorces-Whether to Demonopolrze or Denatronalize 

Most governments evaluate four basic options when constder~ng whether and how to either demonopollze 
and/or denational~ze the~r power sectors We belleve the GOK should do the same The decision to 
demonopollze (restructure and unbundle) IS separate and distinct from the decision to denationalize 
(increase prlvate parttc~patlon) Both decisions, however, are related to reform of the Sector and should be 
considered together The four bas~c opt~ons are to 

1 Separate tfzepower sector from tfre GOK by creatrng ajornt stock company that rs wholly owned by 
tfze government and create a regulatory agency to oversee Sector polrcy and rmplementatzon of GOK 
polrcy T h ~ s  optlon results in two s~gnificant ~nst~tut~onal reforms in the Sector but it does not by ~tself 
represent e~ther de-national~zation or demonopol~zat~on 

2 Keep the Sector as a fully ~ntegraied monopoly and sell a percentage of rts shares to a straiegrc 
rnvestor or, otlrerwzse, enter Into a long term lease of rts assets to a strategrc rnvestor This optlon 
denationalizes the Sector but does not demonopollze it 

3 Unbundle the Sector but keep rt m pubhc ownershrp T h ~ s  usually lnvolves the dlvis~on and transfer of 
ownership of d~stribution systems to local authorltles This option de-monopol~zes the Sector but does 
not denat~onalize it 

4 Botfz unbundle andprrvatrze all orparts of tfze Sector Thls lnvolves separating the Sector Into 
generat~on, transmiss~on and d~str~bution corporations and then, w~th  respect to each of the varlous 
ind~vldual parts of the unbundled Sector, dec~de whether to 

retain state ownership, 
dlvest state ownersh~p to local authorit~es, 
sell a minor~ty share to passlve Investors, or 

sell a majority share or lease assets to active, strategic investors 

The four basic denationalization and demonopol~zat~on choices be~ng discussed now In RK are shown m the 
follow~ng dlagram There are two vanants of Alternat~ve 4 One is shown here as Alternat~ve 4 and IS a 
scenarlo of partlal unbundling and prlvatlzation The second var~ant is shown as Alternat~ve 5 and IS a 
scenarlo of full unbundl~ng and prlvatizatlon 

The lnformat~on contalned In thls sectlon 1s repllcated from the report entitled Assessment of Restructunny Options of the Kyryvz I 

Power Sector as Issued by Hagler Ballly Consulting Inc In September1996 It 1s Included here In part for the sake of 
contlnulty and completeness In the analysls of alternatives 

DRAFT I 
12/12/96 



Republ~c of Kyrgyz-Pr~vat~zat~on and Restructuring of the Powermeat Sector 

THE FOUR BASIC WAYS TO 
DEMONOPOLIZE ANDlOR DENATIONALIZE 

1 Keep KNEHC vertically Integrated and 100% GOK owned 

2 Keep Sector vertically integrated and sell or lease to one fore~gn Investor 

3 Unbundle KNEHC and keep ~t all in publ~c ownership 

4 Unbundle KNEHC and keep, lease or sell parts 

The Four Baslc Ways to 
Demonopol~ze andlor Denatlonallze 

The need for Sector reform IS clear The objectives of thls reform Include the follow~ng 

= To rase capltal for system repalr and expansion, 

To Improve financlal performance of the Sector by lncreaslng efficlency, reduclng losses, and operating 
on a commerc~al bas~s, 

To assure future domest~c supply at prlces that are falr, soc~ally acceptable and encourage energy 
efficlency, 

Denationallzed 
(Private 

Partcipat~on) 

2 

18-year 
lease to one 

forelgn 
inveshr 

4 

Reta~n publlc 
ownersh~p of some 

parts and lease or sell 
other parts 
to forelgn & 

domestic investors 

Nat~onal~zed 
(Publlc Ownership) 

To reduce and phase out GOK subs~d~es, 

To reduce the need for GOK financlal guarantees and free up ~ t s  credlt capacity, and 

Monopollzed 
(Vertically 
Integrated 
Monopoly) 

Demonopol~ze 
d 

(Unbundled 
KNEHC) 

To enable the development of power export opportunltles 

1 

Status 
CV"' 

3 

Keep generation & 
transm~ssion ~n state 

ownership, divest state 
ownersh~p of 
datribution 

assets to local 
author~t~es 

Based on the nature and extent of the problems In the Sector and on the lessons learned from other countries 

that have used the strategies of denat~onal~zat~on and demonopol~zatlon to reform thelr power sectors, at 
least five alternative concepts merlt serlous cons~deratlon 
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In each case, the new regulatory body, the SEA, serves as an Independent regulator of KNEHC and any 
other energy enterprises that eventually participate in the Sector 

In those alternatives that involve denat~onal~zation by bringing in strateg~c Investors, the GOK has the 
cho~ce of wh~ch mechanism it prefers to use sale, economrc lease, jo~nt venture, or management contract 
for all or various parts of the system The primary dec~s~on at t h ~ s  polnt is not which mechanism to use, but 
how far and how fast to demonopol~ze and denational~ze-that is, wh~ch concept of Sector reform the GOK 
wants to pursue and at what pace 

Once the GOK selects one of the concepts to pursue in earnest, then more deta~led analysis, based initially 
on data and ~nformat~on supplied by KNEHC, can be made The analysrs could be based upon several 
dec~sion cr~teria that are ~mportant to the GOK These crlterla Include 

potential effect on tariffs, 

the tlme frame for repalr and modern~zatron of system facil~t~es, 

the tlme frame for lmproved financial performance and abil~ty to self-finance, 

fair value of the assets (including reduction of I~ab~l~ties), 

potent~al effect on employment levels, 

potential effect on the KR budget and the GOK's credlt capacity, 

the likely impact on regional water Issues and rnternational relat~ons, 

pollt~cal feasibility, and 

the llkely effect on the G O K s  reputation in the global financial community 

The five alternatives cons~dered In thrs report are as follows 

Alternatrve 1 Status Quo 

This alternative would maintain the status quo KNEHC would remaln a vert~cally integrated entity and 
would be regulated through the State Energy Agency ( SEA ) The dutres of the SEA are to balance the 
Interests of consumers and producers, to set tariffs that are falr and reasonable and recover costs, and to 
help bring about the Improved financ~al performance of the Sector 

Alternative 2 Lease the Vertrcally integrated Monopoly 

Alternative 2 is accomplished In two Phases First, KNEHC IS malntalned in its present form as a vertically 
Integrated ut~l~ty,  but will be pr~vatlzed up to 10% of ~ t s  shares through a coupon auction and employee 
share distr~bution (Phase 1) Second, KNEHC would be further privatized by leasing the entlre, vert~calIy 
integrated system to a foreign Investor (Phase 2) 

Alternative 3 Decentralrze Distrrbut~on 

The Sector would be part~ally unbundled by transferr~ng the low voltage transm~ssion and d~strlbution 
systems to local author~ties and encouraging them to enter Into jolnt ventures with pr~vate investors There 
could be savings introduced by a reduction of the technical and social losses currently Incurred, and an 
improvement in the current collect~on system It IS assumed that new methods of restructurrng will be 
Introduced by management consultants to the management of the newly formed distribution systems Thls 
consultant adv~ce would lead to the restructuring of these companies into Western style corporations which 
could be self suffic~ent in the competit~ve market 

Alternative 4 Partially Unbundle and ParOally Prrvatrze 

Alternative 4 is also a two Phase option Under Phase 1, the maln hydro plants of the Toktogul Cascade and 
the high voltage transrnisslon llnes would be made into Jolnt Stock Compan~es (JSC) in order to offer up to 
10% of their shares In a coupon auction as descr~bed In Alternative 2 KNEHC would then be further 

I 
unbundled and further prrvatized under a var~ety of mechanisms, as most appropr~ate for each part of the 
system and the KNEHC conglomerate I 
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Alternatrve 5 Fully Unbundle and Fully Prrvatrze 

AIternatlve 5 creates the most drast~c change from the status quo The transm~ss~on grld and dlspatch 
functions would each be created as a JSC Separate JSCs would be created for all of the different generating 
stat~ons and all of the e~ght dlstrlbutlon companies These JSCs would then be corporatlzed and 
comrnerc~al~zed Open access would be created to the transmiss~on and distr~but~on gr~ds  Finally, a least 
cost dispatch and a settlements function In the transmission company would be created 

Each of these alternatives are ~llustrated and drscussed further on the follow~ng pages 

a ALTERNATIVE I STATUS QUO 

The GOK took the first step toward reform In 1993 when ~t created KNEHC as a JSC This first step is 
~llustrated below 

I 

I regulatron 
I Government 
I & policy 
I 1 1 

I generatron 
I I 

KNEHC 

I Consumers 1 

The GOK took Sector reform one step further when ~t agaln restructured the Sector's lnstitutlonal 
framework by creatlng the Independent SEA 

Alternative 1 would consolrdate the galns from taklng thls additronal step, but would go no further toward 
denatlonallzatlon or demonopol~zatlon Under Alternative I, the financ~al performance of the Sector would 
gradually Improve Thls lmprovement would be due to the steady adoptlon of commercial buslness 
practrces, tarlff reforms, and Investments made on the bas~s of econom~c rather than pol~trcal crrterla 

Relative to the other four alternatives, t h ~ s  alternative has the advantage of facrng the least Internal pol~tical 
opposition, but the disadvantages of 

Slower adoption of commerc~al buslness practices, 
Slower improvement In Sector's financial performance, and 
More llmited access to Investment cap~tal 

Alternative 1 IS ~llustrated below 
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Alternatlve 1 

Status quo 

KNEHC 
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b ALTERNATIVE 2 LEASE THE VERTICALLY INTEGRATED MONOPOLY 

I supply 
I 
I 
------------I--- 

- - - - -  

I 

- - - - -  

- - m u - -  

Alternatlve 2 - Phase 1 allows a small share of the entlre Sector to be prlvat~zed qulckly through the mass 
prlvat~zation program A recent survey showed that there is very h~gh publlc Interest In KNEHC belng 
offered In the coupon auction, and that KNEHC IS the prlmary ent~ty for whlch people have been holding 
back their coupons 

Regulabon 

I 

Phase 1 of this Alternative, whlle pol~t~cally appealing, ~f not a pol~tlcal lmperatlve, brlngs llttle of value to 
KNEHC It does not brlng In capital, nor does ~t brlng In commercral buslness expertise because the coupon 
auctlon winners can only be passlve Investors 

Real prlvat~zatlon would occur In Phase 2, when the entlre vert~cally Integrated monopoly would be offered 
In an 18-year "Economic Lease" to a foretgn, strategic Investor Thls can only take place after the thermal 
plants have been separated from the system The thermal plants are currently a sign~ficant financial burden 
to the system and In need of $65 mlll~on In caprtal 

Under such an Econom~c Lease of all KNEHC assets, the Investor would presumably pay a nomlnal up- 
front fee and a scheduled annual fee and be requ~red to Invest a s~zable amount of cap~tal over an agreed 
upon tlme frame In exchange, the lnvestor would be glven complete control of the operations of the entlre 
system, and be allowed to earn an unllm~ted rate of return as long as the rates charged to customers d ~ d  not 
exceed a certain level This could be spelled out In the lease document that would speclfy the startlng polnt 
for tar~ffs A rate path for the next five years, and a provlsron that escalat~ons would be tled to an agreed 
upon economic Index could also be Incorporated into the lease document 

Wh~le thls opt~on has the pollt~cal appeal of not giving up ownersh~p of the system, rt has the equivalent 
long-term effect of a sale because ~t turns over the economtc value, as well as operational control, of the 
entlre system to the fore~gn rnvestor for the 18 years of the lease 

Both Phase 1 and Phase 2 of thls Alternatlve are ~llustrated below and on page 25 respectively 
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Alternat~ve 2 - Phase 1 

I Government 
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Offer up to 10% of the entire KNEHC in coupon auction 
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Alternat~ve 2 - Phase 2 

Long-term economlc lease to fore~gn Investor 
- - C * C l l ~ l - l l - - ~ ~ ~ ~ l I - C - r - I - r I I I - C - C ~ - L C I - C I -  
I I 

I Government I 

State 
Energy 
Agency C 

I I 

I Policy I 
I I Ownership I 

Consumers I 
The "Economtc Lease" betng proposed by TACIS consultants is lnnovattve and has not been trled 
frequently, tfat all It appears to be a concession in some aspects, and a lease in other aspects, most 
particularly tn ~ t s  shorter ttme frame 

I 
L - - - - - - - - - - .  
I 
I 
I Generation 
I 
I 
C - - - - - - - - - - -  

I 
I Transmisston 

Dispatch I 
I IrnporVExport 
I 
r - - - - - - - - " '  
I 

I D~stribution 
I 

The more standard mechantsms, those used most frequently to brlng private sector partic~pat~on Into publ~c 
enterprtses, Include Management Contracts, Lease Agreements, Concesstons, and Asset Sales to a Strategrc 
Investor These are described In brtef below 

KNEHC 

enters 18-years economic lease 
with foreign utility 

I 

Management Contracts are the most ltmlted form of prtvate partlctpatlon The prtvate entlty is Involved 
only tn the operatlon and maintenance of the facilittes for a pertod of 3 to 5 years, and does not provlde any 
slgntficant capttal Investment The GOWKNEHC would recelve the revenues and pay the scheduled 
operating costs for the servtces thereby continutng to assume all commerctal risks The management 
contractor IS pald a fixed fee for its services, together wlth any incentwe fees for lncreaslng revenues 
beyond targets, lowerlng annual costs or achlev~ng varlous targeted performance crtterla The maln benefit 
of thls arrangement IS that it allows the publlc enterpr~se to benefit from the experttse In management 
through the involvement of an experienced prlvate sector organlzatlon w~th very l~ttle investment In a 
relatively short perlod of tune 

- - - - -  _ 

- - - - - 
I 

- - - - - -  

I supply 
I 
I 
-----------I---- 

J,ease A ~ r e e m e a  move towards establlshlng a longer-term tnvolvement by a prlvate sector operator 
G~ven the longer tlme horlzon of lease agreements, they not only brtng to bear operattonal effic~enc~es 
through commerc~al management practices, but also begln to attract pr~vate capttal for system 
Improvements In a lease contract, the fixed Investments and debt service would remaln the Lessor's 
obl~gation, but short term assets and worktng capltal would financed by the Lessee The Lessee bears full 
net revenue responslbiltty and commerctal rtsk, usually wtth a revenue sharlng agreement wlth the Lessor 
The Increased efficiency In operatlon and the related Increase In customer satisfactton, combtned with the 
reduced financial burden of financ~ng system Investments, are the major benefits to the Lessor 

Regulat~on 

I 

I 
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Concessions are essentially long-term lease agreements, ranging from 15 to 50 years With the longer 
mvolvement, there 1s a commensurate Increase In the obllgatlons of the concesslonalre Unllke lease 
agreements, where the Lessee finances only short-llved assets, a concesslonalre IS liable for long-term 
Investments for the growth of the system In essence, the concesslonalre becomes the de facto 
owner/operator of the system for the duratlon of the concesslon and assumes all commercial rlsks At the 
conclus~on of the concession the assets are returned to the Lessor, rncludlng the Investments made over the 
llfe of the concession by the contractor The Lessor gets an initlal concesslon fee, an annual concesslon fee 
and a negot~ated profit participation 

Asset Sales to Strateac Investorfs) can mark a change in ownership from publlc to prlvate entitles, resulttng 
In full commerclal dlsclpline The ownership of the assets can vary in degree, from the prlvate investor 
ownlng a mlnorlty share to the private party havlng full ownership Under such an agreement the buyer 
takes control of both operating and non-operating assets Inventorying and valulng the assets prlor to the 
sale becomes a major undertaking of the Seller Most ~mportantly, the powers and dutres assumed by the 
Seller need to be conveyed expllcltly to private owners In a purchase and sale agreement Such an 
agreement would Include the rlght to enter onto prlvate property, the power of condemnation (taken with 
compensation) of land, grantlng of easements, and other matters 

It 1s Important to note that under any of these arrangements, the GOK can regulate the behavlor of the 
prlvate participants through performance agreements developed under the ausplces of the SEA 

Relatlve to the other optlons, Alternative 2, to lease the entlre vertically Integrated system, has the 
following advantages and disadvantages 

Advantages 

Easlest way to offer part of KNEHC for mass privatization In coupon auctlon, 

Brlngs in forelgn capltal, 

Brlngs m forelgn management expertise, 

Brlngs about rapid adoption of commerclal buslness practices, and 

Has polltlcal appeal because it retalns state ownersh~p of entlre system (even though it glves up operating 
control over the entlre system to a forelgn investor, possibly to another state-owned monopoly) 

Malntalns centralized declsion maklng authority and political leverage In one domlnant entlty that 1s st111 
a monopoly, but now controlled by a forelgn Investor, 

Introduces the l~kel~hood of dlslnvestment m last years unless Lessee holds a purchase option or knows 
the lease w1l1 be renewed (In effect maklng the lease equivalent to a sale), 

All Improvement in sector's financial performance benefits the Investor unless enforceable performance 
lncentlves and profit sharlng mechanisms are made condltlons In the llcenses Issued by the SEA, 

Maintains cross-function and cross-reglonal subsidies withln the vertically integrated monopoly rather 
than solvlng problems at thelr root, 

Loss of flexlblllty because it closes GOK's opportunity to restructure the sector for at least 18 years, and 

Likely to preclude elther market competltlon In generation or benchmark competlt~on m dlstributlon for 
at least 18 years 

This alternatlve would transfer the low voltage transmission and distribut~on systems to local authorit~es, 
who could then lease or sell them to prlvate Investors, enter into jolnt ventures wlth private ~nvestors, or 
turn them Into employee-owned or consumer-owned cooperatlves depending on then potentlal to become 
commerclal enterprises 
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Relative to the other alternatives, this alternative has the advantage of delegating solutton of the accounts 
receivable problem to local authorities This is an Important step In the right direction, since the Report 
studies show that decentralizat~on of management and financ~al systems is the key to solving problems such 
as exceptionally high accounts receivable and losses due to various forms of theft However, it has the 
disadvantages of slower adopt~on of commercial bustness practices and more limlted access to investment 
capital Both these disadvantages are lessened to the extent that local authorities lnvolve the prtvate sector 
in jotnt ventures Although the notion of customer-owned rural cooperatives rs being consrdered m KR, 
these cooperatives have the added dtsadvantage of requiring substdles In one form of another from the 
GOK 

This Alternative is illustrated below 

Transfer drstrrbutlon to local authorlt~es 
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d ALTERNATIVE 4 PARTIALLY UNBUNDLE AND PARTIALLY PRIVATIZE 

In Phase 1 of this alternative, the maln hydro plants of the Toktogul Cascade and the h ~ g h  voltage 
transmlssion lrnes would be formed Into two JSCs and up to 10% of thelr shares would be offered In the 
coupon auctlon for mass pr~vat~zat~on About 3% of the shares would be d~str~buted to employees Another 
2% of the shares would be held m escrow for employees and dlstrlbuted to them after two years based on 
productivity galns m plant operations, slmllar to the program Canada used recently when denat~onalizing its 
transportat~on sector The rema~nder of the Sector would be retuned by the GOK w ~ t h ~ n  KNEHC until the 
next steps were taken in Phase 2 of thls optlon , 

In Phase 2 of t h ~ s  alternative 

KNEHC would retain 85% ownersh~p Interest m and 100% operat~onal control of the Transm~ssion 
Company, and no hrther prrvatlzat~on would take place m the transmlssion subsector, except for the 
possib~llty of KNEHC entering Into a fee-based (elther a flat fee-for-servlces or a percentage-of-profits) 
management contract whose primary purpose is to speed the adoptlon of commerc~al buslness practices, 

KNEHC would also retaln an 85% ownership Interest and 100% operational control of the Large Hydro 
Company To raise cap~tal at some later t~me, however, the GOK would have the option of selling up to 
33% of the shares without loss of controlling interest In the plants Or, also at some later tlme, the plants 
could be leased to a fore~gn investor ~f the GOK were willing to glve up operat~onal control of the plants 
and the~r strategic water flows, 

The small hydro plants would be offered for sale or lease to prlvate mvestors, 

The thermal plants would be put Into a JSC and offered for sale or lease, backed for the first few years by 
a guaranteed agreement by KNEHC to purchase a specified amount of power at a spec~fied prlce, 

New generation would be provlded by Independent power producers, and Kambarata 1 would be 
developed as a jornt venture of the GOK wlth prlvate Investors, backed by purchase power contracts m 
the export market, 

The distr~bution sector would be d~vided Into 6 to 10 systems and put Into JSCYs or transferred to local 
authorities for lease, sale, jolnt venture, or cooperative enterprrse depending on thelr economlc profile, 
and 

Non-energy related enterprises In the KNEHC conglomerate would be sold, leased, spun off, set up under 
contract or divested as appropr~ate 

Phase 1 and 2 of Alternative 4 are illustrated on pages 29 and 30 respectively 
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Alternative 4 - Phase 1 

Offer up to 10% of large Hydro and hlgh voltage transm~sslon 
JSC in coupon auctlon 
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Alternatrve 4 - Phase 2 

Partral restructure and further prrvatlzatlon 
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Relative to other alternatives, Alternat~ve 4 has the following advantages and disadvantages 

Advantages 

Brtngs In foretgn capttal, 

Keeps control of electrtclty Import and export by retalnlng W ownership and control of transmlsston, 

Keeps control of strategtc waterways and flows by retatntng at least majorlty share of large hydro plants, 

Brlngs in foretgn bustness management expertise, 

Fosters t~mely adoptton of commerctal bustness practtces, 

Disperses dectsion-makmg authority and political leverage among several energy enterprises rather than 
just one dominant monopoly, 

Benefits of Sector's improved financial performance are automat~cally shared among dtfferent owners 
(publlc and prtvate) and between owners and customers through tariff setttng authortty of the SEA, and 

Focuses KNEHC on energy funct~ons by divesting all non-energy related assets and operations 

D~sadvantages 

Complicates, but does not preclude putttng KNEHC into coupon auctton by the deadltne, 

Involves several negottattons and transacttons rather than just one and wtll take longer to complete, and 

Removes poltt~cal opposttlon to sale of any energy facllitles 

e ALTERNATIVE 5 FULLY UNBUNDLE AND FULLY PRIVATIZE 

Alternattve 5 IS tilustrated on page 32 
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Fully Unbundled KNEHC and prlvat~zed sector 
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1 Alternative 5 reflects a completely unbundled Sector, with the generation companies made Into separate 

d 
JSCs, the transmission company into an independent JSC, and the 54 dlstr~bution divls~ons combined into 
8-10 groups of separate JSCs, depending on slze, geography and populat~on d~stribution When all of these 
JSCs are corporat~zed and commercialized, and the legaliregulatory and tarlff reforms have been made, they 

I 
can then be privatized by selling them to give the maximum expected return to the GOK because investors 
w~ll  glve them the highest possible valuat~on relatlve to the other alternatives 

Not only does this alternative offer the advantage of max~mum revenues to the GOK, ~t also offers 
rnaxlmum opportunity for effic~ency galns throughout the Sector However, it has the d~sadvantage of 
s~gn~ficant political oppos~tion because ~t lnvolves the sale of the hydro plants and the transmlsslon system 

R B F~nanc~al Analys~s of Restructurrng Alternahves 

An evaluat~on of the impact of financial restructurlng on KNEHC starts w~th an analysis of the current 
economic and financial cond~tion of the company That analysis, ~f is to be mean~ngful to internattonal 
lenders or investors, must util~ze company data wrltten m a common language - IAS using generally 
accepted accountlng principles (GAAP) Furthermore, that IAS data must relate to the business units that 
wtIl be separated andfor reorganized into new ent~ties Unfortunately, KNEHC does not maintain its internal 
accountlng systems in IAS or GAAP basis, however, it is In the process of obtaining computer systems to 
enable ~t to create accountlng lnfonnation on an IAS 

Whlle this study was able to obtain 1995 consolidated financial statements In IAS, disaggregated (or 
enterpr~se level) data was available only on the journal order system which requrres translation to generally 
accepted accounting format Corporate Solutions of the United Klngdom is In the latter stages of 
implementing a system to perform this translatton Once that system has been installed and tested, KNEHC 
will be m a position to prepare data In a way that can be used for detailed, rigorous financial evaluation of 
the company and the financial implications of restructurlng 

In the absence of recent tested data, the follow~ng discuss~on rel~es upon the 1995 consolidated statements 
financ~al statements in IAS, compilations and forecasts by the company, and the Aprll 1996 forecast by the 
WB This data was used to develop an analysis of the cond~tion and restructuring alternatives developed by 
Hagler Bailly w~th the assistance of an IAS format, financial model developed for KNEHC by the WB the 
(Model ) The assumptions to this model are contamed m the WB Staff Appraisal Report of January 1996 
KNEHC supplied rev~sed 1996 first half actual and second half forecasted data for use in this report 

In the course of seeklng reliable raw data for the evaluat~ons requested in the Terms of Reference, useful 
recent compilations of operating revenues and costs for the enterprises were acquired These compilations 
may be used, in conjunct~on w ~ t h  the translation system developed by Corporate Solut~ons, to assemble 
disaggregated analyses of KNEHC (At the time of thls wrlting the Corporate Solutions system was not 
available to PW ) Appendix 5B 1 contalns a listing of the KNEHC lnformat~on available and a methodology 
to develop disaggregated analyses 

2 Summary of Alternatives Analysrs 

I As described earlier in this report, the consultant has rev~ewed five alternatlves for restructuring KNEHC 
These five alternatlves are status quo, long term lease, separation of d~stribut~on function into a new 
company (including separation of the thermal system), partla1 vert~cal disaggregat~on of generat~on 

I (separation of thermal company and some unbundling of the hydoelectrlc system) and full disaggregatlon 
(mcludmg unbundling of the large hydroelectr~c systems) 

For the analysls of Alternative 2, the Lease Alternative, the Model was modified to approximate the value 

I of the electric system to a lessee In thls analysis the following five years of operation were the basis for an 
I8 year lease New investments were assumed to be funded by the lessee however these investments ended 

f Price Waterhouse LLC DRAFT 
34 12/12/96 



Republrc of Kyrgyz-Pr~vat~zat~on and Restructuring of the Powermeat Sector 

In 2002 In t h ~ s  leaslng arrangement, the lessee would make some net cash Investments rn the early years 
and recerve cash in the later years 

Assumrng a 20% after tax dlscount rate (a typ~cal y~eld for Investments In less developed countries), the net 
present value of revenues to the lessee would be approxlmately 900 mrllion soms In other words, a lessee 
who expected the resultant cash flows (both negative and posltrve) should be willing to make a front end 
payment of 900 mlll~on soms to lease the system This payment compares to the current book value of the 
electrrc system of 4,410 million soms, or a one trme payment of 20% of the book value This payment also 
could seem small In comparrson w~th the potentla1 addltlon to the electrlc system value from five years of 
efficrency galns due to unbundllng of the KNEHC system 

Utlllzrng the Model as a base tool and maklng assumptions about the operational implrcations, a 
prellmrnary costtbenefit analys~s was developed for Alternatives 3,4, and 5 (See Table 5B 1 below ) In this 
table, net benefits have been assumed for each Alternatrve In comparison to the Status Quo Alternatlve For 
Alternatlve 3 addlt~onal costs are expected due to the added operatlng costs for the different distribut~on 
operatlng unlts Using a 2% addltlonal cost factor to O&M, salarles and G&A, the annual add~tional cost 
to the KNEHC system IS approxlmately 17 mllllon soms per year The additional cost on a net present 
value basis over a five year period IS 80 mlllron soms 

For Alternatrves 4, net benefits result from add~tional revenues collected by the prlvate operators of the 
dlstrrbut~on systems The assumed addltronal collect~ons include reductions In technical and economlc 
losses total 50% of the unaccounted for electricity sales These additronal kwh's are prrced at the average 
rate per kwh These addltronal revenues have a dramatrc effect on the value of the KNEHC system If 
these revenues can be reallzed rn conjunction with the expected cost savlngs from more effic~ent operatrons 
(8% savings due to d~strlbutron system efficiencies and 4% to 5% savlngs for generation and transm~ss~on 
efficiencies), KNEHC could realm over 240 mill~on soms per annum Uslng a dlscount rate of lo%, the 
net present value of the revenue and savlngs for the five year perrod beglnntng 1997 IS over 1 bllllon soms 

Slm~larly for Alternatrve 5, cost savlngs are expected for more efficient operat~ons, however, these savlngs 
are smaller because they stem only from Incremental generating efficlencles Uslng 2% to 3% savlngs 
rates, thls unbundllng creates an add~tronal net present value of approxrmately 100 rnllllon soms 

Only broad statements can be made about the consequence of any restructurrng because, untll there IS 

enterprise level financial data available, it IS rmposs~ble to inspect the consequences of system changes on 
the operations of each separated ent~ty At that tlme financial statements may be developed to evaluate the 
re-aggregatron of KNEHC's operatlng unrts Into drstrnct companies that reflect the specific restructuring 
alternatives 
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Table 5B 1 
COST/BENEFIT ANALYSIS OF RESTRUCTURING ALTERNATIVES 

( ~ n  rnilllons of soms) 

Alternative 3 Decentralized Distnbuhon 

Cost Savings 

OLM Savlngs 2% 

Salary Sav~ngs 2% 

G&A Savlngs -2% 

Total Savlngs 
(Cost) 

NPV of Savings @ 10% 

Alternatlve 4 Partial Unbundling 

Addltlonal Revenues - 50% of Unaccounted for Electnclty 

Cost Savlngs 

O&M Savlngs 8% 

Salary Savtngs 8% 

G M  Savrngs 8% 

Total Dtstrlbutlon Savlngs 207 226 204 226 

Add~tlonal Cost Savtngs 

OLM Sav~ngs 5% 

Salary Savlngs 4% 

G M  Savlngs 4% 

Total Savlngs from Partlal Unbundl~ng 

NPV of Savlngs @ 10% 

Alternatlve 5 Full Unbundltng 

Total Savlngs from Partlal Unbundling 

Add~tlonal Cost Savlngs 

O&M Savlngs 3% 

Salary Savrngs 2% 

O M  Savlngs 2% 

Total Savlngs from Full 
Unbundlrng 

NPV of Sav~ngs @ 10% 
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3 Alternative 7 Status QUO 

The Status Quo Alternative uses KNEHC operatlng data through year end 1995 and the first half 1996 The 
followlng assumptions differ from those used In the WB staff appra~sal report of April 1996 based upon 
d~scussions wlth a KNEHC official Immediately followlng thls list, a dlscuss~on of the financial cond~t~on 
of an Integrated KNEHC 1s presented 

a DISCUSSION OF ASSUMPTIONS 

Thermal Plant Operatrons 

KNEHC has reduced the electric~ty productlon at the TES's In llne wlth reduced demand ( ~ n  1995 the TES 
production was at 1,169 GWh and In 1996 the forecast IS 1,025 GWh TES product~on) Using average 
hydro conditions KNEHC can meet its customer demand produc~ng 1,280 GWh per year from the Blshkek 
and Osh TES's Based upon the suggestion a KNEHC official, a lower assumption of TES energy (1,280 
GWh per year) was used for 1997 through 2002 

Electricrty and Heat Tariff Rates 

The tariff rates adopted In July 1996, and as modified In October 1996, were inserted into the rate sectlons 
of the spreadsheet No discounts were Included In the tariff schedule however a 30% loss from techn~cal 
and economlc factors referred to in the 1995 annual financial statements was ~ncorporated into the tanff and 
operating figures A 29% effective loss rate was maintamed in 1996 by reduclng the statutory tariff rates by 
15% In additlon to the 14% unaccounted for electricity The overall loss rate reduces to 21% In 2002 (15% 
from economic losses and 6% from unaccounted for electrlc~ty) Similar adjustments were made for heat 
losses 

Asset Values 

Start~ng In 1996, the assets of KNEHC were Increased to reflect the statutory values mandated by the 
government The addltlonal assets from the investment program and the revalued asset values were added 
proport~onally to the electr~c and d~st r~ct  heatlng operating unlts of KNEHC to ~nclude deprec~ation on the 
operatlng statements 

Investment Program 

No Investment In the Kambarata 2 project was assumed in the Status Quo Alternative Thls project and its 
associated power lines cannot be financed from lntemally generated funds unless extraord~nary events 
allow full collection of the tarlff rates And, according to a KNEHC offic~al, the project w~l l  only be 
developed when there IS an export market for the power wh~ch has not been assumed In the energy sales 
forecast 

Electrrc Operatrons 

The electric port~on of KNEHC becomes more profitable after the introduction of the new tarlff rates 
Gwen the tar~ff changes to resldentlal rates In October 1996, no resldentlal rates Increases were assumed 
other than the 10% increase assumed by the WB In the year 2000 Costs also Increase due to lncreaslng 
sales However, revenues Increase faster 

Dfstrict Heating Operations 

The d~str~ct  heating system st111 operates at a loss until the addit~onal 10% tar~ff Increase In 2000 Wh~le the 
system should experience some he1 savings as a result of the renovations to be funded by the donor 
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agencies, at this tlme none were incorporated In the assumptions, thereby leavlng room for some 
Improvement In performance of the operation 

Consolrdated Fnancral Results 

The company's equity tr~ples as of 2002 with corporate leverage reduclng to only 30% The company 
shows cash of 2 3 b~llion soms m 2002 because there 1s no dlvldend W ~ t h  a normal 80% payout ratlo, the 
GOK could realize a 4% return on the 1996 revalued equlty (an 18% return on the "un-revalued" equity m 
the company) 

See Appendlx 5B 2 for a complete set of financial reports of the Status Quo Alternative using the WB 
financial model 

4 Alfernatrve 2 Lease Alfernatrve 

The Lease Alternatlve case approx~mates the value of the electrrcal system to a lessee By takrng only the 
operatlng income from the electrtc portron of KNEHC, addlng depreciation and deducting for taxes and 
investments, it 1s possible to approximate the net after tax cash flow to the operator 

Thermal Plant 

Rates for the thermal plants have been adjusted to make the Dlstrlct Heatlng system operate at break-even 
after tax cash flow (see analysls d~scusslon below) Starting in 1997,O&M, Salar~es an8 G&A have been 
reduced by 8% to reflect operating efficiencies gained from separating the heatlng system (see Alternative 
3 discuss~on below) 

Lease Term 

18 years 

Operatlng Income 

Operatlng income from the Status Quo Alternatlve was usea up to the year 2002 After that year, the 
operatlng Income was held constant 

Return to Lessee 

A 20% after tax return to lessee for invested cap~tal has been assumed In thls case 

lnvestmen t Program 

The Investment program for electric assets has been funded by after tax cash flow and lessee contributions 
No new Investments have been added In the electrrc operations after the year 2002 All Investments after 
2002 have been assumed to be funded by efficiency galns from operations of the system 

Thls sensitlvlty analysis to the Status Quo Alternatlve produced a net present value of 900 rn~ll~on soms for 
the electrical system Therefore, a lessee should be willing to make a payment up front IS equal to that 900 
mill~on soms A lessee would be able to earn more than the assumed 20% return by increasing operat~onal 
efficiency, lowerlng the cost of maintenance at existing facllitles and lncreaslng the realization of revenues 

The slngle largest factor In this alternative IS the transfer of the thermal stations to local agencies Thls 
assumption relieves the electricity sector from the subsidies afforded the thermal customers In order to 
operate the thermal plans at break-even, rates would have to Increase a mlnlmum of 25% in 1997 and 
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another 7% for 1998 Subsequent annual tartff tncreases of 7% and 3% In 1999 and 2000 respectively, 
would also be necessary Thus, tarlffs would rise another 65% from 1996 to 2000 

Another stgn~ficant factor affecting the value of the electrlc system is the resldentlal tartff rate As of 
October, the base rate for the first 700 kwhfmonth was kept at 12 ty~n/kWh Because residentla1 sales are a 
large proportton of the electrical revenue, any real Increase In rates will affect the value of the system to the 
lessee 

A secondary Issue then becomes whether the lessee will or can enforce collection of the tar~ff rates If, 
through such enforcement acttons numerous customers are cut off due to non-payment or add~tional energy 
conservation occurs, the demand forecast may overstate kwh sales and the lessee would realize insuffictent 
revenues to maintain operations and to produce the expected return on lessee invested capttal KNEHC and 
the Sector regulator should seek to transfer that r~sk  to the lessee by sttpulating maximum tariff Increases In 
any gtven year and provlde for tariff decreases based upon meetlng both financlal and operat~onal targets 
Another method of transferr~ng the risk to the lessee IS to maxlmize the front end payment for the lease of 
assets 

Ftnally, a concern In the lease alternative IS that the lessee may "run down" the system in the later years At 
some polnt durtng the lease, lt becomes more econom~cally advantageous for the lessee to cease 
maintaining parts of the system because the benefits from maintenance accrue to the owner or operator after 
the end of the lease The lease agreement should have regular monitoring mechanisms to avotd this adverse 
consequence 

See Appendlx 5B 3 for a complete set of financlal reports of the Lease Alternatlve uslng the WB financtal 
model 

5 Alternative 3 Decentralize Distrrbutron Alternative 
This case can only be indirectly analyzed due to the lack of enterprtse level operattng data 

Additional costs of 2% tn O&M, Salartes and G&A have been used to show the Impact of addltlonal costs 
In the distrtbutlon system 

Uslng a 2% addlt~onal cost factor has only a modest Impact on the net revenues of the system As seem In 
Table 5B 1 the amount of additional cost is 15 mlllton soms In 1997 rtsing to 18 millton soms in 2002 Of 
greater concern IS addttional unaccounted for electrtclty and heat sales Other countrtes have experienced 
signtficant Increases in economlc losses (greater than 10%) after devolutton of dtstributton due to 
Inadequately trained staff and poor collection mechanisms The lmpllcation for KNEHC is a catastroph~c 
reduction In revenues putting the system at great rtsk 

6 Alternative 4 Partially Unbundle and Partrally Privatize Alternatlve 
As in Alternatlve 3, this case can only be lndlrectly analyzed due to the lack of enterprise level operattng 
data Uslng the expected advantage of greater collect~ons by local agenctes (under a lease or management 
contract), the Status Quo Alternative was modified to include a) greater revenues for both the electrlc and 
dtstrlct heating operatlons b) cost savings from greater operating efficlencles 

Starting tn 1997 the revenues Include 50% of the unaccounted for product (see proforma statements labeled 
Electricity Generation and Heat Balance) Thts addlttonal product was prlced at the average tartff 

Cost savings for more efficient dlstrlbution operattons of 8% In O&M, Salarles and G&A have been 
included in the Operating Statements of the Electrtc and District Heatlng systems Addlttonal savlngs of 
5% In O&M and 4% for salaries and G&A were assumed for greater efficiencies In generation and 
transmission operatlons of the electrlc system 
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The company's financial situat~on Improves sign~ficantly The add~tlonal revenue, w~thout add~tional 
expenses to generate such revenue, go dlrectly to the bottom l~ne  

As can be seen m the Operatlng Statement for the Dlstrrct Heating system, the losses m Distrlct Heating 
operations Improve dramatlcally Thls ~mprovement is based upon the additional revenue recovered 
However, as a stand alone entlty, the Distrlct Heat~ng system IS st111 not a financially vlable enterprrse 
Assuming all capltal Improvements are funded by debt and the entlty must pay normal taxes, the Dlstrlct 
Heating system as a company has negative after tax cash flows Thus, rates still must rlse In order to keep 
the D~strict Heatlng system financ~ally vlable 

Sim~larly, the Operatlng Statement for the Electrlc System Improves dramatlcally Net Operating Income 
Increases by the amount of new cash collected and reduced operating costs 

See Append~x 5B 4 for reports on the Partial Unbundling Alternative uslng the WB financial model 

7 Alternatrve 5 Fully Unbundle and Fully Prrvatrze Alternatrve 

As mentioned earller the data for a financial analysls of the fully unbundled and fully privatize case 1s not 
available from KNEHC at t h ~ s  tlme A methodology for developing such an analysls 1s contained In 
Appendix 5B 1 

Full unbundllng would add value through the addlt~onal savlngs (greater efficiency) from separating the 
large hydro operatlons As stated In the Summary above, only modest efficiency increases were assumed, 
due to l~m~ted  amount of operatlons affected by the unbundllng 

On the thermal slde, further unbundling of the dlstrict heatlng system Into two companies would ensure no 
cross-subsidlzat~on Also, the Blshkek themal company may be able to optlmlze its own economic 
operation by balancing dlrect sales to large industrial heat customers w ~ t h  power gene~ation opportun~ties 
from waste heat 

C Legal Framework 

I Objectrve and Methodology 

This section of the report Identifies the major issues related to the exrst~ng legal framework for the Sector 
Included In thls part of the study 1s an analysls of the IeglsIatlon relevant to the regulatlon of the Sector and 
the basis for ~ t s  future development as well as an analysis of KNEHC corporate documents 

This study was conducted w~th the ass~stance of a reputable Kyrgyz lawyer during two of the Team's trips 
to KR The lawyer together with the Team revlewed current privatlzatlon and corporate leglslat~on, draft 
laws and regulations regarding the Sector, the KNEHC Charter and other corporate documents A llst of the 
documents rev~ewed and considered In the analys~s are attached in Appendix 5C 1 and selected documents 
of more direct relevance are also Included 

The PW Team also met wlth representatlves of the Prlvatlzatlon Department of KNEHC T h ~ s  department is 
responsible for the Charter and other corporate documents such as the Founders' Document Several 
meetlngs and working sessions were held wlth the representatlves of this department to review, in detail, 
these documents, to ~dentlfy the deficiencies In the Charter and conflicting documentat~on, and to obtaln an 
understanding about the realistic corporate governance in effect at KNEHC, as opposed to the provisions of 
the Charter 

The text of thls sectlon ldent~fies the maJor Issues related to the exlstlng privatlzat~on and corporate 
leglslatlon, proposed and draft laws for regulatlon of the Sector and the KNEHC corporate documents 
Detailed summaries and analyses of the documents are provlded In Appendices 5C 2 through 5C 8 

Prior to the analysls of the exlsting legal framework, lt IS essential to define the development of KNEHC as 
it currently exists Therefore, the following section IS an explanation of the development of KNEHC, 
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followed by an analys~s of the stage for fkture prlvatizat~on The fourth part d~scusses the corporate 
governance lssues ~dent~fied In the KNEHC Charter A fifth sectlon ~ntroduces the leglslatlon currentIy 
governing thls sector and the final sectlon summarizes the major find~ngs and lssues In the current legal 
framework of the Sector 

2 The Development of KNEHC and Critrcal lssues 

There are two major documents wh~ch define the development of the Sector enterprlses and thelr 
reorganization Into the current form of KNEHC A summary of these documents can be found In 
Appendlces 5C 2,5C 3,5C 7, and 5C 8 and the documents themselves in Appendices 5C 9,5C 10,5C 14, 
and 5C 15 In the Sov~et era, these enterprlses were part of a monopoly In 1992, the state energy companies 
were declared "State Energy Holding Company Kubat" by Decree of the Kyrgyz President By definltlon a 
holding company owns shares of jolnt stock companles However, the companies held were not jolnt stock 
companies It was only in 1993 by Government Resolution (#562, December 10, 1993) that the energy 
companles became a state joint stock holdlng company "Kyrgyz State Jolnt Stock Energy Holdlng 
Company " 
Government Regulation #592 (rev~ewed In Appendix 5C 3 and attached in Appendlx 5C 10) was Issued on 
December 10, 1993 on the transformation of the "State Energy Company" Into "Kyrgyz State Jolnt Stock 
Holding Company " As a result of this regulation, KNEHC was formed from the property of the 16 - 
enterpr~ses wh~ch compr~sed the State Energy Company and from the state share of three related joint-stock 
companies KyrgyzElekroSetStroy, KyrgyzEnergoStroy and Prefabr~cated Re~nforced Concrete Articles I 

Plant However, in 1995, KyrgyzElektroSetStroy and KyrygzEnergoStroy were 100% privatized I 
Prefabr~cated Retnforced Concrete Articles Plant was part~ally privattzed Currently, 70% of the shares 
remaln as state property, and therefore held by KNEHC As a result of t h ~ s  regulation, "State Energy I 
Company" ceased to ex~st  because ~t was transformed tnto the "Kyrgyz State Jolnt Stock Holding 
Company " Nonetheless, the Charter and Founders' Agreement ~dent~fy this "State Energy Company as one 

i 

of five founders of the "Kyrgyz State Jo~nt Stock Hold~ng Company," though it no longer exists I 
As menttoned at the begtnning of t h ~ s  section, Regulat~on #592 was the first legal reference to ajoint stock I 
hold~ng company It is important to note the legal status of KNEHC as defined by the form of ownership 
The Decree of the Parliament, Jogorku Kenesh, # 1386-XI1 of January 12, 1994 defines a holdlng company 
as a joint-stock company whlch owns controlling shares of other joint-stock companles The 16 enterprises 
of the former Kyrgyz State Energy Company are held by the hold~ng company, though these enterpr~ses are 

I 
not jolnt stock companies I 

I 

3 The Legal Basis for Future Privat~zatron 

Denattonalization and pr~vat~zation In the KR are carried out accord~ng to the Programs for 1991-1992, 
1992- 1993, and the Concept on denationalization and pr~vatlzatton for 1993 Jogorku Kenesh (Parliament) 
adopted the Concept of denational~zat~on and prlvatizatlon in 1994- 1995 by Resolut~on of January 12, 1994 

I 
This Concept identifies which state owned enterprises should be transferred Into jo~nt-stock companies In a 
period of four months excluding the enterprises where such programs are prohib~ted I 
The January 12, 1994 law restr~cts the prlvattzation of the State Energy Company Thls apparently refers to 
the complete privat~zatlon, meaning that the companies may be pr~vatized if 51% remains state owned 
Land codes st~pulate that land, forests, water and other natural resources are objects of exclus~ve ownership I I 

, 
and can only be rented Such resources are regulated by speclal laws drawn up on an as-needed bass 

I 
2 It u rmportant to note and understand the drfference between the Kyrgyz State Energy Company and the Kyrgyz State Jornl 

Stock Holdrng Energy Company The former refirs to 16 state owned enterprtses essenttally the generatron transmlssron and 
d~strrbutron companres These compantes were once the Kyrg~z State Energy Company and are now part of the Holdrng 
Company The property of these entrre companres was transferred to the Holdrng Company along wrth the state share of three 
other joint stock companres The It-ansformatron of the Kyrgyz State Enera Company into the Kyrgyz State Jornt Stock Holdrng 

I 
Energy Company and tts mc[usron of three jolnt stock companres ts dejned rn the Regulatrons referred to above and detaded rn 
the Appendices I 
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Additionally, as provided by the Concept of denat~onal~zatlon for 1994-1995,5 1% of state owned shares of 
KNEHC IS considered "indivisible property," referring to electrlc networks and hrgh voltage transmission 
lines This means that the given property must be owned by one entity Desplte the legal framework 
limitation on full privatization of the energy companies, Article 3 of KNEHCYs Charter provides for the 
"reallzatlon jolntly wlth SPF fbrther denationalization and prlvatlzation of companies comprlslng KNEHC " 

4 Corporate Governance lssues in the KNEHC Charter and the Funders' Agreement 

A detalled examination of both the Charter and the Founders' Agreement has been performed The text 
below ldentlfies the d~vlsion of power, the strengths and weaknesses of its provlslons and how they Impact 
the framework for development In t h ~ s  sector and the adoptlon of a proposed optlon Appendlx 5C 7 
examlnes each sectlon of the Charter and provldes detailed support to this analysis Appendix 5C 8 
summarizes the Founders' Agreements As Indicated In thls sectlon, there are many changes currently 
needed to the Charter to reflect the changes that have taken place In thls Industry since the Inception of the 
Charter, on January 20,1994 

The Charter Identifies the management organs as the general meetlng, the Council, the Board and the 
Presldent However, much decision-making power is delegated to the President 

I General Meetrng 

The General Meetlng as defined In the Charter IS the supreme management body whlch meets at least once 
a year A quorum is defined as the presence of 60% of the delegates In practice, there has only been one 
general meeting slnce the inception of this holding company, on December 28, 1993 There are 200 
delegates, including 2 representatrves from each enterprise Despite the delegation of crltlcal powers 
provlded by the Charter described In the Appendix 5C 7, there is a lack of definition on who the delegates 
are and how they are chosen, and who represents the State share In a vote 

I The Councrl 

KNEHC, through its Charter, creates a Councll to be elected by majority vote at the General Meetlng to 
"perform certaln functions related to the competence of the general meetlng and it shall exercise control 

over the activities of the board (Section 9, paragraph 25) " The composlt~on and slze IS ambiguous and the 
provlslon that exlsts 1s for the initla1 composltlon There have yet to be any changes from the inltlal 
composition 

The Presldent of KSEHC shall be Chalrman of the Councll The Councll is to meet at least once every three 
months According to the KNEHC representatlves, most decisions regardlng KNEHC are made by the 
Council The Council's powers are enumerated in the attached Appendix 5C 7 

However, there are several ambiguous areas regardlng the Council For example, on what bass does the 
Counctl vote? What 1s the relationsh~p between the Council and the General Meeting? It IS unclear as to 
how many representatlves constitute this Councll In actuality, the Councll currently consists of 28 
representatlves, on the theory that there will be at least one representatlve from each enterpnse, plus two 
from the SPF, and a representatlve of the Trade Union 

111 The Board 

The Board IS the executive organ act~ng on regulations validated by the Councll It conslsts of 9 members 
also validated by the Councll, with the Presldent as the Chalrman of the Board The Board IS the organ used 
by the President to carry out the management on current actlvrties It 1s not clear how the 9 members of the 
Board are chosen The Charter states that ~t IS "formed by the President " This implies that the members are 
chosen by the Presldent 

Prrce Waferhouse LLC DRAFT 
42 12/12/96 



Republlc of Kyrgyz-Pr~vatlzat~on and Restructuring of the Powermeat Sector 

rv Presrdent 

I 
I 

Much of the power lles In the jurlsd~ctlon of the Prestdent He 1s the Chalrman of the Councll and the 
Chalrman of the Board Append~x 5C 7 details h ~ s  powers and supports thls conclus~on 

a I 

Some powers delegated to the Pres~dent represent poss~ble confl~cts w~th legislat~on For example, the 
Pres~dent's author~ty to appo~nt and d~smlss the d~rectors of enterpr~ses under KSEHC and to valldate joint 
stock company managers potentially conflicts w~th the Concept of denatlonallzat~on of 1994-95 This 

' I  
Concept calls for prel~m~nary denatlonal~zat~on of KNEHC w~th  a transfer of the economlc managlng 

i 
funct~on and corresponding author~t~es to the ent~tles themselves In the event that these enterprises become \ 

jolnt-stock companles, there wlll also be a confllct w~th the full economlc independence pr~nc~ple called for 
I 
L 

In the Law on Joint-Stock Companies As In the Charter, 1s ~t understood that the shares of the enterprlses 
are glven to KNEHC wlth the r~ghts to manage It 1s not expllc~tly clear, but IS s a~d  to refer to the three jolnt .- 
stock companles and not the 16 enterprises of the former KSEC 

There is 11ttle l ~ m ~ t  on the Pres~dent's power and no expllc~t check or overrule It can be interpreted that, 
since d~rectors are appointed by the Pres~dent, and can be d~smlssed by hlm, they therefore do not have 
independence from htm As they are the representat~ves at the General Meet~ng and presumably the 
Councll, they would be less l~kely to vote for somethtng the Pres~dent does not support 

All of h ~ s  roles represent s~gnlficant confl~cts of Interest as the manager of the company and the head of the 
Counc~l Th~s may be acceptable now when the Presldent IS the GOW major shareholder appointee, while 
the holdlng company 1s a state owned company But, w~th any prlvatlzatlon or denat~onal~zatlon, changes 
wlll be needed 

State Audrtors and Audit Commksron 

The Charter prov~des for an Audlt Commlss~on, of at least 3 members elected at the General Meet~ng 
I 

There IS a provlslon for extraordinary aud~ts They shall be made if there IS a wr~tten request by the major~ty 
of the Councll However, there IS no lnformat~on on the necessary qual~ficat~on of the members of the Aud~t 
Comm~ss~on There 1s no provlslon for particlpatlon of the Internal aud~t department or external aud~tors 
and the process of chooslng the external auditors These members wrll most likely be managers or dlrectors 

I 
of enterpr~ses, whereas, members of the Audlt Commlss~on should not be managers or d~rectors, In order to 
preserve the ~ndependence of the aud~t funct~on I I 
In the Append~x 5C 7 there are add~t~onal comments regardlng Issues such as the language In the Charter, 
the need for keeplng the Charter current wlth changes, pollctes regarding profits and dlvldends at KNEHC, I 
and pnv~leged shares I 

Th~s  document was s~gned by the five foundlng ent~ties on December 28, 1993 and IS qulte s~mllar to the I 
Charter It contalns appropriate provlslons for obllgat~ons vts-a-vts the GOK and the holdlng company, and 
lts partlc~pants Nonetheless, there are some polnts of contention w~th other leg~slat~on noted In t h ~ s  I 

sectlon 

KNEHC 1s ~dent~fied as the entlty respons~ble for the future pr~vat~zat~on of the enterprises of Kyrgyz State 
Energy Company (paragraph 4 7) However, ~t states nothlng of consult~ng the employees, though t h ~ s  1s a 
provlslon of the Law on the Transformat~on of State Jolnt Stock Compan~es 

Pr~vatlzatlon's free of charge transfer of shares to employees IS threatened as KNEHC grants Itself the r~ght 
to sell 10% of the shares by exchang~ng employees' prlvatlzatlon polnts and those of contractors, through 
Investment funds w~th which KNEHC has agreements The Founders' Agreement also potent~ally grants 
KNEHC the control of 10% of 20% of the shares that a government regulat~on allocated for sale on the 
stock market or to Investment trade T h ~ s  IS a potentla1 Issue as KNEHC could control the buyers of those 
shares for sale 
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There IS a discrepancy regarding dividends earned on the State shares Government Regulations state that 
such dtvtdends are transferred to the State Budget, whereas the Founders' Agreement states that they can be 
used, and a report sent to the SPF on thetr usage, implymg that they are not transferred to the budget 

5 Current Legrslation Governrng the Power Sector 

The legal framework for the Sector IS currently being developed Much progress 1s being made On April 
30,1996 the Regulat~ons "On the State Energy Agency under the Government of the Kyrgyz Republlc" 
were passed In late October, the Law on Energy was signed by Pres~dent Akaev, and as of early November, 
1996 the June 28, 1996 draft of the Law on Electrtclty was be~ng d~scussed in Parliament Its approval is 
expected to be followed by the approval of the "Concept of Denationalizat~on and Privatization of the 
Energy Sector," which is currently also in draft form The recent GOK laws are qulte flexlble and foresee 
changes m the structure of the Sector 

6 Major Frnd~ngs and the Crrtrcal Issues of the Existmg Legal Framework 

In add~t~on to the cr~trcal Issues discussed In this report, thls section Identifies several findlngs of the overall 
legal environment in the power and heat sector, focuslng on lnconsistencles In the leg~slation and corporate 
documentation 

International corporate governance refers to those lndlviduals or entitles responstble for tnltiating an 
organlzation as "founders " Thls implies that those entitles contrtbute the origlnal capital for the 
organlzation and are the or~ginal owners This Charter states the "KSEHC's founders on the basis of the 
Kyrgyz State Energy Company are SPF, Kyrgyz State Energy Company, KyrgyzElektroSetStroyTrust, 
KyrygzEnergoStroy Construct~on Department, and Prefabrtcated Reinforced Concrete Articles Plant " The 
dec~slon on the holding company and the entlt~es to be included In it were determtned by the GOK These 
enttties which were state owned enterprises at the t ~ m e  of ~nceptlon, were requ~red to turn over thelr state 

owned shares to the holding company and therefore became controlled by the holdtng company The 
founders give their capital to the entlty that will control them 

The question then arues, do they willrngly become founders of the hold~ng company In so much as they 
are state owned, rt may be assumed that the state, as represented by the SPF, wllllngly forms the hold~ng 
company The wtll~ngness is protected in privatizat~on Iegislatron that precludes reformat~on of ownership 
of state enterprises w~thout the jolnt decis~on of the SPF and collecttve The second questlon arlses when 
prlvattzatton beglns Once the glven "founders" are no longer owned by the state, they may chose not be 
belong to the hold~ng company 

It is lnterestlng to note the current situation of the Founders The Charter and the Founders' Agreement 
indicate the "founders" of KNEHC as the Kyrgyz State Energy Company, the State Property Fund and the 
three above-mentioned jomt-stock companies However, Kyrgyz State Energy Company was transformed 
Into the KNEHC, hence ceasing to exlst Excludmg, then, the enterprises of the former Kyrgyz State Energy 
Company, the follow~ng remaln as "founders" of KNEHC KyrgyzElektroSetStroy, KyrgyzEnergoStroy 
and Prefabricated Reinforced Concrete Arttcles Plant and the State Property Fund These changes in the 
overall capltal and structure of the holdlng company have not been reflected m the Charter 

The Charter gives the holdtng company the author~ty to, jointly with the SPF, determine future 
demonopolizat~on and prtvatizatlon of KNEHC's enterprlses The Founders' Agreement delegates t h ~ s  
solely to M E H C  The Concept on demonopolrzatron and privatlzatlon for 1994-95 (Chapter I11 Methods of 
demonopol~zatron) however, states that "energy enterprises, regardless of thelr slze, will not be pnvatrzed, 
but will go through lnltlal demonopollzatlon under whlch the formation of state companles will transfer 
management functrons and coordmatlng authority directly to the economlc subjects", or companles 
themselves Furthermore, accordtng to prlvatlzat~on legrslatlon, transfer of state enterprrses into jomt-stock 
companies 1s decided jorntly by the SPF and the labor collective The Charter of the holding company was 
adopted at a conference of the founders on December 28, 1993 The collect~ve was not involved 
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Artlcles two and SIX of the last edlt~on of the Law on Joint-stock Compan~es prov~des for full economlc 
~ndependence In the determlnat~on of the form of management, on dec~s~on-mak~ng In buslness actlvltles, in 
prlcing and use of profit for jolnt-stock cornpanles However, KNEHC's Charter calls for the "entrustmg of 
management rights" of the three Joint stock compantes included In the holdlng company, to the holdlng 
company (Chapter 5, paragraph 11) This means that the energy companles would surrender their economic 
independence rights provided to them in the Law on Jo~nt Stock Companies to KNEHC They may legally 
claim that the law precluded them from forfeiting their rights to KHEHC 

D Staffing and Management 

1 Importance of Organrzatronal Structure 
An organization structure is an arrangement of tasks and people designed to accompl~sh the organization's 
goal It involves a way of dividing tasks into sub-tasks (d~vis~on of labor), grouping of sim~lar tasks into 
clusters (departments), and the ass~gnment of responsib~llty and author~ty to perform those tasks S~nce the 
sub-tasks need to be coordinated, ~t IS usual for a further d~vision of labor to emerge, i e between the doers 
of tasks and those who coord~nate or supervise From t h ~ s  pattern has grown the familiar pyramidal (or 
h~erarch~c) structure, where similar tasks are clustered Into departments, each w~th  its supervisor, and 
departments in turn are clustered Into larger groupings headed by h~gher level supervisors or managers 

It IS important to emphasize that an organization structure does not exlst for its own sake It u there to 
prov~de a framework for the functions and activities of the organlzation to be carried out It is only good as 

far as it serves this function If it impedes the performance of tasks, it needs to be changed Moreover, a 
good structure per se does not guarantee success Employees have to perform and there has to be 
commensurate authority to match responsib~lity, and adequate resource allocations However, an Improper 
structure would definitely stand in the way of goal achievement 

2 KNEHC and Subsrdrary Organrzatronal Structures 

The present organizational structures of KNEHC and major subs~d~aries are shown in F~gures 3 9 and 3 10 
KNEHC carrles out its act~vit~es through two groups of subs~d~ar~es the generat~on, transmission, 
distnbut~on, distr~ct heating enterpr~ses (twelve) and six other enterprises involved in training, constructing 
deslgn and research In Append~x 5D 1, detailed organ~zat~onal charts of the following subs~diar~es' are 
Included 

a) Organ~zat~onal Structure of Bishkek Thermal Electrlc System, 

b) Organizational Structure of Bishkek Thermal Network, 
c) Organizational Structure of Tortugul Hydro Station, 
d) Naryn Distribut~on Enterprise, and 

e) Organ~zat~onal Structure of Osh PES 

At the apex of the KNEHC organization is the President of the company The Board which should be 
responsible for policy matters at the highest level has l~mited author~ty As ~llustrated in Figure 3 9, 
Organ~zat~onaI chart of KNEHC, there are over twenty-five ch~ef execut~ves of KNEHC and Subsid~aries 
reporting directly to the President of the company This is the most unreal and ineffectwe organizational 
structure In real~ty, the KNEHC does not function as a hold~ng company, nor as a commercial entlty All 
investment, commercial, operat~onal and labor decis~ons are h~ghly centralized and directly controlled by 
the President of the company in every aspect 

Price Waterhouse LLC DRAFT I 



Republlc of Kyrgyz-Prtvatlzatlon and Restructur~ng of the Powermeat Sector 

The. President of the KNEHC reports dlrectly to the Deputy Prlme Mln~ster of the country Instead of to the 
Mlnister of Industry, Trade Resources Except KNEHC and Mineral Resources Exploratlon, all other 
energy related organlzatlons (for example Gas distribution, Coal Mining, Coal Distnbutron, Petroleum 
Exploratlon and Development, etc ) report directly to the Mlnlstry The organlzatlonal relationship of 
KNEHC's Pres~dent with the Deputy Prime Minster ind~cates that the Government retalns a strong role m 
pol~cy matters such as tarlffs, borrowing, Investments and the appo~ntment of the management staff of 
KNEHC and ~ t s  subsid~ar~es 

Figure 3 9 
Organrzat~onal Chart of KNEHC Head Office 
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-7-h.. 'adwsr*. , ,~*,  a\rlwm- 

Prlce Warerhouse LLC DRAFT 
46 22/12/96 



Republlc of Kyrgyz-Pr~vatizatlon and Restructuring of the Powermeat Sector 1 
I 

F~gure 3 10 
Subs~d~ar les  Under KNEHC's Control 

Osh Electrlc Power B~shkek Electrlc Power 
Transmlsslon System Transmsslon System 

Demln Eledrlc Power 
Transmsslon System 

Jalal Abad Electr~c Power 
Transrnlsslon System 

lssyk Kul Electric Power 
Transmlsslon System 

3 issue 
I 

The organlzatlon of KNEHC IS an organic process, respondmg to changing government needs of effic~ent 
management and to the steadlly lncreaslng demands placed upon the KNEHC and the subs~diaries for the 
structural adjustments for continued economic growth KNEHC now faces d~fficult dec~s~ons  concerntng 

I 
fundamental structural changes In the separation and decentralization of dlstrlct heat~ng and power 
generation and distribut~on Less apparent but equally Important are changes ~t must now adopt for the 
establishment of profit centers In all subsldlarles for strateg~c operations management and strateg~c 

I 
financial management, and responsive procedure for budget, accounting and audlt I 

- -  

Tralnlng Center 

B~shkek Dlstnct 
Heating Mtwork 

Toletogul Cascade 
I-tydro Plant 

Kyrgys Power 
Repalr Enterprse 

r 

B~shkek Osh 
Thermal Plant Thermal Plant 

I I 

- 

- 

The key collective Issue IS therefore that of which structural and procedural changes are requrred m order to I 
improve the overall performance of KNEHC Th~s  involves a number of sub-lssues focused on I) 
organlzatlonal and operatlonal efficiency, 11) the corporate strateg~c plannlng and budget~ng process, 111) 
human resources management and development, IV) management lnformatlon systems for operatlonal and 
financial management, and v) strategic planning and the settlng of KNEHC objectives In recent years, 

I 
many organlzatlonal changes have been recommended by varlous other studies These recommendations 
now need to be assessed from a hollst~c and strategic perspective w~th the Intention to recommend to I 
KNEHC a program of improvements and to asslst KNEHC to Implement those organizat~onal 
~mprovements I 

I 
1 - 

Speclal Repalr Enterprise Energy Construction 
Admlnlstratlon (Generation) l 

-- 

Talas Electric Power 
Transmlsslon System 

Naryn Electr~c Power 
Transmlssron System 

C h y  Electrlc Power 
Transmlss~on System 

Recommendat~ons on structural and procedural changes for KNEHC and ~ t s  subsidlar~es must therefore take 
into account the new legal and regulatory framework of the sectors, In order to give KNEHC the autonomy 
it requlres to function effectively whlle malntainlng appropriate organlzatlonal accountab~lity I 

I - 

- 

-- 

-- 

-- 
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4 Comments About Present Structure 

The present organlzatlonal sltuatlon of KNEHC IS character~zed by few genuine strengths and many 
negative aspects ( which should be ratrfied for lnstitutlonal development of KNEHC ), so that ~t can 
function as a commercial entlty These negative aspects and the need to set up an efficient commerc~al 
management have led us to recommend some major changes in the organlzatlonal structure 

During meetings, m all the spheres of activ~ty, we noted the presence of qualified staff This IS part~cularly 
so m the technical field where KNEHC has a solid body of engineers -- mostly electrical, mechanical, and 
c1v11 engineers almost exclusively employed in the generat~on and transmlss~on sectors -- and very few 
business and financial professionals 

The quality of the managerla1 staff IS by and large qulte satisfactory In many un~ts whlch means that new 
"Systems" (such as the concept of "Profit Centers") could be trled out under satisfactory conditions 

Generally, most of the managerial staff 1s aware that Improvements need to be made to the KNEHC 
management system 

Efforts for decentral~zat~on have been made part~cularly In the distr~bution field where at the level of a basic 
unit ( a d~stribut~on utility called a (PES)), a Chief Engrneer IS by himself In charge of a wlde range of 
respons~bilitles covering network admm~stration -repairs, deallng w ~ t h  customers, and new fac~lity 
installations The staff he manages can reach 50 or more In number, and he is also In charge of network 
operation 

The Provlnce Manager IS answerable for pract~cally all Dlstr~but~on actlv~t~es at the Provlnce level He has a 
structured staff whlch could exceed 100 in number HIS respons~bil~t~es are qulte extensive 

SimlIar examples exist In other operational fields such as generat~on w ~ t h  reference to the funct~ons of the 
Power Stat~on Manager and of the Power Plant Complex Manager 

The operating instruct~ons are not strictly followed There are at least two reasons for this 

In the absence of Target Orlented Management (TOM), the llnk between the usefulness or the need of 
rules, and the objectives of the utility, IS not always easy to establ~sh by those who are to follow them 

The tlresome chore of up-dating procedures manuals, could lead, due to delays, to enforcing rules that 
have not yet been offic~ally approved 

It should be noted that, at the present stage of KNEHC7s rapid evolut~on, entalllng frequent adjustment of 
rules and procedures, the system of manual 1s a requirement whlch slows down evolution 

The reg~onal level organization 1s not capable of assurlng ~ t s  drlv~ng and synthesizing role due to the 
weakness, or even lack of appropriate funct~onal staff to asslst the head of the Divlslon 

No department 1s responsible for definlng pollcy and determlnlng targets wlth reference to customer 
management 

Some studies canled out by KNEHC reveal the existence of varylng means amongst provinces, to 
accompl~sh the same klnd of actlvltles The differences are not completely due to each provmce's 
pecullarlty The absence of a clear pollcy defined In each field (technical, commerc~al and customer, human 
resources) 1s also partially respons~ble 
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The volume of the PES Chlef Engineer's dut~es and thelr diversity will cause, sooner or later, a structural 
problem As a matter of fact, the exlstlng organtzatlon 1s sulted to cater to a spec~fic number of customers, 
but when thls number Increases, the Chef Engineer's dut~es will be too much for h ~ m  alone The present 
solution adopted by the KNEHC 1s to Increase the number of Reglonal Electrlc Systems (RES) w~thout 
modifying the PES's structure, even though the geograph~cal dimens~on of the RES (the d~stance between 
the main office of the RES and the furthermost end of the network under ~ t s  control) and the operatlonal 
conditions do not just~fy thls Increase We feel that the solution to this problem will be, in order to 
distribute the dut~es according to thew nature and for cost reasons, to mod~Fy the organlzatronal structure of 
the PES SO as to adapt ~t to the volume and to the nature of the tasks, w~thout having to excessively increase 
the number of RES 

e PLANNING AND ECONOMIC DEPARTMENT 

This department 1s In charge of h~gh  level responslbllltles covertng a wtde range of fields, it has to manage 
long-term plans and to manage on-going projects on a day-to-day basts 

Thts solutlon affords the advantage of mlntmum rlsks of mtsunderstandlng between the two functions, all 
the same there is a major problem, the responslbll~tles to be undertaken In each of these two fields, are of 
major importance They require dlfferent management qualltles whlch seem difficult to s~multaneously 
rnobll~ze, most part~cularly in the Intense development stage whlch the KNEHC 1s gong through 

Moreover, the management of the Plannlng and Economrc department should not be concerned w ~ t h  the 
short-term actlv~ties of Dlstrlbut~on planning T h ~ s  unduly burdens the Planning and Economic 
Department's actlv~ties wlth various tasks deprlvrng the attent~on of the major Investment program needs 

f PERSONNEL AND TRAINING 

The fact that these two areas are presently merged In a slngle structure together wlth many other d~fferent 
activittes does not permit due attention In keeplng w~th thelr full value In part~cular the recrultlng and 
training pol~c~es are qulte insuffic~ent for the profess~onal staff 

5 Need For Organrzatronal Structures 

Our prel~m~nary review of KNEHC's organlzatton structure reveals that even wlth separation of heat and 
electricity sectors, KNEHC's current organ~zatlon does not enable it to effectively and effic~ently provlde 
for the needs of ~ t s  servlces KNEHC's operatlonal deficiencies directly reflect the manner m whlch ~t has 
been organ~zed Specifically, KNEHC's organlzatlon (subs~diar~es) 1s currently structured to enable 
lndlv~dual unlts and divisions to function In isolat~on from one another 

Under the current organizational structure, the only way to force coordination between dlfferent subsldiar~es 
and dlvlslons 1s to develop organlzatlonal br~dges to enable lndlvlduals and unlts to perform dlfferent 
hnct~ons, coordinate efforts, exchange information, and share accordingly for act~ons taken Currently, no 
such lnstltutionallzed ~nteraction exlsts in a consrstent manner Gwen the present requirements of market 
or~ented organlzatlonal performance, such a lack of organ~zational integration hinders KNEHC's ablltty to 
operate effectively and effic~ently 

The establishment of a new structure, by Itself, will not enable a ut111ty to improve its mode of function and 
results The results produced by an organization 1s the outcome of a dynamlc system whereln several factors 
interact 

the organ~zat~onal structure 

the management system 

an environment which would rlng out the best performance of employees at all levels I 
A utll~ty 1s nothlng more than the quallty of the personnel Through thelr skill and motivation the Ut111ty 
becomes a profitable enterprise 

The structure, on the contrary, enables one to enhance the efficiency of the personnel and tmplement 
methods in a constantly chang~ng envtronment 
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6 Specrfrc Areas of Weakness 

a GENERAL ISSUES AFFECTING ORGANIZATIONAL CHANGE 

Major issues such as the movement of KRYs economy from one central plann~ng to free market, the advent 
of competition In the supply of goods and services, substant~al change m the fuel procurement process, and 
the prlvat~zation of sect~on mdustry, represent gross changes m the external environment m wh~ch the 
KNEHC is operat~ng The KNEHC and its subsidiar~es need to respond to those changes ~f ~t is to be 
effect~ve 

Thls study Indicates that the prlmary responses to such enormous changes are fragmented m the 
organization's mlssion and strategy, work cultural changes In the organizat~on, and the leadersh~p to 
encourage the people in the organ~zation to make the changes that are necessary 

I Productrvlty lndlcator 

The most str~king feature relates to the number of staff employed In the KNEHC and its subs~d~ar~es,  
compared with Western and other Eastern European countr~es At present KNEHC employs 1 1,509 people 
for 3500 MW (0 30 MWfperson) where as in Bulgar~a and Romanla (predom~nantly thermal power 
generation systems wh~ch require h~gh number of plant personnel) the staffing level IS about 0 60 to 0 80 
MWIperson In the Un~ted States, staffing level vanes from 1 5 to 1 8 MWIperson 

11 Staffing and Personnel 

In response to the questlon of adequacy of staff, most units ch~efs Indicated that they had sufficient 
personnel, as far as thelr own operations were concerned One unit ch~ef ~nd~cated that he had too many 
people, espec~ally In view of the fact that some of hls funct~ons were scheduled to be computer~zed andor 
privatized Another stated that m general there was too much staff T h ~ s  condrt~on came about, he sa~d,  
because when a new General Adm~n~strator takes over, he br~ngs In a new team and existlng personnel are 
displaced and relocated 

In general, replles by the varlous un~t  ch~efs lnd~cated that In the~r oplnions their personal were capable of 
perform~ng their des~gnated tasks There IS no evaluation of personnel made by the company, nor IS there 
presently available a hlstorlcal record of ~ndlvidual performance or a description of the requ~rements for a 
part~cular pos~tlon 

Other personnel Issues confront~ng KNEHC are 

There is a high turnover because of low salar~esfwages Over the last three years the overall staffing of 
KNEHC has been reduced to 1 1,509 from 15,200 The h~ghly skilled employees are movlng to the 
commerc~al/pr~vate sector 

All employees are members of trade unlons The benefits of the unions are lim~ted as workers cannot 
strike Energy sector IS a protected Industry and ~t IS illegal to str~ke 

Employees are allowed to stay and cont~nue to work after retirement age (retirement age for men IS 60, 
for women 5 9 ,  as IS the current trend due to the low pension payments Dur~ng the Sov~et era, when 
penslons were reasonable and Inflation was non-exrstent, employees retire at the age granted 

111 Investment Planning 

The procedure for making project investment proposals is found to be lack~ng in rigors, and in a situation 
where there was competltlon for scarce resources to be allocated among varlous subsid~aries there IS no 
clear system of pr~oritizat~on 

The responsib~llty for Investment plann~ng IS vested In one englneer In the Prospective Development 
Department Of concern IS the l~m~ted tlme value for these plans, normally one or two years The role of t h ~ s  
person seemed lim~ted to the collect~on of investment data without any correlat~on w ~ t h  the Investment 
fund~ng sources and/or the development of the power market 

Price Waterhouse LLC DRAFT 
50 12/12/96 



Republ~c of Kyrgyz-Pr~vat~zat~on and Restructur~ng of the PoweriHeat Sector 

rv Procuremen f Procedures 

The procurement systems are rudlmentary by the WB standards Although the answers to the lntervlew 
quest~onlng ind~cated the procurement actlvltles competently carr~ed out, there IS l~ttle or no understanding 
of the WB, ICB and LCB competltlve requirements Answers to questions sometlmes lndlcated that 
tender~ng procedures on a competitive basls were seldom used In practice, lt was reported, due to bartering 
arrangements wlth Russla, and fuel procurement from nelghborlng countrles 

Multilateral technlcal ass~stance In the areas of bid document preparation and ICBLCB procurement 
tralnlng program would Improve KNEHC's lnst~tut~onal capablllty 

v Training Programs 

There are both short and long-term tralnlng programs available at the tralnlng lnst~tutes managed by the 
KNEHC The tralnlng program offers both classroom and hands-on tralnlng In Appendlx 5D 2, a typical 
llst of tralnlng courses for the skllled technlc~ans IS Included However, the Tra~ning Center needs upgrade 
to modem tools and equ~pment In all areas 

Several of the buslness skill semlnars have been funded by lnternat~onal donor organlzatlons such as 
USAID and EU-TACIS Appendlx 5D 2 shows a list of b~lateral tralning/semlnars 

KNEHC system IS 81% hydro with hlgh transmlss~on and dlstrlbut~on losses and rudlmentary blllrng, 
metering, and revenue collect~ons set-up Tralntng/semlnars In the following areas would help to develop 
KNEHC's lnst~tut~onal capabtl~ty 

Var~ous sem~narslcourses on hydro system management In the areas of dam lnspectlon and sed~mentat~on 
control, 

Courses on hydrolthermal optlmlzat~on, power transaction and pooling, 

Courses on transm~sslon and dlstrtbutlon system techn~cal and non-techn~cal loss reduct~on, 

Courses on dlstrlct heating system rehabll~tatlon and effic~ency ~mprovement, and 

= Courses on Improved billing, meterlng and collect~ons 

7 Factors Drscouragrng Managerral Staff 

The KNEHC has a good corporate Image amongst unlverslty students However, many young professionals 
are d~sappo~nted after a few years of servtce The reasons are partly beyond the control of the KNEHC-such 
as the salary level In comparison wlth those offered In Russ~a or In fore~gn countrles 

Others are w~thln the control of the KNEHC, somet~mes of both KNEHC and the Government The latter IS 

the case when state supervlslon, whlch IS sometlmes excessive, does not allow KNEHC the amount of 
freedom needed to solve problems of thls klnd 

Several meetlngs displayed that promotion to key poslt~ons IS based on ethnlc~ty and not recognition of 
merlt and lack of defin~te targets were greatly respons~ble for dlscouraglng the staff 

The d~scouraging factors elther tend to reduce the efficiency of the officers who remaln In KNEHC servlce 
or encourage them to leave the servlce Thrs IS particularly true In the case of h~ghly sktlled dynam~c 
engineers In the techn~cal fields (Russ~an ethnlc background) 

The wageslsalaries of the professional, technlcal and workers are very low as lndlcated m tables of 
Appendlx 5D 3 The wageslsalar~es system IS cash and barter based, wlth payments to all grades of staff to 
be made on a monthly bas~s, however, often for months, staff are not being paid The means of complllng 
the payroll and the number of people lnvolved In various related parts of the operation IS somewhat 
cumbersome 

Whlle the fac~llty to award a bonus to staff for good performance was seen as a good motivator, there was 
no ev~dence of a formal, documented staff appraisal system an whlch a performance related pay or bonus I 

Prrce Warerhouse LLC 
51 12/12/96 



Republlc of Kyrgyz-Prnatlzatron and Restructurrng of the PowerIHeat Sector 

system might be based Annual bonus can be as hlgh as 170% of annual salary for some staff Historically, 
In 1995, all staff rece~ved annual bonuses as per the salary and wage regulations of KNEHC 

In a number of ~nstances, d~ssatisfactron over the level of salaries was Indicated Ducussions in t h ~ s  area of 
salarles ellcited comments that the current classificatron of personnel IS badly out-dated, especrally when 
applled to pos~tions wh~ch currently require a higher degree of technology and tralning 

9 Corporate Plannrng 

An analysis of replies to interview quest~ons and d~scuss~ons lnd~cates that there IS a lack of awareness, at 
all levels of the company, of any overall coordrnated and rationallzed long range plan for KNEHC The 
reason stated for thrs IS that there has been no stable budget for corporate plannlng 

10 Manuals 

There are no current and offic~al manuals descrrblng the dutles and responsib~l~ties of any supervisor or 
employee of KNEHC In some ~nstances, specifically In the case of specral projects, duties and 
responsibrlities of a general nature are set forth At the present t ~ m e  there 1s no centralrzed, organized, 
program rn effect to prepare such manuals Out-dated job descript~ons are used by the Personnel 
Department based on the old Russian book of "Qualifications Reference Book for Posit~ons of Managers, 
Spec~allsts & Employees" (See Appendix 5D 4 for the outlrne of the Job Description Manual) 

77 lnformatron Flow 

There are no establ~shed procedures by which rnformatlon in one directorshlp 1s determrned to be required 
by another dlrectorship Requests for lnformat~on from a unit In one directorshlp to a unit m another 
d~rectorship requires a request and a response by way of the dtrectors Routlne interchange of rnformat~on 
between units IS non-existent, even when information 1s freely exchanged among the directors 

12 Budget 
The budget for the government 1s based on a system of accounts whrch d~ffers from the system of accounts 
used for KNEHC's own accountrng records Furthermore, the budget assumes a level of expendrtures whlch 
is based on government approved caprtal add~trons It further assumes that the Income requ~red to cover 
such expendrtures will be avarlable to KNHEC whether or not firm financrng commrtments have been 
obtained 

The budgeting system IS not computerized and consequently n timely monthly comparison of actual versus 
budget can be made Also, as stated above, the budget has not been prepared by the various departments of 
each drrectorshrp or even by the directorship themselves on a global basis, so that monthly comparisons of 
actual versus budget, even lf they were to be made on a t~mely basis, would not prov~de a mean~ngfbl 
analysrs for control of expenditures 

13 Other Management Problems 
There 1s the tendency among those In management posrtions to isolate themselves rnto their poslt~ons 

* Most d~rectors, managers and certarn admrnistrative assistants work late hours Into the night almost on a 
daily bas~s 

Directors and managers do not have qual~fied replacements during thelr absence from the office, the~r  
employees feel that "when the boss is out, the place collapses " 
the above IS the result of d~rectors, managers, and supervisors havtng the tendency of not delegating 
responslbtlrtles to others, thereby providtng the needed tralnlng for temporary replacements or 
promottons, prov~dlng cont~nurty In the performance of the varlous dut~es of the drrectorshlps 
Work u scheduled on the basrs that "urgent work has pnority," whlch IS the case most of the time except 
when "urgent work IS replaced by another urgent work " T h ~ s  cycle continues without any effective 
planning to carry out activit~es 
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I I 
E Management lnforrnat~on Systems 

An evaluation of the KNEHC financ~al accountlng procedures and the exist~ng computer systems to support 
financlal accounting buslness functions shows that very llttle has changed slnce the holdlng company 

' I 
I 

concept was Introduced In 1993 The accountlng system conslsts of a unlform chart of accounts, wh~ch is 
specified at a relat~vely elementary level It does not allow for the collect~on of data consistent to support I 

management and cost accounting In a competttive environment The system IS deslgned to comply I 

, I 
princ~pally wlth exlstlng tax reporting requlrements Produc~ng accounts that comply wlth IAS IS not 
effectively posslble under thls structure, nor IS tt clear whether they wtll comply with future regulatory I 

requirements 
I 

The European Bank for Reconstruction and Development ( EBRD ) IS assisting KNEHC in modernizing ~ t s  
financial practices to brlng them Into conformity with IAS, lntroduclng cost accounting and financial - 

management systems, and tmplementlng the above pract~ces/systems and tralntng staff In their use 

Corporate Solut~ons, a London company, IS In the process of supporting the lnstallatlon of a general ledger 
package called SunAccount by Systems Un~on Incorporated The product 1s supported in Russian and wtll 
provlde financial statements tn accordance w~th IAS Corporate Solut~ons has accurately identified the 
shortcomings of the current accounting practices tn a Phase I report dated January, 1996 and has slnce 
issued a Phase I1 report which further tdentlfies what needs to be done to Implement the suggested 
accountlng reform Whlle there may be mlnor areas of dtsagreement between the Corporate Solut~ons 
recommendat~ons and the find~ngs of thls PW evaluat~on, the fundamental problem and solut~on approach 
ldentlfied by Corporate Solutlons is basically sound The SunAccount ledger package should offer a qulck 
near term solutlon to the IAS reporttng requirement and should serve as an excellent learnlng tool for 
KNEHC personnel and management 

1 Frnancral Management System Characteristrcs 
A key to the success of KNEHC in KR wlll be the abillty of their management to effecttvely lead the entlty 
In the newly created competitive market envlronment Comrng from an environment where all funding for I 
plant expansion and operation came from the state, KNEHC management IS now faced wlth the challenge 
of ra~slng cap~tal through the publ~c and private markets As the company competes wlth other Investment 
opportunities within the country and throughout the world, investors will be scrutlnlzlng the company and 
its management to determine what the rlsk and opportunity 1s for Investment Such factors as strategic and 

I 
busmess planning, financlal planntng, accountlng principles and practlces, financial strategies for securlng 
capltal, and corporate financ~al policies will be closely watched on an ongolng basts and wtll be barometers 
for success of the companies 

I 
The ablltty to meet these requlrements drlves the need for a well defined and properly designed financlal 
management and accountlng system A sound information structure will need to be developed wh~ch assists 
the company In managtng operations in an effective manner This IS ach~eved through a system whlch 

I 
monltors activities, prov~des control over assets, accumulates financ~al and operatlng data and prepares 
financlal and operatlng reports for evaluating current and future operations Such an tnformation structure 
w~ll  need to be filly ~ntegrated so that all corporate data IS avatlable to all users requlrlng access to this data 

I 
In order to have the necessary information to make management decisions The data should be m a data 
base management envlronment allowing for one tlme entry of the data and the max~mlzation of tts integrity 
Thls will be the most economical way to manage corporate data over tlme Wlth the volume of ~nformatlon 

I 
that will be requlred and which will exlst, havlng the data In a data base environment wlll allow actlvittes to 1 
be performed whlch would not be technically or econom~cally feaslble tn a manual envlronment 

A financial management system IS responsible for satlsfjlng both Internal and external demands Internal 
requlrernents tnclude the accumulation of operational and accountlng data, preparation of reports 
summarlzlng actlvltles, strategic plannlng and other management demands The financlal management 
system should maintain a system of Internal accountlng controls which provide reasonable assurance that 
company pollcles and procedures are complled wlth, assets are safeguarded, and transacttons are executed 
wlth appropriate authorization and recorded In a manner whrch permits management to meet ~ t s  
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responsibility for the preparation of financlal statements External requlrements Include the preparatron of 
financial statements and other lnformatlon for government agencies, mvestors, creditors and other third 
partres 

External partles will requlre that the company prepare financial statements In accordance w~th IAS Th~s 
financlal information 1s In add~tion to that currently requlred for KR statutory reporting purposes There 
will also be an increased demand for more data and ~nformation In order to make the types of management 
decisions that will be requ~red m order to effectively manage the company The financial management 
system should be deslgned to comply wrth these financlal statement and lnformat~on requlrements m a 
manner whlch makes best use of automated functions and elim~nates any need to keep multiple sets of 
accounting records for different bases of accounting 

2 Informatron Technology Character~strcs 
Before proceeding with the implementation of any computer applications for KNEHC, consideration should 
be given to several archttecture, design and lmplementatlon declslons whlch will need to be made The cost 
of hardware, software and development effort 1s hlgh, but even higher 1s the cost of low productlvlty and 
lost competrtiveness lf an organlzatlon fails to fulfill ~ t s  purpose To date a package has been selected which 
IS drivlng many of these Issues, but a more strategic approach could save a lot of time and money In the 
long run After all, a financial management system is a production system which wlll handle hlgh volumes 
of corporate data and, if properly deslgned, wlll be operat~onal for a long perlod of tlme to support 
Important corporate functionality 

The foI1owlng list of issues should be addressed In the context of cost and the ultlmate dlrectlon that the 
company wlshes to take In terms of information systems management and support effort 

Whrch development plafform w~li  be used ? 

This 1s a questlon of support and cost Most software today can run In both a Wlndows envrronment 
or under DOS or OS/2 To stay a generation behlnd in both software and hardware can save money, 
but does not put you wlth the latest technology The company must declde whlch platform they are 
prepared to support, and lf they want to work wlth a trled and tested environment or try to step up to 
the latest technology 

Whrch hardware configuratron wrll be used 7 

KNEHC will be work~ng wrth large applications and high volumes of corporate data They will 
need to determine whether they want to use large mainframe computers or PC network 
configurat~ons wlth a client server to manage data base files Because of physlcal locations of the 
companies in relatlonsh~p wlth the KNEHC headquarters, ~t is hlghly probable that they will need 
network connectivity Here agaln the issue will be cost and what they are prepared to support 

What language do they use 7 

Even the best packages do not handle every poss~ble situation so the company wlll be writing code 
from time to tlme Whether they have an Internal development team or use contractors, they w ~ l l  
want to be sure that the proper level of tra~ned support 1s available for enhancements and 
malntenance 

WIII they use applrcafion generator tools 7 

Modelers, designers, bu~lders and other rapid application development tools are common and 
read~ly available on the market today They can select to use such tools to the maximum or they can 
mostly write code There are costs and benefits to both approaches and a thorough evaluation of 
these options would be a good strategy at some polnt In tlme 
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Do they use a local database manager or a database server? 

The slmpllclty of uslng a products internal database manager cannot be discarded I~ghtly, but there 
are clear benefits that a cllent server database manager can offer, particularly when applications 
become distributed and lnterfaclng becomes Important 

What level of security needs to be provided 7 

These are for the most part w~dely dlstrlbuted appl~cat~ons creating and malntalning corporate data 
w~th the requirement for a hlgh degree of data lntegrlty Who has the rlght to vlew this data and 
who has the r~ght to update ~t are security Issues that should be addressed up front 

WiII hardware and software plafforms be standardized 7 

The 18 operating entitles have, at the present time, an opportunity to start from a clean base polnt 
with the development of hardware and software platforms Setting standards for the growth and 
development of these platforms now can save s~gnlficant money in the long run Belng faced with a 
mlxed platform environment wlll most llkely complicate the effort and Increase the expense of any 
future growth and development 

As previously mentioned many of these Issues have already been defined to some degree by the selection of 
a general ledger accountlng package None-the-less, addressing these issues and developing a specific 
strategy for them prlor to continuing implementation of major corporate systems will not only help to 
assure the success of these systems, but will also establish sound lnformation systems strategies whlch will 
save the entities money and time in the long run These issues are therefore addressed at this time m the 
hope that they wlll become a part of an overall lnformatlon systems plan for KNEHC 

It 1s of course possible to let a purchased package define the strategy for some of these Issues, but to Ignore 
the issues all together would not be In the company's best Interest and would most certainly cause some 
major problems, and most l~kely increased expense, down the road Buildlng applicat~ons based on a well 
cons~dered design ph~losophy and a sol~d, flexible arch~tecture IS the way to go 

3 Integrated Frnanclal Management System Summary 

The ledger accountlng that IS currently belng implemented by Corporate Solutions IS but one of many 
system modules that will be requlred In order to have a fully Integrated financial management accountlng 
system for KNEHC Thls can be thought of as the final collection point for all accounting lnformatlon that 
IS recorded for the company The detail for all thls accounting tnformatton however, starts at the various 
entitles within KNEHC and should be entered lnto the varlous "feeder systems" whlch provide the 
accounting data to the general ledger in a fully Integrated systems environment This lmpl~es that there IS 

one time entry of data lnto the Integrated accounting system and that from that point forward the 
lnformation can be transferred, tracked, analyzed and reported In whatever manner IS necessary In order to 
analyze the company, report financial ~nformat~on, and support the management dec~ston maklng process 

In addltlon to the ledger accountlng module, Systems Union Incorporated can provlde modules to support 

F~xed Assets 

Corporate Allocation 

Purchase Order Processing 

Purchase Invo~ce Register - Inventory Control 

Thls IS not to say that these are the best systems solutions for the business requirements, but only that they 
are modules offered as part of a total Sun System solutlon In addition to these funct~onal business 
solutions, systems would need to be prov~ded to support the follow~ng functlonal~ty groups 

Accounts Receivable 
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Accounts Payable 

8 Payroll 

Fuel Management 

8 Cash Management 

Planning and Control 

Billing and Collection 

These systems provlde a high degree of source data into the general ledger and would need to be automated 
m order to have an effectlve and fully ~ntegrated financ~al management systems group It would also be 
desirable to have a constructlon management and maintenance management system to support accountlng 
needs, as well as the other finct~onal support capabil~t~es from such systems However, from an accountlng 
vlewpolnt these systems could be "manual feeds" and st111 be effectlve because of the lower volume of 
accountlng data comlng from these systems as compared to the others llsted here 

In order to successfully ~mplement these systems into an Integrated systems environment, a well planned 
strategy should be m place Bes~des addressing the systems Issues as defined earher, the strategy should 
Include a functlonal systems deslgn for all of these systems The functlonal systems design IS a plannlng 
tool whlch helps to establish and maintaln communlcatlons among users of busmess systems, all levels of 
management, and the information systems functions 

The planning process begins by ldentlfying those buslness actlvltles that are currently carrled out by the 
company and that will contlnue to evolve in the privatization process Thls is then enhanced with busmess 
actlvltles that the company will be requlred to carry out In the future but have not been a part of past 
buslness practice Buslness actlvltles are then complled Into ioglcal functlonal groupings that could be 
supported by a computer system After all actlvitles to be supported by a computer system are analyzed, the 
total system design requirements can be documented for planning purposes All systems contain a speclfic 
and unique functlonal capablllty for each actlvlty to be supported by the system 

This plannlng process IS a crltical first step to deslgnlng the lnformatlon systems architecture that the 
enterprises will need In order to effect~vely operate as market drlven, profit oriented entlties Thls approach 
assures that the systems are developed In order to support the necessary buslness actlvlties of the company 
Following this plan will not only assure that the buslness processes are drlving the systems development 
efforts, but it will also help the company to ldentlfy those actlvitles that are not yet supported by 
computerization, thus allowlng them to keep thelr systems development efforts properly focused 

At thls polnt In the planning process, system implementation can be prloritlzed so that there is a logical 
sequence for development and installatlon of the various modules Havlng a well defined overall strategy 
will help assure total lntegrat~on when all systems are completed, and will allow the enterprises to 
rnax~mlze benefits along the way 

The optlon of utlllzing manual systems to support the accountlng functions In KNEHC has already been 
precluded with the installatlon of the SunAccount general ledger system Whlle thls system will help data 
collect~on to support reporting requirements, the Company wlll find that the effort required to Input all the 
necessary data to effect~vely util~ze the system will be greater than what can be sustained over the long 
term DetalIed data necessary for effect~ve cost control and decls~on making support wlll not be available as 
long as journal order accountmg IS utlllzed It IS not recommended that manual systems be ut~lized at the 
KNEHC enterprises 

Another option would be to develop the varlous financial management system components m-house using 
company personnel and contractors Thls approach could prov~de a hlgh degree of funct~onal~ty m the 
systems and develop a capable system maintenance staff However, the lack of qualified development staff 
could drlve the cost up The tlme lt would take to develop the system in-house would, in all Ilkellhood, be 
too long to respond to competltlve sltuat~ons A rough estlmate 1s that this approach would cost 
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approximately $50,000,000 to $70,000,000 for hardware and software development, w ~ t h  a time frame of at 
least three years Thts est~mate includes all systems ~dentlfied In earlier and assumes that development runs 
concurrently on several system at one tlme to complete wtthln a three year tlme pertod The systems would 
then be available for all enterprtses wlthln KNEHC 

The last optlon would be to purchase fully integrated systems Thls would prov~de fully integrated 
accounting plus financial management funct~onallty at all enterprises as well as headquarters The negatives 
to th~s  approach would be the h~gh up-front cost and the dtfficulty of intense trainlng efforts The fact that 
the general ledger systems IS already betng tnstalled and tralntng efforts have begun, wlll improve and 
support thls tntense tralntng requirement 

Informat~on from Systems Unton Incorporated lndtcates that the SIX (6) addittonal modules that their 
company could prov~de, as lndlcated on page 55, would cost $200,000 and $300,000 per slte (enterprise) for 
hardware, software and tnstallat~on Thls cost range would prov~de capabtllty for elther 4 or 8 users at each 
slte, puttlng the total cost for these modules at between $3,800,000 and $5,700,000 for KNEHC 

This would sttll leave the remalntng systems Identified on page 56 to be purchased Est~mates based on 
packages sold tn Europe and the U S put t h ~ s  total cost at between $4,500,000 and $5,000,000 per stte for 
these total system packages, or between $85,500,000 and $95,000,000 for KNEHC T h ~ s  cost would cover 
hardware, software, and lnstallat~on Some of these systems are much more complex than others, and some, 
such as the btlllng and collect~on system wlll most l~kely not be avatlable on the market because of the 
uniqueness of functionality These systems will therefore need to be developed wtth In-house staff andfor 
contractors 

Costs shown in thls sectlon are esttmates only A specific package andlor vendor would have to be 
identtfied before detalled tlme and cost schedules could be put together 

Pr~ce Waterhouse LLC DRAFT 
57 12/12/96 



Republlc of Kyrgyz-Pr~vatlzation and Restructurlng of the PowerJHeat Sector 

VI. Conclusions and Recommendations 

This report covers numerous aspects of KNEHC's operatlons rn an evolv~ng regulatory, economlc and 
operating environment The follow~ng conclus~ons and recornmendatlons concentrate, however, on three 
areas of the company that can make near term Improvements to the commerc~al evolution of the Sector 
Whrle the section entitled Restructuring Alternatives wlll require a Sector-wide effort, the recornmendatlons 
on Organization and Staffing and Management Information Systems should be able to be accomplished by 
KNEHC alone These latter recommendations can asslst KNEHC management deal wrth sectoral issues and 
can provide other Sector partlclpants with the needed ~nformation to make informed decisions on how to 
regulate and Improve the commerc~al operation of the entlre Sector 

CONCLUSION KNEHC would benefit from a restructur~ng of its system The system IS rn drastlc need of repair ~t 
has an abysmal collection hlstory, the tanffs are not set ~n accordance wrth the costs and there IS 

pract~cally no chance that the company w~ l l  be able In the foreseeable future to solrclt and obtaln 
needed funding to correct the sltuatlon 

RECOMMENDATION It IS recommended, glven the speclal crrcumstances ~n the KR and the lessons learned on 
experience In restructunng and prlvatlzrng power sectors around the world, that Alternative 4 be 
adopted as the restructunng alternative to be pursued by the KR 

It offers the best opportunity to result m real reform throughout the sector so that the serious problems can 
be solved, but ~t does so w~thout the GOK havlng to glve up controll~ng Interest in the large hydro plants 
and, especially, ownership or control of the transmission system AIternatlve 4 can be done wlthout 
delaylng the coupon auctlon, and ~t preserves flexlblllty to pursue a varlety of mechanisms m the near 
future, including some combination of lease, sale or management contract for the various parts of the 
system 

C Organlzat~on and Staffing 

CONCLUSION KNEHC IS overstaffed and does not meet the necessary crlter~a to be cons~dered a modem 
national utlllty The company has an abundance of tradltlons and att~tudes wh~ch have been 
carr~ed over from FSU tlrnes Although this IS understandable a major restructunng effort IS 

necessary 

RECOMMENDATION The study team recommends the follow~ng steps to be taken for the re-organ~zat~on of the 
electr~clty and heat sectors of KNEHC 

Step #I the decentralrzatlon of authority and operatlons, wlthln the headquarters organlzatlon 
and partrcularly between headquarters and the prov~ncral or reg~onal d~stnbutron 
organlzatlons, 

Step #2 the authorlty of KNEHC must be qual~fied as prov~ded In the new leg~slatlon (Electnc~ty 
Act) the status of functional autonomy of KNEHC to carry out ~ t s  responslbrl~t~es 
effectively and new or reaffirmatlon of authorlty requlred to implement an lnstltutlonal 
Review and Development program to asslst the KNEHC In ~ t s  contrnulng process to 
streamline and enhance its operat~ons as a modern natronal ut~lrty 

prrce Waferhouse LLC DRAFT 
59 12/12/96 

m"9 Previous Page ~nanE-- 



Republ~e of Kyrgyz-Pnvatlzatlon and Restructuring of the Power/Heat Sector 

Step #3 establlshlng the accountabrlrty of KNEHC officers and staff rn the effectlve performance 
of therr roles, both through clear definrt~on of posrtron responsrbllrtles and through settlng 
of performance targets, 

Step #4 KNEHC be given the capablllty to carry out a dynamrc process of corporate planning, 
rncludrng requrrements of strategrc plannrng, operational plannrng and performance 
targetrng and an Integrated management rnformatlon system, and 

Step #5 the development of trarnlng n plannlng and other aspects of human resource 
development wh~ch w~ll  form a key lnput to a MIS and a strateg~c plann~ng process 
therefore enabl~ng KNEHC to make the best future use of its human resources 

D Management Informahon Systems 

CONCLUSION Although KNEHC has begun many steps to enhance rts system In the MIS area, much rs strll 
lackrng n order for the system to become a corporatrzed prrvatrzed econom~cally functronrng 
cornpetrtrve utrlrty In todays market 

RECOMMENDATION Assumrng hrnds can be made avallable for andlor by KNEHC to proceed wrth the development of a 
fully Integrated financlal management systems group the following set of recornmendatrons result 
In the development of a specrfic strategy that wrll move the effort forward 

Develop a functional systems des~gn for all the busmess systems ~dentlfied on page 55 T h ~ s  will serve as 
an excellent plann~ng tool as KNEHC moves forward wlth ~mplernentatlon of packages Knowing 
exactly what funct~onal~ty IS required wlll allow the company to select the best package to meet the~r  
bus~ness needs Thls approach assures that the bus~ness needs drlve the systems development rather than 
systems definlng the buslness As a rule of thumb,  fa package does not support at least 80% of the 
funct~onal requlrements, then the package 1s not ltkely to be a good fit for the bus~ness 

Desplte the fact that the purchase of SunAccount has already defined certa~n systems strategy Issues, a 
full IT strategy, as addressed on pages 55 and 56, should be developed prlor to purchasing any more 
packages The SunAccount package does not, on the surface, appear to be a bad cho~ce techn~cally It 
does operate under Wlndows 95 whlch IS a common and well supported software env~ronment today It 
does have a Relat~onal Data Base Manager (RDBM) whlch IS a desirable DBM for managlng large 
amounts of var~able data Future packages w~l l  need to be compat~ble w~th t h ~ s  env~ronment In order to 
assure total lntegratlon when all systems are Installed If the company finds as it moves forward that they 
are havlng great difficulty lnterfaclng other systems w ~ t h  the SunAccount general ledger, then they may 
have to cons~der dropplng t h ~ s  package for something more compatible T h ~ s  can be a very d~fficult 
declslon to make when one has so much t ~ m e  and money mvested In a certaln software package, but ~t IS 
sometimes the best strateg~c move In the long-run T h ~ s  IS not to say here that the SunAccount package IS 
not the nght cho~ce, and there 1s no ~ndlcat~on by PW at t h ~ s  t ~ m e  that ~t will not meet ~ t s  ~ntended 
purpose The Issue IS only ra~sed here to ldent~fy the fact that there are stdl cho~ces, though they may be 
more costly at thls polnt 

Develop an lnformat~on systems ~mplementat~on sequence prior~ty plan Thls plan should address a11 the 
systems that are requlred for a fully ~ntegrated financlal management system, and identify whtch system 
should be implemented first, second, th~rd, and so forth This sequencing 1s based on dependenc~es to 
other systems and the volume of data that each system w~l l  prov~de as a feeder system to the general 
ledger This plan w~l l  help assure that maxlmum benefit w~l l  be captured as soon as posslble In a long 
lmpiementatron schedule such as t h ~ s  one It wrll also fac~l~tate decls~on maklng when l~mlted funds are 
avallable for systems development and lmplementatlon 

Re-examme the account codlng structure that 1s recommended by Corporate Solut~ons to be sure that t h ~ s  
cod~ng structure IS sufficient to move the company ahead wrth accounting practlces Testlng thls codlng 
in the new general ledger package w11l help to evaluate ~ t s  structure Be sure that Qpes of resources can 
be effectively tracked and that projects can be Identified and types of cost by project can be tracked 

Develop a data communlcat~ons matnx whlch Identifies whlch system creates each data element, and 
whlch organ~zat~onal unlts In the company use t h ~ s  data to support their bustness practlces Such a matrlx 
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wlll help to ldent~fy wh~ch organizational unlts In the company w ~ l l  need access to the systems, and will 
also assist In the development of reports for the varlous bus~ness unlts throughout the company 

Develop hands on trarnlng sessions for people who will be uslng the varlous systems as they are 
Implemented Be sure that effect~ve user manuals are prov~ded for each system At the same tlme begin 
to train managers on the use of financial information to support the dec~s~on  maklng processes 
throughout the company Where possible utll~ze exchange programs, such as those prov~ded by Un~ted 
States Energy Association, to Introduce personnel to Western accounting practices and the use of 
accounting and financ~al infomatlon 

Following these recommendations will provlde an overall strategy wh~ch can then be followed as system 
modules are purchased andlor developed accord~ng to the implementation sequence plan When all system 
are installed, t h ~ s  strategy will assure that the company will end up w ~ t h  a fully ~ntegrated financ~al 
management system that supports the bus~ness needs of KNEHC If work is delayed for financ~al, or any 
other reasons, the company will know exactly where they stand and where they need to begin agaln when 
resources become ava~lable 

It 1s also recommended that when possible, packages be purchased as opposed to developing In-house This 
will in most cases, be cheaper and faster in the long run However, as previously stated, some hnct~onality 
w~ l l  not be ava~lable In a package and will need to be developed wlth in-house staff or contractors In e~ther  
case, hav~ng a funct~onal systems destgn available for all required systems w ~ l l  allow the company to make 
the most informed cho~ce as to wh~ch approach w ~ l l  best fit their bus~ness needs 

E Legal Framework 

CONCLUSION There appear to be many confllctlng areas In the make up of the legal framework of KNEHC Many 
lnternal company pollcles confllct wlth each other and w~th laws of the GOK 

RECOMMENDATION When a dec~slon IS made as to whlch option of restructur~ng w~ll be pursued by GOK relatlve to 
KNEHC a full legal revlew be made of the affected documents Those documents found not to be 
In conformance wlth the laws must be amended or superseded accord~ngly 
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Methodology to Develop Unbundled Analysrs of KNEHC 

KNEHC, Corporate Solutions and the World Bank have developed several schedules that would be useful 
to an unbundled analysis Using these schedules ~t should be poss~ble to develop enterprise level proforma 
statements for KNEHC and then perform sensitivity analyses to evaluate the consequences of various 
unbundling strategies 

Listed below are the schedules obtalned durlng the October - November t r ~ p  to Kyrgyzstan by Price 
Waterhouse Under each schedule comments have been added to prov~de d~rect~on m developing detailed, 
unbundled analyses 

KNEHC Documents 

"Report of a company, organization, lnst~tut~on, or product~on costs according to the type of act~vity - 
lndustry consolrdatlon statement on the Kyrgyzenergo holdlng for the per~od of 12 months of 1995" 

The report contalns operating cost data for two years data (1994 and 1995) for the 19 enterprise level 
operating un~ts According to Corporate Solutions this data was developed uslng journal order accounting 
system that does not segregate costs by IAS or GAAP Corporate Solutions, however, developed a 
methodology for analyzing such data In thelr Phase I1 study and that methodology may be adequate to 
Interpolate thls report data into meaningful figures 

Therefore, t h ~ s  report may be used to assemble the operat~ng costs for the generatmg, transmitting and 
distr~but~on groups to be analyzed In an unbundled evaluation 

"Monthly report of heat and electrlcrty d~stributtonlsales" 
KNEHC produces reports monthly of the electr~clty drstr~butlon This report IS broken down by PES Again 
this report 1s complled uslng journal entry data whlch produces unreliable figures This data can be used in 
conjunction w~th the Corporate Solut~ons report labeled "B Annual Domestic Sales as Booked by each 
Dlstrlbut~on Centre7' to develop revenues for the PESYs 

"Re-Evaluation of Flxed Assets of the Kyrgyz National Energy Hold~ng Company" 
KNEHC produced a statement revalu~ng its assets in accordance wtth the Resolution of the Kyrgyz 
government of October 23, 1995 #442 Attached IS a copy of thls schedule translated Into Engllsh 

This statement may be used to parse KNEHC's assets amongst the operating unlts It also has an allocation 
between ''prod~ctive'~ and "non-product~ve" assets whlch may allow for more accurate re-valumg accord~ng 
to revenue generation 
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Corporate S o l u t ~ o n s  Documents  

"Kyrgyz State Energy Holding Company Annual Flnanclal Statements, Year Ending 1995" 

Corporate Solutions prepared financ~al statements for KNEHC In accordance wlth IAS and GAAP Wh~le 
these statements are unaudited, they provlde valuable data In a usable format 

"Summary of 1995 Power Sales by Month" 
"KNEHC Sales and Receivables Analysis for 1995" 
"Annual Domestlc Sales as Booked by Each Distributlon Centre" 
"Year End Receivables as Recorded by each Distributlon Centre" 

Corporate Solutions developed a serles of statements supporting the annual financial statements The above 
documents provide data on production, revenue and rece~vables that can be used to complete the operat~ng 
statements for unbundled operating unlts 

World Bank Documents 

"Apr~l 1996 Staff Appra~sal Report" 
The Staff Appra~sal report contams demand and expendlture forecasts that provlde a basis for projections 
involving the operatlng entitles 

"Flnanc~al Model contamed In the  Staff Appra~sal Report" 
The financ~al model has heat balance and operatlng data for the Blshkek and Osh TES This data and the 
financ~al report formats provide an basls for analyz~ng the unbundled alternatives 

Prrce Waferhouse LLC DRAFT 



KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

A C T U A L  

~ I s s 4 m * ~  

F O R E C A S T  

pmasbc Mnrket 
Rasldsntial 
Urban 
Rural 

Agnwlblm 
lndurby 
Tnnrporl 
PuMlc Orpanustons 
OUlar 
SuMotol 

42928 21759 10230 25050 13680 21000 
MOO 

China 
104.v 
220kV 

SubtoU 

Awns*  Rewnum p.rkWn Sold 
(vln) 

Qomarhc Merket 
Rss~dsnbal 

U M n  
Rural 

Agnwlblm 
lndurby 
Tranrpon 
PuMlc Oqanmtonr 
OUlar 

Avenge Rsnlued TanKRata 

Fxwd Markel 
Kazakhstan (Ensw) 
Urbsksrlan 

4880 4880 4880 4880 QBO 

Overell Average 

Oomeshc Markel 
Randsnhl 

Uhan 
Rural 

AgnwWm 
lndusby 
Transport 
PubPcOrganuahons 
Mhar 

Sublolal 

Total Salar 



Un~uountad for Uac 

16000QB 
Thermal Genemuon 

Blshkak 
Osh 

KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

Elactrlclly GanmUon (0%) 

A C T U A L  F O R E C A S T  

m m m m m m m m ~ ~  

FINMOD4 XLS 



Heat Balance (Thouund GCaI) 

A C T U A L  F O R E C A S T  

m m m w m m  
Indus(ly 20970 21W0 lM70 
Res~dsnllal 18940 1U30 18780 
Gmcnhousor 1970 1940 1350 

Unaccounbd for Heal 5 49% 

lndury 
Rsrtdonoal 
Gmonhouras 
PubLc Orpanmoons 

Industry 
Ror~donbal 
Gmonhouras 
PuM~cOrganmbonr 



Fuel 011 Ilhouaaod lory! 
Biahkak 
Olh 
u r n  kul 

fialurnl Gas tmlliion cml 
8tahkak 
Osh 

Coal IwrlU 
Blrhkak 
Urnkol 
K w l  

Fual 011 (pard) 
Blahkek 
0 t h  
u r n  kul 

Avarnga 

palural Gas fwrlcml 
Blshkek 
oa h 

KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

ConsurnDUOn o I  Coal FwI 011 and Nalunl Gas 

A C T U A L  F O R E C A S T  

888 957 857 713 6895 7100 1 1 W 5  10807 10594 10457 10380 10380 
95 101 71 49 40 6 30 6 58 0 58 0 58 0 58 0 58 0 58 0 
I4 1Z 23 - 11 Sa .u - 104 a EL? EL? lkj a 

1008 1075 044 773 735 748 1169 1149 1128 1114 1108 1108 

Coal of Fuels (Som p r  Unll) 

Fual Oil fwrl l l  
Blahkak 
Oah 
Knra kuI 

valurnl Gas (wrlcml 
Blahkak 
Osh 

&"ax 5.2 
Appndl r  5 

FINMOW XLS 

G 



w? 
Osh 

KYRGYZ NATIONAL ENERGY HOLDING COMPAW 

Cost of Fuels 
[mllllon SOM) 

ACTUAL F O R E C A S T  

~ ~ B r n W 2 0 0 ( ~  



WRGYZ NATIONAL @)IER&+IOLDING COMPANY 

A C T U A L  F O R E C A S T  

m w m m m m  
CenoraLlon 

KnmbarPta I 
Knmbarn A18 2 
Shamaldtspl 
Tarhwdr 
Blrhkek TES 
Ursh Kuwn 
Al Bsohl 

Tnnsmiarlon 
SWkV 
F~monsWya Kemin 
K n m r  A(n 2 Exlens~on 
K n m r A t P  2 Komin 

220-kV 
~rs~kul~kaya Narln 
lrs~kk~lskpll KnnkoI 
FrunranakaycAlar Cha 
Chyirknl. Subslalion 

IlO-kV b 3CkV 

Olswcl HonUng 
01shkek 
Orh 

Olhor Investmanlo 
Hourlng 
Schools 
Olher 

lnlemsl During ConsllucUon 

FINMOM XLS r S 



KYRGYZ NATIONAL ENERGY HOLDING COMPANY 
Annex 5 2 
A p p d h  9 

Genarahon 
Karnbur Ala 1 
b w r a  ~ t l  2 
S l u d d i u y  
Tarhcumr 
BlshkekTES 
urch k w n  
At Baslu 

SubToW 

Transrn~ss~oq 
SMUIV 
FluIIzenSkOYa-K~~n 
KambuAla2 ExtMIs~on 
KawbarAcl2 Ksmn 

22QCv 
Subslabon N a w  
Iss~kkulskaya-Karakd 
F l u I I z O n S ~ ~  Alar Chr 
Chyshya Subslabon 

llCkV10 35-kV 

SubTol-al 

o~stnmon 

g~s lnd Heabna 
BlShkOk 
Osh 

m k d  
Yss~ Kul 
Karakul 

SubTolaI 

Olher lnvastnwnh 
Housing 
SCIIWIS 
Mhec 

SubToW 

lntensl Ounna Consbuchon 

Tala1 Investment Prngrarn 

16-Dac-96 

A C T U A L  F O R E C A S T  

1 9 9 2 ~ ~ ~ 9 8 9 ~ z w r ~  1991 - - 



Total Invas(manl PmQmrn 
Add~llons 10 w o n  In Pmgnss 
Lass &rob Connusr~oned aunnp Uls yaar 
End of Year Work In Pmprars 
AMIbonr lo Gmss &sob End of Yalr 
Curnulalad GmIa &I4U 

BUDGET F O R E C A S T  - 
1 1695 1898 1887 1888 - - - - - 

1711 6547 7806 9441 
1MJO 3538 3172 2186 
0 0 0 0  I 2  8 7556 

2221 3281 a 1 9  9885 4505 
051 3009 4580 14801 

3886 4547 7556 12118 26916 

FINMOM XLS 

-I I 



KYRGYZ NA7lONAL ENERGY HOLDING COMPANY 

Dab1 Schrdulm 

A C T U A L  F O R E C A S T  

l p e s ~ m ~ m ? e P P m ~  

A Foraton Loans (US$) 
Russ~an (Fuel Purchases) 
Baglnnlnp Bslanw 
Dlsbunomenla 
PAnapal Repayments 
End Balmw 
Intarnal 11 8% 

Wmld Bnk Rdakl~laLm Loan 
Boplnnlnp Bllanca 
DlsbunemsnU 
Pdnapal Repaymants 
End Balana 
Inemst at 

Smsr Laan 
Bspfmp Balanw 
D~sbnemenU 
Prinopal Repayments 
End Balanw 
Inbmst at 0% 

EBRD (Tmmiss~on KumlorGold Mme) 
Beplnntnp Balanw 
Dabunemsnia 
Pnnoppl Repayments 
End BlllnW 
lrttem31 BI 10A 

Japanese Loan 
Bsplnnlng Balanw 
D~sbunemsnlc 
Pnnopal Repayments 
End Balacs 
Interest at 

Eelplan Gowrnmnt 
Beplnnlng Balanw 
D~sbunemsnb 
Pnnopal Repayments 
End BaIsnw 
IMemsl at OA 

Pmpnsedh~M Dewloprmnl Bank 
Bogtnnmp Ballnw 
Dtsbunemsnts 
Pnnapl Rapaymenlc 
End Balanw 
I d e n I  at 8% 

Pmposed EBRD ( J e ~ e  Gold Mlns) 
Beg~nsng BaIanw 
D~sbunemnts 
Pnnopal Repaymenla 
End BaIanw 
Intemsi st 10: 

Pmposed IDA Cmd~l 
Begmnlng Balanw 
D~rbunemsnts 
Pnnopal Repaymenla 
End Balance 
Intemsl at B A 

Pmposed DANIDA Loan 
Baplnnlng Balanw 
D~sbunamsnts 
Pnnapl Repayments 
&!d B l h e ~  
Inlerest It 8% 

Pmposed Nordlc Fund 
Bsgtnnmg Balance 
D~sbunemnts 
Pnnopal Repaymanla 
End Balacs 
Inlaran a1 8% 



Prnpoaod Swlas b a n  
Beginning Balanw 
Disbunemanu 
Prlndpal RepdymanU 
End Balanw 
Inloma181 8 h  

Fubtm BoRmvlnpr 
Baginning Balance 
DirbunomsnU 
Prlnupal RopnymenU 
End Balance 
IntDmalu 8% 

Olabunemenu 
Prlnupal Repaymanu 
End Balance 
lnbm#l 

ToUl Fomlpn Dsbl In Som 
Esplnn~ng Balnncs 
D~rbursemanls 
Pdnupal Repaymanu 
End Balance 
Inlamat 
Fomlpn Eachange Loasor 

B. Local Dsbl OornQ 
WIC lnmaae 

Baplnnlnp Balance 
Dlabunemenlr 
Prlndpal Repaymanu 
End Balance 
lnlemrl at 6 h  

Govemmanl (IDC) 
Bep~nn~np Balance 
Disburrsmanls 
Pnndpal Repaymenls 
End Balanw 
lnlemst at o I 

ToUl LTD 
Beglnnlng Balance 
DlrbunarnonU 
Prlnupal Ropayrnenlr 
End Balance 
Internal 
Fomlgn Exchanpe Loasea 

A C T U A L  F O R E C A S T  

1 9 9 3 ~ ~ ~ ~ ~ ~  - 

RNMOM XLS 

7 3  



sulu Quo 

KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

O p n t l n g  S h l ~ n u n h  
(Som milllon) 

A C T U A L  F O R E C A S T  

1 9 9 3 ~ 1 9 9 6 1 8 9 7 1 9 9 8 1 8 8 4 ~ ~  - 

Oprattng Expenses 
Fuels 
Im 

Satanas End Waper 
G M  
m a r  
Daprwation 

TOW 

Opsrshng l n m m  

Nole Tobl Sales (GM)  
RevsnuslkM (lym) 
C0sth.M (Wn) 

A C T U A L  F O R E C A S T  

Revenues 

Oprallng Expenses 
Fuels 
Purehasea 
OLM 
Salanes and Wages 
G U  
OUler 
Deprwphon 

Tolal 

O p m b p  l n m m  

Nole Tolal Sales (MGcal) 
RavenuelGcal (Sam) 
CosvGca~ (som) 

16De~96  
Dornesbc Market only = 1 0  



KYRGYZ NATIONAL ENERGY HOUllNG COMPANY 

Expanses 
Fuel 

Salanas and Wapaa 
G M  Dnd Other 
Non Nlculad 
Dsprsdrllon 
S~blohl 

Opnbnp Incoma 

Inamst (net) 

Fom~pn Exchange Lo:sas 

A C T U A L  F O R E C A S T  

FINMOM XLS 



KYRGYZ NATIONALENERGY HOLDING COMPANY 

Currad k r e l r  
Cash 
Accounlr Rewlvabls 
Sl* 
Mher 

a e d  Arrelr 
Less Atcum Dspmc 
Net Fued k s e t a  

l,abtl~bes and Ewty 
Currant Uabhser 

S T  Bormmnar 
AccDunU ~ ~ i b l e  
Glher 
currant Pomon of LTD 
Subtotal 

Long Tenn Oebl 
Less CurranlPofbon 

EquW 
Addlbonal Equity due to Revaluason 

Total Uab b Equlty 

curnnt Ratio 
Acmunlr RewlvaMe 
DdbtOebl6 Equdy 

A C T U A L  F O R E C A S T  

~ ~ m I s e . r I s s a G m m  



Opraunp lnmrne 
Add DsptsaaUon 

S~blOlal 

Cash Available for lnvea~ 

Financial Gap 

Financad by 
Long Term Bomrmnga 
Capul Increa#e 

Cash Increasdllecrease 
Caah Beglnnlnp of Year 
Caah Endof Year 

DeM SOMCd COMnpO RlUO 
Sell Flnanang Rauo 

Elsmuly TanN Increase 
Heal TanR'lnuearr 
KnrnbaraO Factor (yea 1) 

I 4  I 4 p . 8 ~  

KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

Sources and AppllcaUons of Funds 
(som million) 

F O R E C A S T  

FINMOM XLS 

77 



KYRGYZ NATIONAL ENERGY HOLOING COMPANY 

Electricity Seles 

A C T U A L  F O R E C A S T  

urn , 
x i  
>ganmbons 

Avenge Revenue per kwh Sold 
(wn) 

aga RealuaQTanU Rala 

sbcTanRlncrsasa ( Y )  

Revenues from Electricity Sales 
(Rouble.Isoms million) 

hlm 
Y 
or( 
Organ~zabons 



T o k w l  CPICPde 
lllbP&hl 
Kemln 
Namedin 
Umknr AU 1 
Umbsr A U  2 
5uMot.l 

Unncmunled for Else 

1EDso96 
Tharmal GcnaraUon 

Blrhkak 
OSh 

KYRGYZ NATIONAL ENERGY HOLOINQ COMPANY 

Elactrlclly GnnanUon IGWh) 
Annex 5.2 
Appendlx 3 

A C T U A L  F O R E C A S T  

l k p l l s a Z ~ m m m ~ m Z P P ?  

36850 23870 18960 10520 11210 8800 12000 12000 12WO 12WO 12WO 1,2000 
U Q P a e z p ~ & ? w , c !  rn Bee Bee QQ 

38140 26020 20800 l l 4 Q O  11680 10250 12800 12800 12800 12800 1,2800 12800 

flNtdOM XLS - r  l 



KYRGYZ NATIONAL ENERGY HOU>ING COMPANY 

F O R E C A S T  

1998 w rn 
ACTUAL 

L p 9 e ~ m m m m W  

m a d  for Heal 549h 680: 691: 798: 1106% 11221 1877% 2188% 

lbal 
auses 
)rgan!Isbonr 



ConaumpUon of Coal Fual Oil and Nalunl Gas 

Y 
OSh 
urn kul 

TOW 

Gar lrnill~on cml 
Blrhksk 
Olh 

MJunl Gna Iwrlm) 
Bllhktk 
Oah 

A C T U A L  F O R E C A S T  

m m l m m 1 8 9 5 1 8 9 6 m m m 2 Q Q L 2 e P Z  

Cost d Fuels (Sam p r  Unll) 

Coat of Fusla (S per Unit) 

~ u o t  OII (wml 
Blrhksk 
Osh 
KPR kUl 

Noluml GGI Ioorlcml 
Blahksk 
Oah 

FINMOW XLS 

d ' 



KYRGYL NATIONAL ENERGY HOLDING COMPANY 

Cost 01 Fualr 

ACTUAL 

m m m  
F O R E C A S T  

~ ~ 1 P 9 L r e s s 2 0 o 0 r n r n  



Gsnsnbon 
K.rnbanu 1 
Urnbarn AU 2 
Sham8ldlaay 
Talhcurmr 
Blshkek TES 
Ulch Kupan 
A1 Blahl 

O I a ~ u  Halung 
Blthksk 
OIh 

U m k d  
Kwl Wm 
K.m kul 

lnlarorl During ConsVunion 

A C T U A L  F O R E C A S T  

m m M m ~ m m ~ m ~ ~  

FlNMOM XLS 



KYRGYZ NATIONAL ENERGY HOLOING COMPANY 

hon 
K A ~  1 
rraAe2 
lldisly 
U M I  

tk TES 
ugan 
hi 

hon - 

Total 

Dunna Consbucbon 

veslment Pmaram 

16Dec-BB 

A C T U A L  

m z m m  
F O R E C A S T  



Schedule of Commiaaion~ng of AlwU 

Total Inveamenl P w n m  
AddlUonB I0 Work In PmQrsar 
Lena Aaaata Comrmaa on& dunng Vla yaar 
End olYaar Wo6 In Pmamss 

BUDGET F O R E C A S T  - 
1994 1995 1886 1997 1898 - - - - - 

171 1 854 7 7606 944 1 
1030 3538 3172 2196 

0 0  0 0 12 8 755 6 
W I  3281 8819 9885 4505 

851 3008 4560 14801 
3888 4547 7556 12116 28916 

FlNMOM XLS n; 



WRGYZ NATIONAL ENERGY HOLOING COMPANY 

A C T U A L  F O R E C A S T  

!an Loans (USQ 
n (Fual Purchaser) 
nlng Balanw 
momenta 
pal Rspqmanu 
l l lanw 
al  at 8% 

3ank Rahhl1bb.m Loan 
ning Belanu 
namenb 
pal Rspqmanlr 
1alanw 
slat 

Loan 
nlng Balanw 
~ n s m n t s  
pal Rspqmantl 
IaIanw 
D l  Pt 0% 

(Transrmsslon Kumw Gold Mms) 
ntng Balema 
nsmanb 
pal Repaynwnls 
Ialanca 
st at 10% 

I re  Lorn 
nlng Balanw 
R 8 M n l l  
pal Rspqrmsnta 
jalanw 
11 at 

I Govsrnnmnl 
nlng Balanw 
Insmenu 
pal Repaymenu 
lalanw 
st PI 0% 

ad llrlan Development Bank 
lnlng Balanca 
lnernsnu 
pal Rapaynwnta 
lalance 
IS! a l  8% 

sd EBRD [ J s ~ e  Gold Mme) 
lnlng Balance 
rnamsnb 
tpal Rspaymnu 
3alrnw 
3st at 10: 

sad IDA CreM 
inlng Balmca 
lnsmenb 
rpal Rapaynwnu 
Balanw 
1st at 8% 

sod DANIDA Loan 
lnmg Balanw 
Insmane 
lpal RspsymsnU 
lalanw 
1st at 8% 

sad Nord~c Fund 
inlnp Balanca 
memenu 
lpal Rapaynwnta 
Palanw 
~ r l s t  



Pmp~nad Swirr Lorn 
Boglnnlng Balanca 
oisbunomanta 
Principnl Rapaymanb 

End Balanw 
Intamat 41 

FUIU~ BormvAngr 
Baglndng Balrnca 
Dlrbunomanu 
Pdndpal Rapaymanb 
End Bnlrnm 
Intorant at 

~ i r b u n a n m n ~  
Prinupal Repaymanu 
End Bnlanw 
Intemrt 

TOM Fom~pn Dew In Som 
Boglnnlng Balnms 
Olsbunamanu 
Prlndpal RopPFanU 
End Bahnw 
Inlamst 
Fomlgn Exchmngo Loraas 

WIC l nmnra  
Baglnnlng Ealnnca 
OlnbunamanU 
Principal Rapynmnu 
End Enlanm 
Inlom6t nt 

Oovammanl (IDC) 
Baglnnlng Balmnca 
DlabunamanU 
Principal Rapmymenu 
~ n d  Balsnw 
Inlamalal 

TouI LTD 
Bsglnn~np Balmw 
OlnbVnanmnts 
Prlndpa Repaymanu 
End Balanca 
lnlamrl 
Foralpn Exchange Loasor 

A C T U A L  F O R E C A S T  

~ w m m  

FINMOD4 XLS $7 



K Y R t n  NATIONAL ENERGY HOLDING COMPANY 

14s 

ng Expnrsr 

Is 

ss and Wapsr 

ng lnmrm 
jprsaabon 
go M1C 
Ieslmonts for Gonsmlton 1 6 0  

A C T U A L  F O R E C A S T  



A C T U A L  F O R E C A S T  

epmrUc Msrkoj 
Rasidanbal 

Urbrn 
Ruml 

Agrlcullum 
lndullty 
Tnnspon 
Pub~bOrganb~~ona 
Other 

SuMohl 

Chlna 
Ic-kV 
22&kV 

Sublohl 

A n n p e  Rawnua par kWh Sold 
(lym) 

pornosUc Markpl 
Rerldantlnl 
urban 
Ruml 

Aprlcullum 
Industry 
Transpon 
Public Organl~U0na 
othor 

mr! Msrkat 
KnzahhsUn (Energy) 
ULWkealan 

Average Rasl~zad Tnrln Rate 

pomstllc Markel 
Realdanllal 
Urbrn 

RNMOLM XLS $4 



KYRGVZ NATlONAL ENERGY HOUllNG COMPANY 

pnnex 5 2 

Appndix 3 

A C T U A L  F O R E C A S T  

~ ~ ~ c s s s m m 2 n e n ~ =  

lntedfor Usc 11 10% 1340% 1934% 1963h 3049A 1420% 1460% 1565% 1334% 1343% 1327% 14 18% 
ad Electndy (50% of Unaccountsd for Uec) 8298 8248 782 3 8173 8273 9148 
a1 Revenue fmm Reavamd Elednaty (@ lwngo nlel 1388 1548 1310 1508 1529 1694 



KYRGVZ NATlONAL ENERGY HOLOING COMPANY 

Heat 8.llnca (Thousand G a l )  

A C T U A L  

m m m  
F O R E C A S T  

m m 

El Pmductlon 

Bllhksk 
Olh 

two 
38 0 

U~ccounlad for Heat 5 49% 

C Rewnuav per G u l  
[SomlGcal) 

lndurby 
RnlldsnUaI 
Grssnhoursr 
PuMCOrp~n~uUonr 

Avonpe Rsallrsd Tartff Rate 

Tobl 
RlWvOmd Unlcmunlsd lor Hssl 
Now Tobl Ravanusr 

FINMOM XLS 



Gar I~erlml 

KYRGn NATIONAL ENERGY HOLDING COMPANY 

Consumption of Coal Fuel 011 and Natunl Gas 

A C T U A L  F O R E C A S T  

~ l s e i m i a e a l a a z m m m =  

Cost of Fuels (Som p.r Unlt) 

Cost of Fuels (I p.r Unll) 



KYRGYZ NATIONAL ENERGY HOLOING COMPANY 

A C T U A L  F O R E C A S T  

~ m ~ J m m m Z P P P  

Tolal 

Z k  
O l h  

KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

A C T U A L  F O R E C A S T  

~ ~ ( 9 9 3 m ~ m  
OenanUon 

Ksrnbanm 1 
Kpmblra AU 2 
Shnmldlsay 
Tsshwmlr 
Blahkak TES 
U r n  Kugrn 
At tlalhl 

Tnnamlaalon 
5 W k V  
Fmmsnakaya Kamn 
Kumbar Ala 2 Exlans~on 
Kumbar Am 2 K o d n  

220kV 
larlkulsllnya Nsnn 
laa~kkulskrys Ksrdkol 
F~nzenaksyrN l r  Chs 
Chylakayl Suball8Don 

110kV lo 35kV 

OIaHd Haabnp 
Blshkek 
OSh 

Kanhol 
~ y r i l  w a  
U r n  hul 

other Inveamnu 
Houalng 
schools 
other 

Tolal lnveamenl Pmgnm 

FINMOD4 XLS 



pnnex 5 2 
Appendix 9 

Investment Program 
(US$ mllllon) 

rn 
ara Ala 1 
ara Ala 2 
aldirly 
umr 
rkES 

Ih 

Tolal 

V 
zenskay&l(amn 
bar A(I 2 Exlenston 
bPrALl2 Kemn 
v 
ahon Naryn 
kulskay&Kankol 
zenrkq&Alar Cha 
rkaya Subrlrbon 
V lo  S k V  

Total 

@J! 

ak 

01 
011 
kul 

Tolal 

nvertmonl Prcgnrn 
~ n r  to Work m Pmgrors 
Assets Comm~rnoncd dunng ihe year 
(Year Work ln Pmpmrs 
Ins lo Gmrr Assets End ofYasr 
lnlad Gmrr Assets 

A C T U A L  F O R E C A S T  

m ~ m m m m m  

KYRGlZ NATIONAL ENERGY HOLDING COMPANY 

SChaduh o l C ~ m r s ~ o n m g  of AsreLI 

BUDGET F O R E C A S T  - 
1994 1995 1996 1997 1998 1999 2MX1 2001 2002 - - - - - - - - - 

1711 6 M 7  7606 9441 10471 8888 6237 8128 
1060 3538 3172 2196 4636 3904 2318 4880 



KYRGYZ NATIONAL ENERGY HOUJING COMPANV 

A C T U A L  

m m  
F O R E C A S T  

( 9 8 7 m l w  

Loans (US$) 
Russian (Fuel Pumasas) 

Bsplnnlnp Balance 
Dlsbunemnu 
Prlndpl R a p r F s n u  
End Balancd 
lnlsrnalal 8% 

World Bank RehrkliiaUOn Loan 
Baalnning Balanw 
~lstunemenl. 
Prlndprl RepnFnanU 
End Balance 
I n ~ r n s l  11 5% 

SMsr Loan 
Beglnnlnp Balanw 
Dlsbunamnlr 
Prlndprl Rapaymonll 
End Balanu 
Intamslat 0% 

EBRD (Tmnarnasion Kurnlor Gold Mina) 
Baglnnlng Btlanw 
Dlsbunsmenb 
Prlndpal Rap lymnu 
End Balanw 
lnlarsst II 10% 

Japanass Loan 
Bep~nning Balanw 
D i tbunamnu 
Pdndpal Repayrnanb 
End Balanu 
Inloma1 at 

Balplan Qovarnmnl 
Boplnnlnp Balanw 
Dlabunomanu 
Prlndpal Replymanu 
End Balanw 
Intarnat 1 

Pmposed Aaian Dsvelopmenl Bank 
Baginning Balrnca 
Obbunsmenu 
Prlndpd Repaymenu 
End Balrnw 
Intomat at 

Pmposed EBRD (JON0 Gold M~ns) 
Baglnnlnp Balanca 
Disbunamnb 
Pdndpll Repaymenu 
End Balanw 
Inlarest at 1OA 

~ l ~ b u n o r n e n u  
Prlndpl Rapayrnenu 
End Balanw 
Inlornst nl 

Pmpasad DANlOA Loan 
Bepinnlng Balanw 
Disburrsmenu 
PflndpaI Ropyrnenb 
End Balanw 
Interart a l  

Pmposad Nordr Fund 
Beptnnlng Balanw 
Dlsbunernenu 
Pdndpal Repaymnb 
End Bslnnu 
Inlomat rl 

FINMOD4 XLS 



n&nu 
aa! Repayments 
llanw 

In Exchange Lossas 

pal Repaymonk 

3 
lalanw 
SI 
3n Exchange Losssr 

160e@96 

A C T U A L  F O R E C A S T  

1 g 9 3 1 9 9 8 1 8 9 8 m  - 



KYRGYZ NATIONAL ENERGY HOLDING COMPANY 

A C T U A L  F O R E C A S T  

m m m m m l s e s i a a a m m  

OpanUnp Expnras 
Fuel8 
Impom 
OLM 
Salodss md Wagor 
G M  
OVlar 
Oopsdrllon 

Nola ToLII Solos ( G W  
RsmnuskWh (Wm) 
CorVLWh (Win) 

A C T U A L  F O R E C A S T  

J ! & l ~ ~ r n m z  

Oparating Expnssr 
Fuala 

Not Ansr TBX Cash Flow 

Oomasl~c Marks! only 1 0  

Now Dlsmct Heahng Loan 
Beg~nn~ng Balanw 
O l l b ~ ~ ~ r n O d l  
Pdnupal Rapaymsnu 
End Balanw 
Inloreal a! 12 /  

flNMOM XLS 



Republ~c o f  Kyrgyz-Pr~vatlzat~on and Restructuring of the PowerJHeat Sector 

Legal Framework Table of Append~ces 

Price Waterhouse LLC DRAFT q$ 
12/12/96 

, 
- 

Page 

- 

S- 9 % Gi- - - J I  * -  -LJ + * -  l, * ".. f_ 

.-P $ ICY 
e .. a WE iq".;,* t 

- I  
* " -  - 

~ocument"~onsidered - L -  I d ". - - 9 

A Leglslatlon Govem~ng the Power Sector 
Regulations on the Energy Companres Included In the Composltlon of the 
State Energy Company of the Kyrgyz Republ~c work~ng on the Internal system 
economlc account," July I, 1992 

Resolution #592 of the Government of December 10,1993 "On the State 
Energy Company s transfer Into State Jolnt-Stock Hold~ng Company " 
Regulation on the State Energy Agency under the Government of the Kygyz 
Republlcn of April 30, 1996 
Law on Energy of the Kyrgyz Republrc October 1996 

Law on Electnc~ty Draft 
Concept of Future Demonopollzatlon and Pnvatlzatlon of the Energy 
Companles Draft 

B Corporate Documents 

KNEHC Charter 

Founders' Agreement 

C Leglslatlon Govern~ng State Enterpnses and Corporatlons 

Decree of the Government #65 of February 14, 1996 

Decree of the Jogorku Kenesh (Parliament) # 1386-Xll of January 12 1994 

Law on Jolnt-Stock Companles 

Law on Enterpr~ses In the Kyrgyz Republ~c of April 19, 1991, #436-Xll and of 
December I 7  1992, #I 086 

Law of the Kyrgyz Republlc "On forelgn Investments In the Kyrgyz Republ~c 
(of May 7 1993 #1221-XI1 and of September 26 1995 # 20-1) 

D Leg~slatlon Governing Pnvatlzatron 

Conceptlon of denatlonal~zatlon and prlvat~zatlon In 1993 (Parl~amentary 
Decree) 

Conceptlon of denatlonallzatlon and pnvat~zatlon In 1994-5 (Parllamentary 
Decree Jan 12,1994) 

Program for prlvatlzatlon In 1991-1992 (Government Decree) 

Law 'On General beg~nn~ngs for denatlonallzatlon pr~vatlzat~on and 
enterpreneurshlp In the Kyrgyz Republlc" of December 20, 1991 and the 
following amendments 
of March 6 1992 # 876 11 
of July 2 1992, #939 XI1 
of January 8 1993 # 1229-XI1 
of June 23 1995 # 5 1 
of October 11, 1995 # 30-1 

Decree of the State Property Fund of April 6 1994 "The order of state owned 
enterprises transfer Into open jolnt stock companies " 

E Submlsslons of the Kyrgyz Lawyer 

lnltial Memorandum 

Comments on the KNEHC Charter 

Appendix o f  
Detalled ;z 
Analys~s 

XI 2 

XI 3 

XI 4 

XI 5 
XI 6 

XI 7 
XI 8 

,Appendix o f  
Dqcument 

-1tse1f - 

XI 9 

XI 10 

XI 11 

XI 12 
-- 

XI 13 

XI 14 

XI 15 

XI 16 

XI 17 



Republ~e of Kyrgyz-Pr~vat~zat~on and Restructuring of the Powermeat Sector 

"Regulat~ons on the Energy Compan~es Included In the Compos~t~on of the State Energy Company of the 
Kyrgyz Republ~c working on the Internal system economlc account," passed by the KNEHC Pres~dent, July 
1,1992 
1 These regulat~ons declare the energy companles Independent economlc subjects with the r~ghts of a legal 

entity The rrght IS glven to the energy companles to sell, transfer from the balance, exchange or wr~te off 
property upon agreement w~th  the State Energy Company, 

2 It also glves the right to the Energy Compan~es by dec~s~on of the labor collectrves to become 
Independent companles w~th  full balance respons~b~l~t~es whlle malnta~ning the~r  obl~gations to Kyrgyz 
State Energy Company, 

3 One of the tasks set forth calls for conducting denat~onal~zation and prlvatlzatron of property In 
cooperation wtth the laws, 

4 The d~rector of the energy company IS h~red and fired by the pres~dent of Kyrgyz State Energy Company 
through a contract The deputy d~rector, senior englneer IS approved and released by order of he pres~dent 
as well, 

5 These regulations glve spec~fic attention to the labor collectives Soc~al and economlc issues regarding 
the act~vit~es of the energy company are dec~ded by ~ t s  management body w~th the parttclpatlon of the 
work collective 
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Appendix 5C 3 
111 

Resolut~on #592 of the Government of December 10,1993 "On the State Energy Company's transfer 
~ n t o  State Jo~nt-Stock Holdlng Company " 
1 This resolution transformed the Kyrgyz State Energy Company Into the Kyrgyz State Joint Stock Holdrng 

Energy Company wrth the three Independent jolnt-stock companies Included in the compos~t~on, 

2 The resolut~on also declares the dlstrlbutlon of shares of the authorized cap~tal as 51% to the State, 20% 
to the stock market or investment trade, 27% to sale on specialized trades and auctions, and 2% to the 
workers collectives, 

3 The Resolut~on calls for the transfer of management rights of the state share to the holding company, 
4 Dividends earned on the state share are to be forwarded to the state budget and are used for the 

development of the energy system, 
5 The document determines the management bodles to the General Meettng, the enterprise Council and the 

Board and states that the holdlng company pres~dent and vlce pres~dent are appointed by the Kyrgyz 
Government It appoints the founders to create the Charter and submlt it for Governmental approval T h ~ s  
resolution was approved by the Pr~me Mrnister 
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Leg~slation Governing the  Power Sector 

Regulations "on the State Energy Agency under the Government of the Kyrgyz Repubhc" 
of Aprll30,1996 

The regulatlon was accepted by the "Decree of the Government of the Kyrygz Republ~c on the State Energy 
Agency (SEA) under the Government of the Kyrgyz Republic " The decree ~dentlfies KNEHC as one of 
several organlzatlons to be regulated under the SEA 

These regulat~ons state that the SEA IS to encourage compet~tlve markets and the entrance of competitors 
The regulatlon provldes for the lncluslon of prlvate ownersh~p In the electrlclty sector The SEA wtll have 
author~ty to issues I~censes, establish priclng mechanisms and set tar~ffs, participate In settlng safety 
standards, issue and monltor the ~mplementation, develop penalties for non-compliance, and even set 
personnel ceillngs for state-owned enterprlses 

The organ~zat~on of the SEA IS defined in the regulat~on, however, there are several confustng polnts 
According to the regulations, the SEA shall conslst of an executive board of three members appointed by the 
Prlrne Mln~ster and confirmed by the Presldent Every two years, the Presldent wlll appolnt one member of 
the Board as Dlrector Sect~on 111, paragraph 9 states that "Each Executlve Member shall have equal rlghts In 
votlng on Agency declslons " Sect~on 111, paragraph 23 states however, "the Director of the Agency shall 
~dent~fy lssues that are subject to approval of the Execut~ve Board and call the meetings of the Board, on 
behalf of the Agency slgn ~ t s  rules, regulat~ons, llcenses or reject~on to issues a license " Then paragraph 24, 
polnt 7 states that the ldentlficatlon and separation of respons~b~l~t~es between the Executlve members shall 
be considered only at the meeting of the Board " These statements leave holes for lnterpretatlon and need to 
be cleared 

Sect~on 111, paragraph 25 states the power of major~ty rule In dec~slon maklng and states that only the 
presence of 2 members 1s requ~red The decls~on maklng In the event of the presence of only two members, 
however, is not addressed 

Sect~on IV, paragraph 3 1 states that the energy enterprlses will transfer monthly fees to the bank account of 
the Agency However, ~t IS not stated how much money should be transferred and when Such detalls are 
expected In leglslatlon such as regulat~ons Paragraph 32 calls for the transfer of surplus funds of the Agency 
to the Republ~c budget Thls provlslon wtll be a major budget~ng dlslncentlve for the SEA 
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Law o n  Energy of the Kyrgyz Republ~c, October 1996 (Pres~dent~al  approval) 

This law has been analyzed based upon the verslon that was approved by Parliament and submitted to 
President Akaev for approval Upon slgnlng , the President made some changes wh~ch, at the time of t h ~ s  
report, were unavailable 

The Law on Energy rncludes the following major provlslons 
1 this law is on the hel-energy sector and looks to the future, antlclpatlng changes In the structure of the 

industry, 
2 all primary energy resources are the exclusive property of the state and may only be exploited In 

accordance with Lrcenses These llcenses grant use, not ownershrp of the resources, 
3 energy enterprises can be of any legal form of ownership, 
4 delegat~on of functtons between the government, local admmlstrat~ons, and the State Energy Agency, and 
5 precludes the government IS from Interfering In the particulars of econom~c actlvlty However, the 

government will control the exploltatlon and the maintenance of energy resources 
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Law on Electrlc~ty of the Kyrgyz Republ~c ,  June 28,1996 ( ~ n  Parl~ament) 

~ h l s  law provides more detail to the more general Energy Law and IS currently In Parl~amentary d~scussion 
The major provlslons include 
1 objectives of the law, detalled as to assure rellable and safe supply of electrlcity to all customers at safe 

prices, to promote efficiency In the generation, transmlsslon, dlstrlbut~on and consumptlon of electricity, 
to attract domestlc and foreign Investments Into the sector, to accelerate the process of denatlonallzatlon 
and privatization, and to encourage and permlt the introduct~on of markets and competltlon 

2 separation of functions of the role of the Government, SEA, and energy companies The role of the 
Government IS to "define economlc pollcy and to oversee pollcy ~mplementation The Government shall 
not Interfere In the operatlon of an Energy Enterprise " The SEA shall have "sufficient authority to assure 
that the Interests of the producers and consumers are fairly balanced " And the funct~ons of the energy 
companies IS l~censed operatlon of thelr facilit~es 

3 general provlslons for all electrlcity l~cens~ng, requlrlng llcenses for sale of electrlctty and connect~on to 
the Natlonal Grid It is worth notlng that paragraph 16 glves self-generators the r~ght to produce 
electrlclty for their own use wlth permlsslon of the State Energy Agency But ~t 1s stated that the self- 
generators must recelve "perm~ss~on" to connect to the Natlonal Grid or to sell electrlcity It should shat 
that the self-generators must receive a "l~cense", and 

4 Sectlon 9, Article 26 delegates tanff-setting authority to the agency and no longer wlth the ministry of 
economy 
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KNEHC Charter 

The Charter ldentrfies the management organs as the general meeting, the Council, the Board and the 
Presrdent However, much declslon-maklng power IS delegated to the President 

General Meeting 

The General Meetlng IS defined in the Charter is the supreme management body which meets at least once a 
year and is quorum by presence of 60% of the delegates Desplte the delegation of crrtlcal powers provlded 
by the Charter, there IS a lack of definltron on who the delegates are and how they are chosen m the Charter 
Furthermore, regardrng the 60% quorum, ~t is not Indicated whether or not thls includes the prrvlleged 
shareholders As thls 1s still a state owned company and w ~ l l  continue to be at least 51% owned by the state 
(due to the provisions of the Concept 1994-5), there needs to be definlt~on in the Charter on who will 
represent the "state" m the General Meeting Though paragraph 24 states that "the powers of the State 
Property Fund (SPF), the prlnctpal shareholder, are effected through the Prestdent of KSEHC, who IS 

appointed by the Government of the Kyrgyz Republic, and KSEHC Council members- representat~ves of the 
SPF," it 1s not clear who the voice at the general meetlngs will be 

The c'exclus~ve competence" of the general meetlng requlres 213 vote and Includes 
1 making amendments and alterations to the Charter, changing the authorized capltal, making decis~ons on 

saIe, renting, exchanging or other ways of KSEHC's property dlsposal which exceeds 10% of ~ t s  assets, 
2 making decis~ons on creation of branch enterprises and participatron of KSEHC in other enterprises, and 

enterprise associatlons, 
3 making dec~slons on KSEHC's merger, joln and reorganlzatlon Into an enterprise of a different 

organlzatlon and legal form, 
4 maklng a decls~on on the l~quidation of KSEHC and valldatlon of its report, 
5 determinatlon of KSEHC's prlnc~pal activity direct~ons, validation of ~ t s  plans and reports on their 

implementation 

The remalnlng powers only require a majorlty vote and Include 
1 the elect~on and recall of members of the Councll and Audit Commiss~on, 
2 val~dation of results of annual actlv~t~es, reports and conclus~on of the audit Commission on order of 

profit dlstr~bution and coverage of losses, 
3 dec~slon maklng on legal steps agalnst KSEHC officials to make them answer property accountab~l~ty, 
4 the valldatlon of rules in procedures and other domestlc documents of KSEHC, and 
5 determinat~on of the organization structure of the soclety 

In pract~ce, there has only been one general meetrng slnce the lnceptlon of thls holding company and it was 
held on December 28, 1993 There are 200 delegates, lncludlng 2 representat~ves from each enterprise 

The Councrl 

KNEHC through ~ t s  Charter creates a Councll, to be elected by majorlty vote at the General Meeting to 
"perform certaln finctions related to the competence of the general meeting and ~t shall exercise control over 
the activlt~es of the board (Sect~on 9, paragraph 25) The compos~tlon and slze IS ambiguous stating that the 
"In~t~al composltlon and KSEHC Councll member candidates are proposed at the founders members meeting 
(Section 9, paragraph 27) Note that t h ~ s  provision is for the lnltlal composition There have yet to be any 
changes regarding the compos~tlon determined 
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The President of KSEHC shall be Chairman of the Counc~l The Councll IS to meet at least once every three 
monthly, wlth a quorum considered by the major~ty of the members It IS Important to note that the powers 
granted by the Charter to the Councll Include the power to recommend the amount, conditions and order on 
Increase or decrease of the author~zed capital, to val~date the regulat~ons on the Board presented by the 
Pres~dent, to determine policy and declsion maklng on lendlng Issues, and to determine the labor 
remuneration for KSEHC offic~als According the KNEHC representatives, most decisions are made by the 
Council 

The Board 

The Board is the executive organ actlng on regulatlons validated by the Councll, conslsttng of 9 members 
also valtdated by the Council The Pres~dent as the Cha~rman of the Board Board members cannot be 
members of the Councll or the Audlt Commtsslon The Board 1s the organ used by the President to carry out 
the management on current activities 

President 

Much of the power l ~ e s  In the jurisdlctlon of the pres~dent he is the Chairman of the Councll and the 
Cha~rman of the Board Chapter 11, point 32 states "The President of KSEHC carrles out the operatlve 
management of the Society's actlvltles, and, accord~ng to the leg~slat~on of the Kyrgyz Republic, IS glven all 
powers necessary to fulfill thls mlsslon " T h ~ s  essentially gives the President absolute powers Point 35 
states, "The President of KSEHC has the right to act on behalf of KSEHC wlthout the power of attorney " 
The President carrles out the management on current acttv~tles by KSEHC and the Board Paragraph glves the 
Pres~dent the rlght to "hold Councrl sittings by means of wr~tten form interrogation of absent members of the 
Counc~l " This potnt should be more expl~c~t  as it is unclear whether t h ~ s  grants proxy power to the Pres~dent 
or just the r~ght to call the meetlng The Pres~dent val~dates the management apparatus structure as agreed 
w~th the government of the Kyrygz Republrc He determ~nes condit~on on employment and lay~ng off staff 

State Audrtors and Audrt Commrssron 

The Charter prov~des for an Audlt Commission, of at least 3 members elected at the General Meeting These 
members may not be Board members Declslon IS made by major~ty vote, but ~t does not expllc~tly state that a 
specific percent of members constitutes a quorum There IS a provision for extraordinary aud~ts they shall be 
made if there is a written request by the majority of the Councll 

Additronal Crrttcal Issues m the Charter 

The follow~ng add~tional Issues have been noted In the Charter 

In the language of the Charter, there IS an issue worth noting The word "Soc~ety" is used In what can be 
assumed reference to the Hold~ng Company, whereas thls word does not even appear In the legal title 
However, thls is not Identified up-front In the Charter, though advisable to avoid potent~al confus~on The 
word "partic~pants" 1s used several tlmes However, ~t 1s not expltc~tly clear who is meant by the 
"partic~pants " Desplte the fact that from the text it 1s impl~ed that by partic~pants they mean shareholders, 
such Issues should be cleared up as to not cause any confusion In the future, 

There have not been any changes to the Charter to address the new status the three JSC's that have recently 
been privatized, 

There is no information on a dtv~dend policy, or who makes tt There is no Incentive for effic~ency, cost- 
cuttlng, no understanding of profits, 

SPF IS not a necessary founder Its Interests are represented In the fact that the companies are st111 state 
owned In accordance to the Government Regulation #592, management rlghts of the state companres are 
transferred to the Holdlng Company There 1s no role for the SPF in the HC 

Prrce Waterhouse LLC DR4 FT 
12/12/96 



Republ~c of Kyrgyz-Pnvatlzatlon and Restructur~ng of the Powermeat Sector 

The amount of shares Issued and the amount of privileged (non-voting) shares IS not indicated m the 
Charter, and 

Why IS the Charter signed by the president of KNEHC lf ~t IS approved by the government?? The founders 
should slgn the document, not the majority owner (government) appointed president 

Recommendations to the Charter 

As the holding company is going through reorganization, ~t can be expected that the Charter quickly looses its 
appllcabillty However, ~t IS essent~al to make the necessary changes In the Charter m order to ensure that the 
Charter defines and addresses the current situation of the company The current problem is that KNEHC 
representatives have indicated there are certain norms In practlce that are not provlded for In the Charter The 
purpose of a company charter IS to provide a legal basls for the norms of that enterprise 

For example, at the tlme the Charter was wrltten, two joint-stock companies had yet to be privat~zed, and 
therefore, they were Included as part of the holding company because the state share was held by the hold~ng 
company Since that them these two JSC's have been privat~zed However, according to thls Charter, they are 
still part of the holding company Thls is a potentla1 legal issue 

In general the Charter lacks detail in defining the decision-maklng mechanism 
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Founders Agreement 

on the reorganization of Kyrgyz State Energy Company ~ n t o  the State J o ~ n t  Stock Holding Energy 
Company of the Kyrgyz Repubhc "Kyrgyz State Energy Hold~ng " 

The agreement states that the founders are respons~ble for present~ng each other wlth all necessary 
lnformatlon and declares this agreement vold ~f there are less than three founders remalnlng Currently there 
are three founders 

Many polnts are made In the Founders' Agreement regardmg prlvatlzatlon Kyrgyz State Energy Hold~ng 
Company IS ldentlfied as the entity respons~ble for the future prlvatlzatlon of the enterprrses of Kyrgyz State 
Energy Company (paragraph 4 7) According to the Founders' Agreement, 5 1% of the companies of Kyrgyz 
State Energy Company will always remain wlth the Holding Company 

There is a provlslon (paragraph 4 3) for the free of charge transfer of 2% of the authorized capltal to the work 
collect~ve The same paragraph states that the d~st r~but~on of shares w~ll  be conducted In a closed fashion It 
IS not expllcltly clear that thls refers to the transfer to the labor collecttve, and therefore could be Interpreted 
to mean any share sales, 

The Government Regulation authorizes 20% of the shares to be sold on the stock market or to Investment 
trade However, Paragraph 4 4 lndlcates that KNEHC can control the sale of 10% of that 20% 

Paragraph 4 5 provldes KNEHC with the r~ght to sell 10% of the shares by exchanging employees' 
prlvatlzat~on polnts and those of contractors, through Investment funds with whlch KNEHC has agreements 
Th~s rlght to sell the states shares was delegated to KNEHC by the SPF 

Paragraph 4 9 states that the shares of the Holdlng Company must be purchased by the Holdlng Company by 
January 1, 1997 It IS not clear why the hold~ng company would be purchasing ~ t s  own shares 

The Founders' Agreement states that dlvldends earned on state shares can be used by KNEHC, by merely 
send~ng a report to the SPF on thew usage, implylng that they are not transferred to the budget Appendlx 
5C 9 
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Confirm 

The President of the State 
power company of the 
Republ~c KR 
G T Tuleberdiev 
July 1, 1992 

The regulation about power undertakmg, entered in the structure of the State power company of the Republ~c 
KR, whlch worked on intersystem cost accounting 

PART 1 GENERAL REGULATIONS 

1 1 Power undertaking is Independent economlc subject with the r~ght ofjudlcial person, which on the basls 
of labour group's property using reallzes one among lndustr~al functions of the State power company 
(Kyrgyzgosenergocompan~ya) 

1 2 In the company's structure on power undertakings' rights, whlch worked on intersystem cost 
accountmg, enter power-stations, electrlc and heat network, PRP, KSRP, the plant GBI, the Studying 
plant, PMGOI K and personnel wlth central industrial services 

These regulations define general legal, economlc and soclal basis of the power undertakmg's 
organlzatlon and act~vlty 

1 3 The power enterprlse takes part m the process of power supply of nat~onal economy and personal 
consumers in accordance w~th concluded agreements and set regime of work on the basis of Intersystem 
cost accounting and self-financing 
Power enterprlse, except the maln function, may conduct several klnds of actlvity In the same tlme, lf 
they are not prohib~ted by the legislat~ve bills of the Republlc KR 

1 4 Power enterprise's property is formed by bas~c funds, means of circulat~on, and other values, whlch 
value IS reflected in the Independence and fixed after it on the r~ght of complete economlc keepmg, 
delegated to the Power enterprise by State power company of the Republic KR 

1 5 Power enterprise has rrght according to the agreement w~th State power company to sell, to transfer 
from balance, to exchange as well as to wrlte off the property 

1 6 The sources of the Power enterprise's property financing are own means, state Investments, banks' 
credits as well as other sources, foreseen by legislat~on 

Power enterprise has ~ t s  own separate balance and accounts in the enterpr~ses of banks 

The maln tasks of the power enterprlse are such 
2 1 Guarantee of conttnuous and qualitative power supply of consumers of the Republic, safe work of 

equrpment, units, worklng order of bulldmgs, constmctlons and commun~cations 
Development of power and electrificat~on of the Republ~c In accordance wlth coordinated power 
program 

Conducting of denatlonalizatlon and prlvatizatlon of property in the order, determrned by the law 
2 2 Absolute fulfilling of d~spatcher's orders (for electrlc and thermal clrcuits as well as electric power 

stations) 

2 3 Executing of state supervlslon of technical state of electr~cal and heat utilized un~ts, control of rational 
use and quallty of electrical thermal energy on the enterprlses of the reglon 
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2 4 Sat~sfactton of soclal and economtc Interests of labour group members and continuous improving of 
labour condtt~ons and women's cond~tlons of llfe, espec~ally havtng chtldren, as well as concession for 
women of other pr~vlleges, foreseen by legtslatlon 

2 5 Introductton tnto operation of the objects of soc~al sphere 

2 6 Guarantee of necessary condtt~ons for labour safety on the lndustr~al enterprtse, lntroductlon of new 
means and methods of lndustrlal traumata warntng 

2 7 Guarantee of act~ons reallzatton on lmprovtng of work wtth the staff, strengthening of labour dtsc~pltne, 
decrease of staff fluctuat~on, development and ~ntroduction of new methods of quallficatton Increase 
and staff retralnlng wlth account of new technical mastering 

2 8 Dotng servlces of production character, productton of consumer goods and dolng of patd servlces for 
populatton 

PART 3 GENERAL PRINCIPLES OF THE POWER ENTERPRISE MANAGEMENT ORGANIZATION 

3 1 Power enterprise's management, whtch worked on tntersystem cost accounttng, including Into the 
"Kyrgyzgosenergocompan~ya", IS reallzed accordlng to The regulattons of the State power company, 
whlch confirmed by the Government of the Republlc KR N280 from June 10, 1992 and thls "Regulatton 
about power undertaking" on the bas~s of pr~nc~ples' condttlon of labour group's self-management, 
owner's rlghts of economlc use of the "Kyrgyzgosenergocompantya's" property 

3 2 The basls of power undertaking's acttvlty IS agreements, whtch concluded wtth consumers, supplters of 
material-techn~cal resources and the ''Kyrgyzgosenergocompan~ya" 

3 3 Power undertakings have a rlght to conclude agreements tn thetr functional dutles' ltmlts 
3 4 The relations wtth local budget of pay of land, water, bulldlng's tax, pay of blowouts and faults of 

unhealthy substances Into envlronment, assistance employment of populatton fund, Insurance of State 
property, medlcal Insurance and pay for guarantee~ng fire safety of national economy's objects are 
reallzed by power enterprtses accordtng to the "Kyrgyzgosenergocompan~ya'syy control mlsslons 
Other payments to budget, mutual calculattons are reallzed by the "Kyrgyzgosenergocompan~ya" tn 
centraltzed way 

3 5 Power undertaktng as to agreement wlth the "Kyrgyzgosenergocompan~ya" defines management's 
structure, IS Independent In staffs puttlng, rate of wages definltton In llmtts of earnlng means 

3 6 Power undertaklng as ~ t s  labour group can become tndependent undertaklng on complete cost 
accounttng and self-repayment wtth, preservation for thls undertaktng obllgattons before the 
"Kyrgyzgosenergocompantyayy 
Dtrector IS at the head of power undertaklng, who appotnted to the post and excused from the post by 
President of the "Kyrgyzgosenergocompan~ya" With hlm 1s concluded contract In whlch defined rtghts, 
obllgattons and responsibtltty of manager, condtttons of hls financtal guarantee~ng and excustng from 
the post with taklng Into conslderatton guarantees, whtch foreseen current leglslatton 

3 8 Vice d~rector, chief englneer of power enterprise are appotnted to the post and excused from the post 
accordlng to establtshed order by the "Kyrgyzgosenergocompan~ya" Prestdent's order 

3 9 Chtefs of RES and RTS are appotnted to the agreement wtth the "Kyrgyzgosenergocompan~ya" 
Managers of staffs subdtvis~ons and structure's unlts of staffs (shops, departments, branches, parts and 
etc ), and also foremen, chlef foremen are appotnted to the post by the manager of power company 

3 10 The dectslon of soctal-econom~c questions, whlch concerned power undertaktng's actlvlty, are worked 
out and dec~ded by tts management's body wtth labour group's partlctpate Matn form of reallzatlon of 
labour group's powers is general meeting (conference) 
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3 11 Judic~al form of regulatron labour relationship of worklng and admlnrstrat~on of power undertaking is 
collective agreement (understandmg) 

3 12 The collect~ve agreement (understand~ng) IS concluded w ~ t h  the purpose of regulation of industrial and 
labour relationshrp, questrons about labour's payment and labour's guardmg, soc~al development of 
group 
At rlse of dlscords at conclus~on or execution of the collect~ve agreement (understand~ng) they solve rn 
order, whlch put by the legrslat~on of the Republic KR 

3 13 Power enterprrse has a right on own lnlt~atlve to decide and put soc~al pr~vlleges In earnlng means' 
Irm~ts, ~f they do not contrad~ct the current legrslat~on and the present srtuat~on 

3 14 Power enterprlse brlngs whole completeness respons~brlrty for observance state interests and c~trzens' 
nghts, safety and multiplyrng property, the fulfillment of taken obl~gatron and guaranteeing of ~ncome, 
wh~ch 1s necessary for work m cond~t~ons of complete cost accountmg, strengthens ~ndustr~al and labour 
dlscipllne 

3 15 Power enterprise has a right to pensioners, who have worked before leav~ng for penslon at power 
enterprlse, to let exrstrng poss~bilit~es of med~cal servlce, guaranteerng of dwelling, accommodation 
cards In sanatoriums, and also according to labour broup's decis~on to let other soc~al servrces and 
prlvlleges 

PART 4 ECONOMIC ACTIVITY OF THE POWER ENTERPRISE 

4 1 In the condrtions of work on the princ~ple of work on the principle of intersystem cost accounting the 
power enterprrse from the means, obta~ned from the "Kyrgyzgosenergocompaniya", and In limrts of 
these means as well as from the means, obta~ned from real~zat~on of works and servlces into other 
hands, rndependently plans its lndustr~al act~vlty, executes social protection and fulfills payment of 
labour at the expence of means, earned by the labour group 

4 2 Financial result on other act~vity of the power enterprrse is transferred to the 
"Kyrgyzgosenergocompan~ya" for formlng of the finds of st~mulat~on, soc~al and lndustr~al 
development of the power system 

4 3 The ccKyrgyzgosenergocompan~ya'~ transfers by financial plan to the power enterprlse the means of 
funds on industr~al development and financ~al st~mulat~on (these means are formed at the expense of 
profit, remalnlng m the company disposal) 

4 4 The fund of lndustrral development is used by the power enterprlse on financlng of capital investments 
of lndustr~al appointment, execut~ng of research works, paying off long-term credits of the bank and 
percentage on them, accretion of the normative of own means of circulatron and for staff tralning 

4 5 The fund of soc~al secur~ty development 1s used by the power enterprrse on financlng of cap~tal 
Investments of objects of non-mdustr~al character, maintenance of health service objects, ch~ldren's pre- 
school mstitut~ons, ploneer camps, objects of culture and sport, housmg-mun~c~pal utrl~ties as well as on 
soc~al needs of collect~ve body purchasing of permrts for medrcal treatment, recreatron and excursions, 

givrng out of advances free of interest for young fam~lies and part~al paylng off indebtedness an 
advances for co-operat~ve bu~ldmg, sport, cultural-mass measures and other soc~al needs 

4 6 The find of financial stimulat~on 1s used by the power enterprlse for concession of financral assrstance, 
extraordinary stimulat~on for execution of specially Important product~on tasks, extraordinary grants for 
being pens~oned off, paying of stimulations by results of work per annum, paylng of grants for mothers 
dur~ng leave for care after chrld from 1 5 till 3 years, expenses, connected with paylng of bonus for 
creatron and mastering of new technology, compensation of inflat~on of cost of publlc caterrng and 
other payments, foreseen by actlng normatlve documents and resolut~ons of the company council 

4 7 The power enterprise directs amortization allocat~on for complete reconstruction on financlng of capital 
investments In lrm~ts of the financial plan The last part 1s centenzed in the 
"Kyrgyzgosenergocompan~ya" 
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4 8 The power enterprise forms relations wlth other enterprlses, organlzatlons and cltlzens In all spheres of 
economlc actlvlty on the base of agreements 

4 9 The power enterprlse has a r~ght to open a pay-sheet for keeptng of costs and executlng of all klnds of 
account, cred~t and cash operations by thetr local~ty Accounts of the power enterprlse on tts obl~gat~ons 
wlth other enterprlses and organ~zatlons IS executed, as a rule, In clear~ng 

4 10 The means of circulation, fixed for the power enterprlse, are In its complete dlsposal and are not the 
object of withdrawal 
The power enterprlse has to guarantee safety, rational use and acceleration of turnover of means of 
clrculat~on 

4 1 1 The power enterprise executes techn~cal and productive operatlve and book-keeplng account of results 
tn ~ t s  work, conducts stat~st~cal and book-keeplng accounts Statistical and book-keeptng accounts are 
produced for bod~es of state statlstlcs 

4 12 The power enterprlse guarantees executlng of act~ng rules of safety conditions, fire safety cond~t~ons of 
state and other normative documents 

PART 5 RESPONSIBILITY AND CONTROL OF ACTIVITY 

5 1 The power enterpr~se bears the complete property respons~blllty, foreseen by leglslat~on of the Republ~c 
KR, for tnfrlngement of agreement obl~gat~ons and other rules of economlc actlvlty 

5 2 The "Kyrgyzgosenergocompan~ya" 1s not responsible for obllgat~ons of the power enterprlse and the 
power enterprlse 1s not respons~ble for obl~gatlons of the ccKyrgyzgosenergocompaniya" 

5 3 Inspect~on of econom~c acttvlty of the power enterpr~se IS executed by the 
ccKyrgyzgosenergocompan~ya" not less than once a year 

5 4 Llqu~datton and reorganlzatlon (mergtng, jointng, d~vls~on, apportionment, transformat~on) of the power 
enterprlse are executed on the resolut~on of the "Kyrgyzgosenergocompan~ya" president 

It 1s agreed by 

Davydov I A 
Komarov M I 
Rygykh L I 
Pll~penko N G 
Arystanov G A 
Botaev B A 
Mamytov S M 
Kolpakov V I 
Ablyazlmov 0 B 

Mambetov E A 
Suraeva L A 
Sllvnov A P 
Abdykalov E A 
Kydyralleva R A 
Kulchlnov T M 
Kyyalbekov I T 
Zyryanov A G 
Boltenko E T 
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The Government of the Kyrghys Republic 

The Decree 

Bishkek, the Government Buildlng 

from December, 10, 1993 N592 

About reorganization the Kyrghyz state power company to the Kyrghyz state-joint stock holdlng power 
company 

With purport of the future power engineering's developing, safe the items exploitation of the power system, 
fuller and continual guaranteeing natlonal economic complex wlth electr~c and heat energy, drawing into 
natlonal economrc turnover the largest republic's hydro-electric resources, lmprovlng of the management's 
structure and system power engineering complex, changing of the property's forms and market economics 
realizat~on advantages the Government of the Kyrghez Republic decrees 
1 To reorganize the Kyrghyz state power company to the Kyrghyz state-joint stock holding power company 

with formatron in its structure Independent joint stock companies the trust "Kirghyzelectroset stray", the 
reinforced concrete goods plant (GBI), the construct~on's admln~stration "Kyrghyzenergostroy" 
The list of the joint stock companies, undertakings and organ~zatlon of the Kyghyz state-joint stock 
holdmg power company is applled 

2 The founders of the state-joint holdlng power company are the State property fund of the Kyrghyz 
Republlc, the Kyrghyz state power company, the trust "Kyrghyzelectroset stroy", the reinforced concrete 
good's plant, the constuction s admlnistratlon "Kyrghyzenergostroy" 

3 The founders of the Kyrghyz state-joint stock holding power company accord~ng to the laws "About 
general begtnnlngs d~sstatement, privat~zation, enterpreneursh~p In the Kyrghyz Republic" and "About 
joint stock companies In the Kyrghyz Republic" till January, 1,1994 must prepare in the determining 
order the constituent document's packet and glve to the State property fund of the Kyrghyz Republic 

4 To determine the next statutory cap~tal stocks distrlbut~on of the Kyrghyz state-joint stock holding 
power company 51 per cent to the state (control packet), 20 per cent to sell on stock-exchanges or 
Investment auctions, 27 per cent to sell on spec~alized auctions, 2 per cent is gratuitous transference 
stocks to the labour group 
To give the management l~cense of the stocks state part to the Kyrghyz state-joint stock holding power 
company 
The stocks' state part dividends are sent to the budget and are used In pr~ority's order to power 
engineermg's development 
To determine as management body of the Kyrghyz state-jolt stock hollng power company the 
stockholders meeting, company's councll and board The President of the Kyrghyz state-joint stock 
holdlng power company and Vice-president are adopted by the Government of the Kyrghyz Republtc 
To recommend to the founders of the Kyrghyz state-jo~nt stock holdlng power company attract, as 
company's participants with the stocks sellrng, adjacent undertakings of fuel and technolog~cal 
equipment, large foreign firms and undertakings 

6 The founders of the Kyrghyz state-joint stock holdlng power company must elaborate and produce the 
chapter on confirmation by the Government of the Kyrghyz Republlc 

Pr~me mlnlster T Chynghyshev 
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DECREE OF THE GOVERNMENT OF THE KYRGYZ REPUBLIC 

on the 

STATE ENERGY AGENCY 

under the Government of the Kyrgyz Republ~c 

To implement the March 4, 1996 decree of the Prestdent of the Kyrgyz Republlc "On Structure and 
Membership of the Government of the Kyrgyz Republlc", the Government of the Kyrgyz Republ~c decrees 

1 To approve the attached Prov~slons on the State Energy Agency annd the list of the enterprises under ~ t s  
regulat~on 

2 To identify assessments on unlts of energy generated as the Agency's source of fundlng and agree with 
the suggestton of the State Energy Agency to set the following assessments starttng with April 1, 1996 
on 1000 k Wh of electrlctty - 1 1 tylyn, 1000 tuns of mlned coal - 250 som, 1000 tuns of raw oil - 500 
som, 1000 cubic meters of natural gas - 1 som, refer no more than 40% of the collected money to the 
salary fund of the Agency 

3 To set the personnel cetllng of the Agency as 25 people, not tncludlng staff on clearlng and guardtng 
servlces 
To allocate 50000 som from the reserve fund of the Government to the Agency to use for it settrng up 
wlth further repayment before August 1, 1996 

4 To have two deputtes of the Dlrector In the State Energy Agency 

5 To entrust the Dlrector of the Agency to approve the structure of the Agency, tts list of the personnel and 
condlttons of the salary payment 

6 To ldentlfy the locatton of the Agency In the ctty of Btshkek, 1 19, Akhunbaev street KSEHC must 
transfer the building to the Agency's balance 

7 The Adminlstratlon of the Prestdent must provtde the Agency wlth one car 

8 KSEHC must provtde the Agency wlth two cars, furniture and equipment whlch w~l l  be considered as the 
advanced payment of the assessments In accord w~th Item 2 of thls Decree 

Prime-Mrntster A Jumagulov 

The Llst of the Energy Enterprises Under Regulat~on of the State Energy Agency 

1 KSEHC 

2 "Kyrgyzgas" (natural 011) 

3 "Kyrgyzneft" (011) 

4 "Kyrgyzkomurholding" and other coal-mtnlng enterprises regardless of the form of the ownershtp 

5 "Kyrgyzmuna~zat" and other 011 products suppllers regardless of the form of the ownership 
6 "Kyrgyztopsnab" and other coal suppllers regardless of the form of the ownership 
7 ccKyrgyz~~lkomunsoyuz" and other thermal energy generators regardless of the form of the ownersh~p 
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PROVISIONS 

State Energy Agency under the Government of the Kyrgyz Republic 

I1 General provisions 

2 The State Energy Agency under the Government of the Kyrgyz Republic (hereinafter referred to as 
Agency) IS a state regulatory entlty, independent of all Energy Enterprlses and whlch does not 
dlrectly carry out an operatlng role In any Energy Enterprise 

3 In ~ t s  activltres the Agency will be gulded by the Const~tutlon of the Kyrgyz Republlc, Laws OF THE 
Kyrgyz Republic, Decrees of the President, the Jogorku Kenesh and the Kyrgyz Government, and 
this Provisions 

4 The Agency 1s a legal entity and possesses a seal w~th the Kyrgyz State Emblem and its name In 
Kyrgyz and Russlan 

5 The Agency wrll conduct ~ t s  busmess according to the following prlnclples 

a) For the regulat~on of monopoly actrvitles, the Agency shall endeavor to regulate prlmarlly 
through the use of incent~ves, Performance Agreements, and the incorporation of cond~tlons on 
the Llcenses ~t Issues 

b) For activrtles where competrtlon is feasrble, the Agency shall encourage the development of 
competitive markets and the entrance of competitors and shall create a regulatory environment 
that 1s conductive to competltlon 

1 The Agency will regulate the fuel-energy complex In the Kyrgyz Republlc In order to assure that 
Energy Enterprlses operatlng In the Kyrgyz Republlc 

e) Provide safe and rellable supplres of electric~ty, thermal energy and gas that are adequate for 
consumer needs and the ec onomlc development of the Republlc, consistent wlth the Natlonal 
Energy Program and the policles of the Government, 

f) Provide electnclty, thermal energy and gas throughout the Republlc at falr, reasonable, and non- 
dlscrlminatory prices, 

g) Increase efficiently In the generatron, transmission, dlstributron and use of electric~ty, thermal 
energy, gas, coal and 011 products through approprlate and effectlve rncentlves, 

h) Improve therr financial performance In order to attract investment 

1 The Agency wiIl also assure 

f) The balancing of the interests of consumers and producers, conslstent wlth the objective 
economic and soclal condltlons of the Republlc, and 

g) The timely, and steady transltlon of the Electricity Sector to Include prlvate ownersh~p and 
competrtlon conslstent wlth Government policy 
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I Functions, main authorities and responsib~l~ties of the Agency 

2 The following authorit~es wlll be delegated to the Agency 

a) Issue l~censes to all entrtles that engage In the generat~on, transmlssion/transportat~on, 
drstr~but~on or sale of electricity, drstrict heatrng, and natural gas (coal) and or1 products 

b) Establ~sh prlcing mechanrsms and set tar~ffs that are far ,  reasonable and non-d~scr~mrnatory, 

c) Pursue the polrcy of the demonopolizatron of producers by encouragrng the entrance of new 
producers and the development of compet~trve markets, assurlng that all competrtors have equal 
condrtrons and opportunltles for access to essent~al facllrties, 

d) Set and enforce standards of servlce to captlve customers, 

e) Encourage the efficient use of electrrc~ty, thermal energy, and natural gas, coal and 011 products 
and promote Energy Savrngs by consumers and producers, 

f) Partic~pate tn settlng safely and techn~cal standards, 

g) Establ~sh mechan~sms for resolving consumer complarns and settllng dlsputes between 
consumers and producers and among producers, 

1 Issue and monitor the rmplementat~on, develop penalt~es for non-complrance of rules, regulat~ons, 
gu~delines, ~nstructrons, and other legal requrrements necessary to carry out rts actrvitres 

2 Set personnel cerlings for state-owned enterpr~ses 

3 Summarise the experience of rmplementatron of the laws pertarnlng to the fuel-energy sector, and 
work out ~mprovements, amendments to the legislat~on, justification of draft bills and other legal 
documents, and submtt them for cons~derat~on of the Pres~dent and the Government of the Kyrgyz 
Republlc 

4 Partlcrpate In negotlatlons on the investments for the energy sector, where the Government IS the 
borrower 

5 Develop transparent procurement procedures and during trans~t~on oversee tenders on major 
Investments or delegate this function to other bod~es, and oversee utll~zatron of the investments and 
repayment of the credits 

6 Request any krnd of rnformation on Internal and external debts of the Energy Enterpr~ses and in 
collaboratron w~th the competent governmental entltles oversee monetary movement 

7 In conjunction with the governmental bodres coordinate programs of technrcal assrstance on energy 
Issues 

I Organ~sat~on of the Agency 

3 The Agency shall consrst of 

a) An Execut~ve Board of three Members appointed by the Pnme-M~nrster and confirmed by the 
President, and 

b) Such qualified, profess~onal staff as are necessary to enable the Energy Agency to carry out tts 
responsrbrl~tres 

1 Upon presentat~on of the Prrme Mln~ster, every two years the Pres~dent wlll appolnt one Executive 
Member to serve as the Dlrector The two other Executive Members will perform admrn~stratrve 
funct~ons of the Director's Deput~es 
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Each Executive Member shall have equal r~ghts In vot~ng on Agency decisions 

3 The Executlve Members shall serve for a term of SIX (6)  years Executive Members may be re- 
appointed, but none may serve mote than 12 consecutive years 

4 Each Executlve Member shall have free and full access to informat~on, records and documents of all 
employees of the Agency, and the Dlrector shall keep each Executlve Member h l ly  and currently 
Informed about all actlv~tles of the Agency and about act~ons taken by the D~rector on behalf of the 
Agency 

5 The Executive Members shall serve full time and shall not engage m any other business, vocatlon or 
employment while serving on the Agency, except for scrent~fic and pedagog~cal actlvltles in accord 
wrth relevant laws of the Republic 

6 The Executive Members may only be removed from office by the President for reasons of 

a) Condit~ons of health as determined by an Independent medrcal commission, or 

b) Convict~on of malfeasance In ofice or another cr~mrnal act defined m the Criminal Code 

c) Gross or systematic v~olat~ons of offic~al duties, 

d) Loss of citizenship, or 

e) Request for res~gnatlon or retirement 

1 Whlle carrying out hls respons~b~l~ties Dlrector of the Agency will have social and everyday 
privileges set for Mrnisters of the Kyrgyz Republ~c, and hm Deputes will have privileges of the 
Deputy Ministers 

2 The Agency shall have full access to the accounts, records, lnformat~on and documents of all Energy 
Enterpr~ses In order to fully carry out ~ t s  role and perform rts duties, the Agency is author~sed to 
ver~fy all documents of all documents lncludlng those whlch are confidential and belong to or are In 
the possession on an Energy Enterprlse 

3 Informat~on prov~ded to the Agency by an Energy Enterprrse In the course of obtaining a License or 
other approval or declsion from the Agency shall be cons~dered publlc informat~on, unless the 
Agency by formal decis~on upon the request of the Energy Enterprlse finds that ~t contains 
informatlon of a proprietary nature whlch would cause commerc~al harm if disclosed 
In cases where the Agency has obtarned such proprietary lnformation, no Executive Member or 
employee of the Agency may dlsclose that informat~on or use ~t for personal benefit No Executive 
Member or employee of the Agency, however, will be liable to any legal corporation or indlv~dual or 
subject to s u ~ t  because of any act~on taken In the good faith exerclse of his official responsibility 

9 All Energy Enterprises regardless of the form of ownershrp must submit their balance sheets and 
profit and loss statements to the Agency 
The Agency will have the r~ght to request for aud~t of financ~al documents of the Energy Enterpr~ses 

10 The Agency shall have full access to the accounts, records, lnformation and documents of employees 
of any Energy Enterprrse To secure such access, the Executlve Members may enter any faclllty 
owned or operated by such enterprise durlng normal business hours or any time durlng an 
emergency 

11 No Executive Member or any other employee of the Agency may own directly or lndlrectly any 
shares In and Energy Enterprrse subject to the jurisdlctlon of the Agency or engage in any action 
whlch would lmparr hls or her ablllty to act In an lmpart~al manner 
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12 The Agency shall set forth all its declslons In wrltlng and present In publlc documents the facts, 
conclus~ons and reasoning that support ~ t s  dec~srons 

13 Such decrs~ons of the Agency are not subject to further revlew or mod~ficat~on by any offic~al or 
employee of any governmental entlty except that such decrs~ons of the Agency may be referred to the 
Supreme Arbltratlon Court of the Kyrgyz Republ~c for appeal and judlclaI revlew under appl~cable 
Kyrgyz law, or, as may be prov~ded for by prror agreement, to lnternatlonal arbrtratlon 

Decisions of the Agency can be rev~ewed by the Government of the Kyrgyz Republ~c lf the 
consequences of these dec~s~ons could worsen the socloeconomlc s~tuatlon of the Kyrgyz Republlc 

14 The Executive Members shall 

n) be personally respons~ble for canylng out the Agency's responstb~l~t~es, 

o) ldent~fy respons~b~l~t~es of each Executlve Member and ch~efs of the Agency's departments 

1 To Implement the exlstlng Laws, Decrees of the Presldent, Jogorku Kenesh and the Government of 
the Kyrgyz Republlc Dlrector of the Agency w11l Issue and enforce lnstruct~ons and orders, approve 
the structure and list of the staff, salary condlt~ons, and provlslons on the departments of the Agency 

Dlrector of the Agency shall ~dentlfy issues that are subject to approval of the Executlve Board and 
call the meetlngs of the Board, on behalf of the Agency slgn ~ t s  rules, regulatrons, lrcenses or 
rejection to Issue a llcense 

16 The following Issues shall be cons~dered only at the meetlng of the Execut~ve Board of the Agency 

p) Ilcenses, 

q) draft~ng of the laws, improvements and amendments to leglslatron pertalnlng to the Energy 
Sector, 

r) approval of annual reports on the actlv~t~es of the Agency, 

s) maklng dec~slons on attaching pun~tlve sanctions ~f L~cense holders v~olate exlstlng 

t) legislat~on or the cond~tlons of thelr I~censes, 

u) lssulng rules and regulat~ons, 

v) plan~ng of the actlvltles of the Executlve Board, 

w) ~ndent~ficat~on and separation of responslbll~t~es between the Executlve Members 

1 A meetlng of the Executlve Board will be competent ~f not less than 2 members are present on 
condition that all Executlve Members are aware of the meetlng A major~ty of votes 1s requlred for 
approval of any matter 

2 The Executlve Board of the Agency wtll rssue rules and regulat~ons In accord wlth the exlstlng 
leglslatlon and wlthrn ~ t s  authorlt~es 

3 Decls~ons of the Execut~ve Board of the Agency w~l l  be apply to all energy enterprises regardless of 
the form of ownersh~p and be compulsory for ~mplementat~on 

4 No matter than 30 days after the close of the fiscal year, Drrector of the Agency shall subm~t to the 
Government and to the Presldent a report of the actlv~t~es the Agency has carrled out 
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PROPERTY AND FUNDING 

On behalf of the Government of the Kyrgyz Republ~c the Agency w11l own property whlch IS 

transferred to it In accord w ~ t h  the appl~cable laws of the Kyrgyz Republlc 

The Agency is author~sed to set fees for issulng L~censes, annual fees for the durat~on of such 
L~censes, and assessments on unlts of energy generated, transm~tted/transported, d~stributed, or sold 
These fees and assessments shall be set h~gh enough to enable the Agency to be self-financmg, but 
shall not be set so hlgh as to unduly Increase the prlce of Energy Serv~ces to consumers 

To assure function~ng of the Agency and carrying out its respons~bil~t~es all Energy Enterprises 
regardless form of ownersh~p will transfer monthly fees to the bank account of the Agency 

Dlrector of the Agency will regularly report to the Executive Board on budget implementat~on and ~f 
the amount of fees exceeds the necessary budget he w~l l  transfer the surplus to the Republ~c Budget 

The financial accounts of the Agency shall be kept uslng international accounting standards and 
pract~ces and w ~ l l  be subject to an annual audit by the Mln~stry of Flnance 

34 Build~ngs, d~fferent types of property that belong to the Agency const~tute State property and are 
not subject to denational~satlon and privatlsatlon or lease w~th  further redempt~on 
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October 30,1996 

ENERGY LAW OF THE KYRGYZ REPUBLIC 

Th~s Law determines main prlnclples of the organlzat~on and regulat~on of actlv~t~es In the Fuel-Energy 
Sector, and applles to all Energy Enterpr~ses regardless of the form of ownersh~p 

Artrcle 7 Fuel-Energy Sector 

The Fuel-Energy Sector In the Kyrgyz Republlc IS composed of Energy sub-sectors Each Energy sub-sector 
and Energy Acttvlty performed w~thln Energy sub-sector shall be governed by speclfic provlslons of this 
Law and by other legtslat~on of the Kyrgyz Republic 

Art~cle 2 Objectrves of the Law on Energy 

The objectives of thls Law are to Increase economlc effic~ency and rel~ab~llt-y of the operatton in the Fuel- 
Energy Sector and protect Interests of consumers and producers 

Artrcle 3 Defrnrtrons 

As used in thls Law, the meanlng of the words and phrases llsted below shall be interpreted as follows 

1 Energy Actlvtt~es 
Production, generatlon, trans ortat~on, transm~sslon, dlstnbutlon, storage, refining, converslon, S transforrnatlon, sell~ng or tra ing of energy resources and products 

2 Energy Services 
The generatlon, transmission, d~stnbut~on, storage, transportation or sale of energy resources 

3 Energy sub-sector 
A port~on of the Fuel-Energy Sector (coal, 011 and gas, electnclty and others) 

4 Fuel-Energy Sector 
The aggregate of Interrelated branches branches of economy, whlch includes both state and non- 
state structures, involved in systems that supply or consume coal, 011, natural gas, electr~clty, or 
thermal energy, Including terntonal sub-systems 

5 Performance Agreement 
An agreement negotiated between the state entit and a Llcense Holder spec~fy~ng expected 
results and outcomes of efforts to improve the e P ficlency of performance of the License Holders 

6 Pr~mary Energy Resources 
Those resources exlsting in then natural state whlch can be used as fuel, (such as petroleum, 
natural gas, 011 shale, coal, peat and others) such other resources as water, solar, wnd, 
geothermal, and nuclear fuel which can be converted Into other forms of energy 

7 Renewable Energy Resources 
Those resources whch occur naturally and are cont~nuously renewed by nature and whlch can 
be converted Into energy, including geothermal, solar, wlnd, and water 

8 Secondary Energy Resources 
Those ener y resources resulting from converslon of Pnmary Energy Resources with the loss of a portion of t  e onglnal energy content through process of such converslon 
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Article 4 State Ownership of Primary Energy Resources 

All Pr~mary Energy Resources located In the Kyrgyz Republic are the exclus~ve property of the State 
Pr~mary Energy Resources may only be explo~ted In accordance w ~ t h  Licenses granted In accord wlth 
leg~slat~on of the Kyrgyz Republ~c 

Artrcle 5 Forms of Ownershrp of Energy Enterprrses 
1 Energy Enterpr~ses may be of any legal form and of any form of ownersh~p (state, communal and 

prlvate) 
2 Program of denational~zation and pr~vat~zat~on of the Fuel-Energy Sector shall be developed by the 

Government of the Kyrgyz Republ~c and approved by both Assembl~es of the Jogorky Kenesh of the 
Kyrgyz Republ~c 

Article 6 Authontres of the Government m the FueCEnergy Sector 

1 The Government of the Kyrgyz Republlc IS respons~ble for defin~ng energy poltcy and controll~ng 
pol~cy implementation for the Fuel-Energy Sector m accord with this law and subsequent leg~slat~on 
and does not Interfere d~rectly Into the operations of Energy Enterpr~ses 

2 The Government's duties In the Fuel-Energy Sector include 
1 The grant~ng and transferring of property rights and r~ghts of use of water, m~neral and other energy 

resources, 
2 The control over operat~on, and maintenance of energy resources, 

3 The creatlon of condit~ons necessary for attracting Investments m the Fuel-Energy Sector, 

4 The elaboratlon and implementat~on of the National Energy Program, 

5 The elaborat~on of programs to protect the envlronment durlng the development and operat~on of 
Energy Activ~t~es 

6 The elaborat~on and implementation of demonopol~zat~on and pr~vatlzation programs for Energy sub- 
Sectors 

7 The elaborat~on and lmplementatlon of energy savlngs programs 
8 These funct~ons may be delegated to specific government en t~ t~es  

Artrcle 7 Role of Local Authorrties 

Relat~ons between Local Authorltles and Energy Enterpr~ses shall be governed by the legislat~on of the 
Kyrgyz Republic 

Article 8 The State Energy Agency 

1 The State Energy Agency IS establ~shed under the Government of the Kyrgyz Republic as a government 
ent~ty which functions as a permanent regulatory body Independent of all Energy Enterpr~ses and whlch 
does not d~rectly cany out an operating role In any Energy Enterpr~se 

2 The State Energy Agency w~l l  conduct ~ t s  busmess accord~ng to the follow~ng prlnc~ples 

(a) To avold negat~ve consequences of the monopoly actrv~ties In the Fuel-Energy Sector the State 
Energy Agency shall use Performance Agreements 

(b) For activities where competlt~on is feasible, the State Energy Agency shall encourage the 
development of compet~t~ve markets and the entrance of compet~tors and shall create a regulatory 
envlronment that 1s conductive to compet~t~on 

3 The Provisions of the State Energy Agency will be approved by Decree of the Government of the Kyrgyz 
Republlc 
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Artrcle 9 Delegabon of Functrons to The State Energy Agency 

This Law hereby delegates to the State Energy Agency authority to 

1 Issue lrcenses to all enttttes that engage in the generation, transmrsston/transportatton, distrtbution, or 
sale of electricity, thermal energy and natural gas, 

2 Establish prrcing and tariff mechanrsms that are economically justified and socially affordable, 

3 Pursue the policy of the demonopolrzatton of producers and encourage the development of competitron, 
assurlng that all competitors have equal conditions and opportunities for access to essentral facrlities, 

4 Monitor the effectiveness of measures Intended to foster competttlon and notify the competent 
government entitles w~th respect to anti-competltlve behavlor or vtolatron of the anti-trust laws of the 
Kyrgyz Republtc 

5 Enforce standards and normative documents on servtce dellvery to consumers of energy resources in 
accord wlth legislation of the Kyrgyz Republic, 

6 Encourage the efficient use of electrlclty, thermal energy, natural gas, coal, oil and 011 products and 
promote Energy Savings, 

7 Encourage the creatton of condrtlons favorable to the development of Renewable Energy Sources 

8 Co-ord~nate standards In the energy sector, 

9 Establrsh mechanrsms for resolving consumer complaints and settl~ng dlsputes between consumers and 
producers and among producers, 

10 Issue and monttor the implementation of rules, regulations, guidelines, Instructions, and other legal 
requtrements necessary to carry out tts actlvttles, 

1 1 In conjunction wtth other governmental entities, coordrnate programs of technrcal assistance and 
programs on attracting Investments to the Fuel-Energy Sector, 

12 Order and enforce screntrfic and technical programs that allow Improved efficrency of the Fuel-Energy 
Sector, 

13 Set tar~ffs on electrrclty, thermal energy and natural gas 

Artrcle 70 Organrzat~on of the State Energy Agency 

1 The State Energy Agency shall conslst of 

a An Execute Board of three Members appointed by the Prtme Mlnlster and confirmed by the 
President, and 

b Such qualtfied, professional staff as are necessary to enable the State Agency to carry out its 
responsrbrl~ties under th~s  Law 

2 Each Executive Member shall serve for six-year staggered terms of office Executrve Members may be 
reappornted, but none may serve more than 12 consecutive years Every two years upon consultatton 
w~th Pr~me M~nlster, the Prestdent will appoint one Executtve Member to serve as the General Dlrector 
Each Executive Member shall have equel rrghts In votlng on Agency Decrslons 

Article 17 fundrng for The State Energy Agency 

Expenses on financing the State Energy Agency shall be included tnto the Republrc Budget 

Article 72 Access to lnformabon 

In order to fully carry out tts role and perform ~ t s  duties, the State Energy Agency wlthln its authorltres IS 

authorized to have full access to all documents of Energy Enterprises 
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Artrcle 13 Natronal Energy Program 

1 A National Energy Program (NEP) shall be developed by the Government of the Kyrgyz Republlc and 
approved by both Assemblies of the Jogorku Kenesh of the Kyrgyz Republlc and confirmed by the 
President the Kyrgyz Republic 

2 The purpose of the NEP IS to outline the goals of energy development for each of the Energy sub- 
Sectors, and its content shall Include energy conservation and effic~ency, more efficient energy supply 
systems, cleaner fuels, the protectlon of the envlronment, and the appl~cation of structural, scientific, 
techn~cal, tax, prlce setting, and Investment policy 

Artrcle 14 Envrronmental Protectron 

All Energy Actlvlt~es shall be carr~ed out only under permlsslon of competent state authorities Issued after 
evaluatron of potentla1 impact of the proposed Energy Actlvit~es on environmental protectlon 

Artrcle 15 Use of Land and Property 

An Energy Enterprise holdlng a Llcense may establ~sh and operate on State, terrrtorial, or other land and may 
use property In accordance with laws of the Kyrgyz Republic 

Art~cle 16 Respons~brlrtres 

1 Energy Enterprises holdlng a Llcense shall be responsible for any damage to the owners or users of 
property, consumers of energy resources, envlronment caused by the licensed Energy Activlty in accord 
w~th  leglslat~on of the Kyrgyz Republlc 

2 Government of the Kyrgyz Republlc shall be responsible for maklng compensation payments for fuels 
to low mcome people and it shall be also respons~ble for those dec~sions of the State Energy Agency 
that worsen socio-economic situation in the Kyrgyz Republ~c 

Artrcle 17 Investment ln the Fuel Energy Sector 

The Government of the Kyrgyz Republic shall encourage and create stable and favorable conditions for 
Investments in the Fuel-Energy Sector 

Artrcle 18 Encouragrng Energy Enterprrses 

In order to encourage the progress and development of energy supply, and the generatlon, transm~sslonl 
transportation, and distrlbutlon of Energy Servlces in the Kyrgyz Republic, t h ~ s  Law recognizes the role to be 
played by private legal entltles or lnduvlduals and shall ensure to the maximum extent posslble that they are 
accorded treatment commensurate wrth roles and contr~butlons 

Artfcle 19 lnsurance 

Investors maklng investments In the Fuel-Energy Sector in the Kyrgyz Republlc may place any and all 
Insurance required w~th  local or foreign Insurers and the Government of the Republlc shall not restrict, 
Interfere or seek to influence m any manner whatsoever the negot~atlons, placement, or terms and conditions 
of the Insurance sought by the ~nvestors 

Artrcle 20 Effect of the Law 

Thls Law shall go Into effect on the day of slnglng 
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June 28, 1996 

ELECTRICITY LAW OF THE KYRGYZ REPUBLIC 

Thls Law of the Kyrgyz Republic 1s based on the Energy Law of the Kyrgyz Republlc and determines the 
organlzatlon and operation of Electr~city Sector In the Republ~c 

SECTION I GENERAL POLICY AND PURPOSE 

Arficle 1 Objectives of the Law 

Thls law IS enacted In order to 

I Assure rel~able and safe supply of electr~clty and Improved quality of serv~ce to all consumers at falr, 
reasonable, and non-discr~m~natory prlces, 

2 Promote Improved effic~ency In the generation, transmlss~on, dlstr~butlon and consumptton of 
electrlclty In the Republ~c, 

3 Attract domestlc and forelgn investments into the Electrlc~ty Sector by creatlng stable, and favorable 
condltlons for ~nvestment, 

4 Accelerate the process of denatlonallzat~on and prlvatlzatlon and promote the development of the 
prlvate sector, and 

5 Encourage and permlt the orderly ~ntroduct~on of markets and competltlon Into the Electrlclty Sector, 
w ~ t h  appropriate consideration for the mult~ple uses of hydro resources In the Republic 

Altrcle 2 Applrcatron of thrs law 

All publ~c or prlvate legal entitles or ~ndlv~duals that generate, transmit, distribute, sell, 
or consume electrlc~ty or dlstrlct heat~ng wlth~n the Kyrgyz Republlc are subject to this Law 

Artrcle 3 Defrnrtions 

As used in thls Law, the meanlng of the words and phrases l~sted below shall be Interpreted as follows 

1 Captive Customer 
An end-use consumer who IS supplled w ~ t h  low voltage electricity or district heating exclusively by one 
Dlstrlbutor 

2 Connection Polnt 

The boundary of property between a D~strlbutor and a Captive Customer andlor between a Transporter 
and a Dlstrlbutor 

3 Dellvery Polnt 

The boundary of property between a Generator and a Transporter and/or between a Transporter and a 
D~strbutor 

4 D~strlbut~on 

The transfer of electrlc~ty from the Nat~onal Grld and ~ t s  dellvery across local Dlstribut~on Networks 

5 D~strlbutor 

A publ~c or pr~vate legal ent~ty or lnd~vldual which holds a L~cense for a spec~fied geographical area for 
the purpose of supply~ng electrlc~ty 
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6 Dlstributlon Network 
The wlre system, including the support structures, together w~th  assoclated transformers and swltchlng 
equipment used to distribute electriclty and send it to the Connection Point 

7 Electric~ty Sector 
The complex of the public and prlvate legal entities, enterprises, users, mstallations, equ~pment and 
facilities lnvolved in the generatlon, transmission, dlstribut~on or sale of electrlclty or dlstrict heatlng 

8 Electrlcity 

Electr~c energy or capacity that is generated, transmitted, d~str~buted, sold, or used for any purpose 

9 Energy Enterprise 

Any publ~c or prlvate legal entity or lnd~vidual engaglng in the generatlon, transmission, distribution or 
selling of electr~city or d~strict heating, ~ncluding natural monopolies, regardless of the form of 
ownership 

10 Exclusive L~cense 
Exclus~ve r~ghts to carry out spec~fied actlvit~es m the Electrlcity Sector 

11 Generat~on 
The production of electriclty from any energy source 

12 Generator 
A public or private legal entity or lnd~vrdual which holds a L~cense to operate a Power Plant or Hydro- 
Electric Works 

13 H~gh Voltage Network 
Electrlcity networks and substations with a voltage at least equal to 35 KV 

14 Hydro-Electnc Works 

Any installat~on for or assoclated wlth the generatlon of electr~c~ty by means of hydro-power 

The whole of any plant or apparatus deslgned for the generatlon, transmission or distribut~on of 
electric~ty, ~ncludlng prlme movers, all necessary plants, bu~ldlngs and lands used m connection 
therewith, plpellnes, supply lines, wlres, equ~pment and consumer apparatus 

16 Interconnected System 
A number of transmission and d~str~but~on systems linked together by means of one of more 
interconnectors 

17 License Holder 
A public or pr~vate legal ent~ty or lndlvidual holding a License for the Generat~on, Transmlss~on, 
Distribution or Market~ng of electric~ty or thermal energy 

18 Major Client 
A wholesale or final purchaser of electrlclty who is able to buy large quant~ties of eIectr~city directly 
from a Generator 

19 National Energy Program 
A statement of Government policy and a strategic plan for the development of the Fuel-Energy Sector m 
the Kyrgyz Republ~c 
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Natlonal Energy System 
A complex of existing Power Plants, Hydro-Electr~c Works, electric (including National Gr~d) and 
district heating network tied together by an integral operat~onal regime under central~zed management, 
carr~ed out by the d~spetcher service 
National Gr~d 
The system of conductors or other means of conveying or transm~tting high voltage electricity, together 
with any castng, coating, covering, tube, plpe, insulator or post enclosmg, surrounding or supporting the 
same or any part thereof, and any apparatus connected therew~th, In the temtory of the Kyrgyz 
Republtc 

Performance Agreement 
An agreement negotiated between the State Energy Agency and a License Holder specifying expected 
results and outcomes of efforts to Improve the effic~ency of performance of the L~cense Holder 
Power Plant 
The whole of any site, bullding, equipment and apparatus used to generate electrlc~ty or thermal energy 
by any means 
Producers 
Publlc and private legal entitles or rndtv~duals that generate, transm~t, or distrtbute electrlclty or district 
heatlng 
Self-Generators 
Any publ~c or private legal enttty or lndiv~dual which generates electrlclty for its own use 
Standard Supply Contract 
A defined 1st of rtghts and obltgat~ons of both Distributors and Captive Customers that constitutes a 
contract to whtch agrees to abide by provtding or recelvlng service 
State Energy Agency 
The governmental entity author~zed In Sect~on 3 of the Energy Law of the Kyrgyz Republlc 

The movement of high voltage electr~c~ty on the National Gr~d  for dellvery to M ~ J o ~  Clients or 
Distributors 

Transporter 

Any publlc or prtvate legal entlty or lnd~vtdual whtch holds a Ltcense to transmtt electricity between the 
Delivery Polnt of the Generator and the polnt of recept~on by the Distributor or Major Client 

Vertically Integrated Entity 

Any publlc or pr~vate legal ent~ty performing two or more of the activ~ties of generation, transmtss~on, 
or d~stribut~on of electricity or dlstrict heatlng 
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Artrcle 4 Separatron of Functrons 

It IS the intent of the Kyrgyz Republlc to brlng about the smooth and well-organized transltron of the 
Electrlclty Sector from a wholly state-owned system to one that Includes compet~tion and markets and 
vanous types of ownership of electrlclty ~nstallatlons, beglnnlng wlth the separation of functions withln the 
State between governmental entltles that coordinate the development of the Electrlclty Sector and companies 
that are in charge of the generatlon, transmission and dlstrlbut~on of electrlclty and dlstrlct heatmg To this 
end, the Republic adopts the following policles 

1 The role of the Government m the Electr~clty Sector shall be to define economlc pollcy and to oversee 
policy lrnplementat~on The Government shall not Interfere In the operatlon of an Energy Enterpr~se 

2 The State Energy Agency shall be vested wlth sufficient authority to assure that the Interests of 
producers and consumers are falrly balanced 

3 All publlc or private legal entitles or ~nd~v~duals  that generate, transmit, dlstrlbute or sell electrlclty and 
d~st r~ct  heatlng In the Republic will be llcensed and will be respons~ble for operatlon of the~r  f a c ~ l ~ t ~ e s  

SECTION 2 ASSIGMENT OF RESPONSIBILITIES 

Artrcle 5 Polrcy for The Electrrcriy Sector 

The Government of the Kyrgyz Republ~c shall develop and implement pol~cy for the Electr~clty Sector m 
accord w~th Article 4 of thls Law 

Artrcle 6 State Regulatron of  The Electrrcriy Sector 

The State Energy Agency will regulate the Electrlclty Sector in the Kyrgyz Republlc In order to assure that 
Energy Enterpr~ses operating in the Kyrgyz Republ~c 
1 Prov~de safe and rel~able suppiles of electrlclty and thermal energy that are adequate for consumer 

needs and the economlc development of the Republlc, cons~stent wlth the National Energy Program and 
the pollc~es of the Government, 

2 Prov~de electrtc~ty throughout the Republ~c at falr, reasonable, and non-d~scr~m~natory prlces, 
3 Increase efficiency In the generatlon, transmlsslon, d~str~but~on and use of electrlc~ty and thermal 

energy through appropriate and effectlve ~ncentlves, 
4 Improve their financ~al performance In order to attract ~nvestment 
The State Energy Agency will also assure 
1 The balancing of the mterests of consumers and producers, cons~stent w ~ t h  the objectlve economlc and 

social condit~ons of the Republ~c, and 
2 The t~mely, and steady translt~on of the Electricity Sector to Include prlvate ownership and competltlon 

consistent with Government policy 

The State Energy Agency IS vested w~th  other funct~ons and authorities specified in the Energy Law of the 
Kyrgyz Republlc 
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Artfcle 7 Operatfon of  the Electrfcfty Sector 

Publlc and prlvate legal entltles or lnd~v~duals that generate transmrt, dlstrtbute or sell electrlc~ty or d~strlct 
heatlng will be responsible for 
1 Managing their lnstallatlons and act~vlties in a lawful, safe, and rellable manner, 

2 Maktng dects~ons that result In the lowest reasonable cost, and 

3 I n ~ t ~ a t ~ n g  and taktng actlons necessary to prov~de safe, adequate and rel~able service, attract foretgn and 
domestic Investment cap~tal, and make necessary Improvements In thew techn~cal, operatton and 
managerial systems 

SECTION 3 GENERAL PROVISIONS FOR LICENSING 

Artrcle 8 General Provisions 

1 No publ~c or prlvate legal entlty or lndlv~dual IS author~zed to engage In the generation, transmission, 
dlstrlbutton or sale of electrlclty or dlstrict heatlng unless it has obtained a Llcense Issued by the State 
Energy Agency 

2 Licenses will be issued to an Energy Enterpr~se under procedures, crlterta and cond~t~ons,  for such t e n s  
and In such forms as are establ~shed In accordance w ~ t h  thls Law, subsequent leglslatlon and applicable 
laws of the Republlc L~censes wlll be Issued for a perlod of tlme equal at least to the per~od of 
construction (modernlzatlon or reconstructton) and recoupment perlod of a Power Plant, except the 
cases when they will be subject to Articles 10 and 11 of thls Law 

3 The State Energy agency will conslder the appllcatlon w ~ t h  the attached requlred documents and make a 
dec~slon w~thln 90 days The State Energy Agency wlll Issue, revlew, amend, revoke, suspend, or 
mod~fy and enforce a License uslng standard procedures establtshed by the State Energy Agency rules 
and regulatlons 

4 Any L~cense Holder, regardless of ~ t s  form of ownersh~p, operating in the Electric~ty Sector has the 
rlght to cable In its actlv~ttes for the generat~on, transmlsslon or d~strlbutton of electr~c~ty or dlstrlct 
heatlng under the condit~ons fixed tn the L~cense and under such rules or conditions as the State Energy 
Agency may prescribe 

5 Any publ~c or prlvate legal entlty or tndiv~dual whlch generates, transm~ts, d~stributes or sells electrlc~ty 
pr dlstrlct heatlng wlthout such requlred Llcense or whlch disregards cond~tlons contalned In a Llcense 
IS llable for revocation of the L~cense andlor penalties under this Law, rules and regulat~on of the State 
Energy Agency, and the Admlnlstratlve Code 

6 All License Holders are obl~gated to comply wtth all rules and regulat~ons, dtrectlves, and gu~delines of 
the State Energy Agency, w ~ t h  normatwe documents on Standards set forth by government bod~es, and 
wlth all appl~cable laws of the Kyrgyz Republic, including those related to environmental protection 

Article 9 Constructron Licenses 

The State Energy Agency will Issue l~censes for the constructlon of Power Plants and High Voltage 
Networks The constructlon of a Hydro-Electr~c Work or a H ~ g h  Voltage Network of 220 KV or greater will 
also requlre the approval of the Government of the Kyrgyz Republlc 
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Artrcle 10 Revocatron, Suspensron or Modrficat~on o f  the bcense 
1 The State Energy Agency shall revoke a L~cense lf the L~cense Holder IS unable to meet ~ t s  obl~gat~on or 

v~olates the cond~t~ons prescribed by law or m the L~cense 

2 If the License Holder operates m manner that seriously endangers the safety of supply or the safety of 
I~fe, health, property or the environment, the State Energy Agency may 

(a) Suspend or mod~fy the L~cense, andlor 

(b) Impose a fine or penalty 
3 The State Energy Agency shall not revoke or suspend a License or modifL the terms and condlt~ons 

contalned tn the L~cense unless prlor notlce has been given to the Llcense Holder and the L~cense 
Holder has been afforded an opportunity to respond In accord w~th State Energy Agency procedures or 
m the manner and under the cond~t~ons set forth In the relevant L~cense 

4 The Llcense Holder may request the State Energy Agency to mod~fy the terms and condltlons of the 
License in the case of a substant~al change In circumstances that affects the ablllty of the L~cense Holder 
to perform under the condlt~ons of the License 

Artrcle 11 Revrew of Lrcense 
1 Before a Llcense Holder may asslgn or sell a Llcense, the Holder must not~fy and recelve approval from 

the State Energy Agency, whlch may result In revlew and modlficat~on of the terms and cond~t~ons of 
the L~cense 

2 A substant~al change of corporate structure or ownership of a L~cense Holder through acquis~t~on, 
merger, sale, separation, dlv~sion or d~vestlture may result tn the State Energy Agency's revlew and 
mod~ficat~on of the terms and conditions of the Lrcense 

SECTION 4 LICENSES FOR THE GENERATION OF ELECTRICITY 

Article 7 2  Generatron Licenses 
1 No Generator will be granted exclusive or monopoly r~ght under Kyrgyz law The market for electr~c 

and thermal energy In the Republ~c IS open to competltlve generatlon regardless of ownersh~p structure, 
prov~ded that Generators comply w~th  the l~censlng requlrements of t h ~ s  Law, operate m accordance 
w~th  the Natlonal Energy Program, and comply wlth all applicable laws and regulat~ons of the Kyrgyz 
Republlc 

2 Any Generator may sell ~ t s  electrlclty or thermal energy to the Natlonal Grld, to Dlstnbutors, or to 
Major Clients 

3 Generation L~censes Issued by the State Energy Agency shall spec@ the cond~tlons for the use of the 
resources lnvolved m the generatlon of electric or thermal energy, the l~m~ta t~ons  of the r~ghts of the 
Generator, and such other cond~tlons as are approprlate 

Artrcle 13 New Generatron lnstallatron 

Any proposal for the construction of new generatlon installations shall be made m accordance w~th the 
Nat~onal Energy Program and executed under the condlt~ons establ~shed In Sect~on 8 of t h ~ s  Law 
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Artrcle 14 Hydro Electnc Works 

The issuance of any Llcense related to hydro electr~c generatlon must be subject to a prior study concerning 

the impact on the use of water for purpose other than electrlc generatlon The results of that study must be 
transmitted for lnformatlon to the Local Author~t~es In the geograph~c terntory In whlch the Hydro-Electr~c 
Woks will be located or w~l l  have effects 

It 1s compulsory that any call for tenders relatlng to Hydro Electr~c Works, e~ther for the extens~on of extstlng 
power capacltles or for the constructlon of new power capacltles, shall contaln a memorandum on such study 
and ~ t s  results 

The constructlon of any Hydro-Electnc Work must be approved by the Government of Kyrgyz Republlc 

Artrcle 15 Nuclear P l a n l  

The constructlon of any nuclear power plant must be authorized by spec~al law of the Kyrgyz Republlc 

Artrcle 16 Self Generators 

1 No Generat~on License othenvlse requlred under thls Law shall be required for any legal entlty or 
~ndlv~dual w~shlng to produce electric or thermal energy for ~ t s  own use However, Self-Generators 
must obtaln all permtsslon as may be requlred In accord wlth leglslatlon of the Kyrgyz Republ~c 

2 Self-Generators are forb~dden to sell to third partles and to be connected to the Natlonal Grld without 
the prlor authorlzatlon of the Agency 

SECTION 5 LICENSES FOR THE TRANSMISSION OF ELECTRICITY 

Artrcle 17 Natronal Grrd Transmrssron Lrcense 

1 The State Energy Agency will Issue a Transmlssion L~cense for the Nat~onal gr~d,  whlch w ~ l l  be 
operated as a Integrated system under dispatcher control by the Holder of thls Transmiss~on Llcense for 
the term of the License Issuance of thls Llcense w~ll  also requlre the approval of the Government of the 
Kergyz republlc 

2 However, the Holder of thls L~cense does not have any funct~onal or geograph~c monopoly on the 
transmlsslon of electrlclty except for the operation and d~spatch of the Nat~onal G r ~ d  

3 The Holder of the Natlonal Grld Transm~ss~on Llcense has the duty to operate, carry out economlc 
dispatch, and maintaln the natlonal Gr~d  and Interconnectors In accordance wlth the Natlonal Energy 
Program, thls Law, and subsequent leg~slation 

4 The Holder of the Nat~onal Grrd transm~ss~on Llcense shall not restr~ct access to the Grid, or Impose 
unreasonable requirements on users of or sellers to the Nat~onal Grld, except, however, that the Holder 
of the Natlonal Gr~d  Transmlss~on Llcense may take any emergency act~on necessary to ensure the 
safety of persons or assets and the contlnu~ty of electrical servlce 

Article 18 Other Transmrssron Llcenses 

1 the State Energy Agency may Issue other exclusive or non--exclus~ve licenses for the transmlsslon of 
electrlclty withln speclfied geograph~c terr~tor~es and under spec~fied cond~t~ons 

2 All Transmlssion Llcenses shall prov~de for connection to Interconnected Systems on terms and 
cond~t~ons and for fees approved by the State Energy Agency 
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SECTION 6 LICENSES FOR THE DlSTRlBUTON OF ELECTRICITY 

Article 19 The Oblrgatron of D~stributors 

Holders of Distribution Licenses are entrusted with duties in the public interest and are obligated to supply 
electricity to all customers who request servrce within a specified geograph~cal area, lncludrng remote areas, 
provided, however, that such a request does not result in an unreasonable cost burden on other customers 

Article 20 Standard Supply Contract 

The State energy Agency will establ~sh a Standard Supply Contract that will govern the minlmum rights and 
obl~gations of Distributors and Capt~ve Customers None of the provisions of t h ~ s  standard contract can be 
changed by either party to the contract However, Distributors may propose for state Energy Agency approval 
additional rights and obl~gat~ons that do not confl~ct w~th  the purpose and wording of the Standard Supply 
Contract 

Article 21 Prrncrples of Operatron for Dlstnbutors 

1 Distributors w ~ l l  operate the~r actlvlt~es in a responsible manner and take reasonable action to 

a Ma~nta~n a safe, adequate, and reliable supply of electricity, 

b Adopt management practices that result In continual improvements in product~vity and efficiency, 

c Show respect for the interests and concerns of consumers, including matters of health and safety, 

d Provide continual improvements In quallty of service to consumers at reasonable cost, 

e Respond to consumer complaints In a timely manner, 

f Show respect for the env~ronment, 

g Ma~ntain the confident~ality of sens~tlve or proprietary information obtained In the course of 
carrying out lts activities 

2 The State Energy Agency may develop ~ncentive programs, based on Performance Agreement, that 
reward good management performance related to the principles l~sted above 

Artrcle 22 Distrfbutors Right to Interrupt Serv~ce 

1 if any consumer does not pay for three consecutive months the amounts bllled and due for servlce 
provlded, the D~strlbutor may disconnect the consumer under condit~ons and procedures set forth m 
regulations of the State Energy Agency, but no d~sconnection can take place if it would result m a 
threat to life or safety of the people 

2 The bills of Captlve Customers who are unable to pay for servlce provided may be settled through the 
mechanisms provlded for In Art~cle 28 of t h ~ s  Law 

3 consumers have the right to submit their complains to the State Energy Agency if electrlcity and district 
heating supply is Interrupted on suppl~er's fault 

SECTION 7 ELECTRlClTY MARKETING LICENSES 

Artrcle 23 Electrrcity Markettng Llcenses 
1 Any publ~c or prlvate entlty or lndlvldual engaging in the lrnport, export, sale or brokerlng of electrlcity 

is requlred to obtain a L~cense from the State Energy Agency Issuance of this L~cense must be approved 
by the Government of the Kyrgyz Republ~c 

2 The State Energy Agency shall not use thls provlslon to obstruct or hlnder lnternat~onal trade m 
electr~clty and shall encourage the t~mely development of reg~onal and international energy markets 
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SECTION 8 TENDERS 

Art,c/e 24 Call for Tenders 

The competent government entlty will call for international tenders for the construction of Installat~ons for 
the generation, transmissron, or distr~but~on of electricity and district heating 

Artrcle 25 Tender Procedure 

Detalls of the tender procedures and the crlterla used to select tenders and award contracts will be set forth In 
a Decree of the Government of the Kyrgyz Republ~c and shall be published In the Offic~al Gazette of the 
Republic 

SECTION 9 TARIFFS 

Article 26 General Authority 

The State Energy Agency 1s authorized to establ~sh, review, modify, approve and enforce tarlffs and charges 
for the generation, transmission, distr~but~on or sale of electr~c or thermal energy and for the interconnectlon 
of facilities for the generation, transmlsslon, d~stribut~on and sale of electr~c and thermal energy 

Article27 General Pr~nciples 

Tar~ffs shall be established by the State Energy Agency In accordance with the following prlnclples 

1 Full Cost Recovery 

a Prices should reflect the full cost of producing, transm~ttlng and distribut~ng electrlc or thermal 
energy, Including operating and maintenance costs, the recovery of the cap~tal Invested, the costs 
of borrowing funds and providlng a return on investment 

b Pr~ces should be adjusted In an orderly manner that does not cause sudden economlc hardship to 
either consumers or producers 

All consumers withln the same class~fication and w~th  the same character~stlcs of usage and served by 
the same Distributor shall recelve service under the same tariffs Dlscrlm~nation in prlce or qual~ty of 
service is proh~bited 

3 differential Cost of Service 

a Tar~ffs for each classificat~on of consumer will reflect the full cost of providlng servlce to that 
class Subs~des from one class of consumer to another w~ll  not be perm~tted, and current subsrd~es 
across classes w~l l  be el~mlnated at a steady and reasonable rate of change 

b Tar~ffs may be established to reflect the d~fference In the cost of provid~ng servlce In d~fferent 
seasons and at d~fferent times of the day and the different costs of providing d~fferent types or 
quality of serv~ce when customers have the ability to select among options 

Artrcle 28 Provision for Low Income Consumers 

The Government of the Kyrgyz Republic, Oblast, Rayon and City state Administrations, and the Bishkek 
Clty Administration may prov~de dlrect subsidies exclus~vely for low usage Capt~ve customers who are 
unable to pay the full cost of a bas mlnlmal amount of electric or thermal energy In accord with the rules and 
regulations of the State Energy Agency 
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Artrcle 29 Metermg, Brllrng and Collectron 

In the order determined by the Government of the Kyrgyz Republlc every Dlstrlbutor is requlred to install 
rellable and secure meters at every point of servtce delnery, to regularly read the meters, to bill, and to 
Institute effective methods of collection 

Article 30 Remedres for Non Payment and Theft 
1 Major Clients whose bllls for servlce provlded are more than three months In arrears are subject to 

termlnatlon of service m accordance wlth legislat~on of the Kyrgyz Republlc 
2 Theft of electrical or thermal energy, tampering wlth meters, resetting or alterlng the read out of a 

meter, unauthor~zed connection will be subject to sanctions and penalties under the legislat~on of the 
Republlc 

Article 31 Time for Consrderatron of Tarrffs 

Energy Enterprises will subm~t tarlff calculations for consideration of the State Energy Agency, and the 
Agency wlthin SIX months wllI make a dec~slon 

SECTION 10 ACCOUNTING 

Article 32 Accounting Standards 

Regardless of legal form or type of ownership structure, License holders that generate, transmit, distribute or 
sell electrlclty or thermal energy m the Republlc shall keep their books and records In accord wlth applicable 
laws of the Republic taklng into conslderatlon internationally accepted account~ng standards and practices 
and ~f ~t 1s necessary submit to lnternatlonally accepted audlting procedures In accordance wlth appl~cable 
laws of the Republlc 

A&cle 33 Separatron of Accounts 

Llcense Holders that are Vertically Integrated Ent~tles shall keep separate accounts for their Generatron, 
Transmission, and Dlstributlon activlt~es and separate accounts for dlstrict heating as lf they were operated by 
separate ent~tles and shall provlde annually to the State Energy Agency a balance sheet and profit and loss 
statement for each actlvlty 

SECTION 11 ENVIRONMENTAL PROTECTION 

Attrcle 34 General Consrderatrons 

1 A Llcense Holder shall strive, on a cost effectlve basis and In an econom~cally efficient manner, to 
minlmlze any harmful envlronmental Impacts resulting from ~ t s  operations and shall take reasonable 
precautionary measures to prevent o mlnimlze environmental degradation 

2 License Holders should bear the cost of preventing or mltigatlng pollution from their operations, wlth due 
respect for publlc interest concerns, wlthout creatlng significant dlstort~ons m Investment patterns m the 
electricity cycle or n international trade, and In accordance wlth the envlronmental protection laws and 
regulations of the Republ~c 

Artrcle 35 Envrronmental rmpact Assessment 

The declsion to site a new power plant or hydro-electrlc works shall be subject to an envlronmental Impact 
assessment prior to the Issuance of a construct~on permit The assessment must be made available to the 
public and subject to public Inquiry in accordance wlth appl~cable legislation of the Republ~c 
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SECTION 12 CRISIS SITUATIONS 

Artrcle 36 Government Responsrbri~ty m Crrsrs Srtuatrons 

In the event of a sudden crlsls In the electrlc~ty market and where the physlcal safety or secur~ty of persons, 
~nstallatlons or system lntegrlty is threatened, the Government of the Kyrgyz Republic shall take the 
necessary protecttve measures and may lnvoke temporary lim~tat~ons on the use of electricity 

Such measures must cause the least posslble lnconvenlence In the operation of the electricity market and 
must not be broader In scope than IS strictly necessary to remedy the sudden crlsls 

SECTION 13 MISCELLANEOUS 

Artrcle 37 Fmes and Penaltres 

Any publ~c or prlvate entlty or lndlvidual who v~olates thls law, subsequent legisIatlon, or any condlt~ons of a 
L~cense will be subject to fines and penaltles In accord w ~ t h  applicable laws of the Republlc 

The ~mpos~tlon of fines and penaltles through dlsc~pllnary, c~vll,  admlnistratlve or c r ~ m ~ n a l  proceed~ngs wlll 
not rellve those entltles or lndlvlduals found guilty from restltutlon for the damage caused as a result of the 
violat~on 

Article 38 Dispute Resolution 

1 The resolut~on of d~sputes between two or more publlc entlt~es, nat~onal or local, should not harm the 
rlghts and prlvlleges granted to Llcense Holders 

If dlsputes between domest~c and forelgn partles concerning the lnterpretat~on of r~ghts and dutles under a 
Llcense can not be settled amlcable through negotlatlon and medlat~on wlthin a per~od of three months, e~ther  
party may choose to submit the d~spute to lnternatlonal arbltrat~on In accord w ~ t h  prior agreement 

The State Energy Agency w11l establish a slmple, qulck and transparent process through whlch conflicts 
arlslng between a Captlve Cl~ent and a Dlstrlbutor can be resolved Append~x 5C 13 
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THE GOVERMENT OF THE KYRGYZ REPUBLIK 

DECREE 21 

January 20,1994 

On the Charter of State Jo~nt-Stock Hold~ng 
Energy Company of the Kyrgys Republic 

"KYRGYZENERGOHOLDING" 

By thls the Government of the Kyrgyz Republlc resolves to valldate the Charter of 
"KYRGYZENERGOHOLDING " State Jo~nt-Stock Holdlng Energy Company of the 

Kyrgyz Republ~c attached to this paper 

Prime-Mln~ster A Jumagulov 

Registered as N 70 BY Pe~omayskaya Dlstr~ct State Admin~strat~on of the city of B~shkek on January 21, 
1994 

Validated by the Government of the Kyrgyz Republic as N 21 on January 20,1994 

Agreed with State Property Fund of the Kyrgyz Republ~c on December 30, 1993 

CHARTER 

of the 

State Jo~nt-Stock Energy Holdlng Company of the Kyrgyz Repuplrc (KSEHC) 

KYRGYZENERGOHOLDING 

I GENERAL PROVIS~ONS 
The State Joint-Stock Energy Holding Company of the Kyrgyz Republlc, hereln and after called 
KSEHC has been founded by Degree N592 OF THE Government of the Republlc of KR on 10 
December 1993 on the bass of enterprises and organ~satlons of the Kyrgyz State Energy Company and 
shall be its successor 
The KSEHC and the enterprises ~t comprises operate on the basis of the principle of 1 complete self- 
support and In accordance with leglslatlon of the Kyrgyz Republic, the decrees and lnst~tutions of the 
Government and thls Charter 

2 LEGAL STATUS, FOUNDERS 
KSEHC shall be a legal body slnce the moment of ~ t s  reglstratlon, possesses property and enjoyes the 
r~ght to handle and make economic management over ~ t ,  acquires proprietary and other rlghts and 
obligat~ons, maintains ~ t s  own balance sheet, a stamp w~th  the Coat of Arms of the Kyrgyz Republlc, 
clearlng and other accounts both In the RK and forelgn banks, engages in forelgn economlc actlvlty, can 
appear as a claimant and defendant In court and m arbitration courts 
KSEHC answers on ~ t s  obllgat~ons w ~ t h  the property it possesses The State, its organs and 
organlsatlons, do not answer on obl~gat~ons by KSEHC, and, equally, KSEHC does not answer on 
obllgat~ons by the State, ~ t s  organs and organlsatlons 
KSEHC does not answer on obl~gatlons by part~c~pants, the latter answer on obl~gat~ons of the holding 
wlthin the llmits of their stare In the authorlsed cap~tal 
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KSEHC's founders on the basis of the Kyrgyz State Energy Company are 

State Property Fund of the Kyrgyz Republ~c, 

KyrgyzElectroSetStroy Trust, 

KyrgyzEnergoStroy Construction Department, 

Prefabr~cated Reinforced Concrete Articles Plant 

The Relat~ons between the KSEHC and its part~crpants shall be regulated by t h ~ s  Charter, the 
agreements and regulations agreed along process ofjolnt actlvtttes as well as by other normative acts 

Locat~ons place of KSEHC Bishkek, Prospekt Jibek-Jolu, 326 

3 PURPOSE AND SUBJECT OF ACTIVITY 
KSEHC 1s created to carry out arrangements on further development of the energy sector, rel~able 
operations of energy system facil~t~es, to better meet the nat~onal economy's demand for electrlc power 
and heat supplles prov~d~ng ~ t s  ceaselessness, br~ng major hydropower resources of the Republic and 
energy complex control systems Into the nat~onal economy's turnover effect~ng market economy 
advantages 

KSEHC makes actlv~ties on the following subjects 

comprehensive solutton of energy system development problems, elaborat~on and implementat~on 
of a programme on energy sector, 

~mprovement of the organlsatlon of management, forms and methods of econom~c management, 

working out of long-term forecasts, forward and current plants on economlc and soc~al development 
of the energy sector, comprehens~ve purpose-or~ented sclence and englneerlng and economic 
programs, 

management of the energy system of the Kyrgyz Republ~c, 

elaborat~on and just~fication of electric power and thermal energy tar~ffs, 

provide reltable and safe explo~tation of energy sector ~nstallat~ons observtng the norms and rules 
currently in force, 

Implement a common strategy In Investment and cap~tal attraction fields to solve general problems 
on development of energy system af KR, expantlon, reconstructlon and techn~cal re-equ~pment of 
enterprlses, 

take measures on env~ronment protectton, 

exerclse state control over the effective utll~sat~on of electr~c and thermal power, technical 
cond~t~ons and safe ma~ntenance of electr~c and thermal power tnstallat~ons of consumers, 

engage in foreign economlc act~v~tles, cooperation w~th  foreign on trade and economic and sclence 
and englneerlng Issues, 

carry out common pollcy In sphere of soc~al protection of workers and work collect~ves, 

issuance and realisation of stocks and other types of secur~t~es 

4 RIGHTS 
KSEHC enjoys the following rlghts 

to manage the state property whlch 1s completely under its economlc authority, 

to make management of state property shares and stocks, ~nclud~ng the rtght to represent the state 
Interests In the enterprlses and organlsatlons which are In the composltlon of KSEHC and the r~ght 
to h~re  managers of the enterprises and organlsatlons on contract(ua1) bas~s Right to participate In 
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formation of management of jo~nt-stock soclet~es through state packages of stocks given to KSEHC 
wtth the rlght to manage them, 
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cany out, jolntly with the State Property Fund, firther denattonallsat~on and prlvat~sat~on of 
KSEHC's enterprlses and organtsat~ons, 

sell stocks (certlficates) on state property of KSEHC's enterprlses and organ~satlons as agreed wtth 
the State Property Fund and ~t accordlng to requirements of the currently m effect leglslat~on 

The exlstlng electrlc power stations whrch form 5 1% of state property portlon shall not subject to 
pr~vat~satlon, 

carry out management hnct~ons In respect of unsold stocks and certlficates on the state property 
portlon of KSEHC's enterpr~ses and organlsatlons, 

carry out management over dlv~dents Incurred on the unsold state property stocks of enterpr~ses and 
organtsattons In composition of the holdlng, 

come forward as a founder, partlclpant of other assoclatlons, partnerships, commerc~al and non- 
commerc~al character soclettes as well to partlc~pate In capttal of other legal persons 

5 AUTHORISED CAPITAL, PROPERTY AND FUNDS OF KSEHC 
As of October 10, 1993, the authorlsed capital of KSEHC amounts to 202,012 3 thousand som This 
sum IS an tn~t~al  author~sed cap~tal of KSEHC The authorlsed fund of KSEHC IS formed by the whole 
property of the Kyrgyz State Energy Company and state property portton of being created jo~nt-stock 
compantes ltke KyrgyzElectroSetStroy, KyrgyzEnergoStroy and Prefabricated Rernforced Concrete 
Artlcles Plant wtth entrusted to them managertal r~ghts 
The order and cond~t~ons of further reorgan~sat~on of KSEHC's enterprises, except existlng electr~c 
power stat~ons, into jotnt-stock compantes and thew lnterrelatlons w~th  KSEHC shall be made on the 
grounds of the Charter worked out by newly belng created jolnt-stock company 
On further reorganlsatlon of enterprlses Into separate jo~nt-stock companles the state owned portlon of 
enterpr~ses' property IS retalned in the authorlsed fund of KSEHC 
Prlvat~sat~on of KSEHC's lnlt~al authorlsed cap~tal and lntt~al placlng of shares Issued for thls capital 1s 
to be done accordlng to the followtng scheme 

5 1% - state package of shares formed out of lndlvls~ble property l~ke  power stattons and htgh- 
voltage maln gr~ds, 

2% - to be handed over to the work collective, 

20% - to be sold out on stock-exchanges and Investment bids, 

27% - to be sold out on special~sed bids 

KSEHC Issues, on amount of ~ t s  authorlsed fund, lnscr~bed ordinary stocks w~th  nomlnal value of 100 
som each and preference stocks w~th  the same nomtnal value The hoidlng's stocks have thew own 
requtsltes 

KSEHC has the r~ght to Issue other type stocks tn accordance w~th laws In force and t h ~ s  Charter 

KSEHC's funds are formed at the account of 

profits, obtalned as a result of its own economlc product~on and commerctal actlvitles and 
~nvestments, div~dends on securttles purchased by the holdlng lncludlng the ones from fore~gn 
companles and firms, 

some portlon of dividends on unsold state property stocks, 

annual lnstalments comlng out of the net profit (drv~dends) of KSEHC's enterprises and 
organ~sat~ons In amounts determtned by the Councll of KSEHC, 

share and annual lnstalments voluntarily made by enterprlses and organ~satlons to fulfil a purpose- 
ortented tasks, 
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credlts from banks and other organlsations, 

revenues and sources not proh~bited by the current leglslatlon 
The Reserve Fund shall be formed in the amount of 15% of the authorlsed fund Annually KSEHC 
allocates to it 5% of net profit Upon declslon of the Counc~l of KSEHC other funds may be created 

MANAGEMENT ORGANS 

Supreme management body of KSEHC IS a general meet~ng Once a year an annual meetlng is held Bes~des 
the Annual Meet~ng extraord~nary meetings can be called The extraordinary meetlng call can be ~nitiated by 
President of KSEHC and the Board to cons~der any Issues The Board must call an extraord~nary meetlng 
upon request for ~t in wrltten form IS submitted by the major~ty of the members of the KSEHC Counc~l, Audlt 
Comm~sslon 

To open the general meet~ng a quorum of not less than 60% of delegates must be secured 

In lack of a quorum a new date for the general meetlng must be set 

The follow~ng Issues are m the exclus~ve competence of the general meetmg 
1 To make amendments and alterations In the Charter 
2 Change the authorised capltal 
3 To make dec~sion on sale, glvlng In rent, exchange or other ways of KSEHC's property disposal whlch 

exceeding 10% of ~ t s  assets 
4 To make dec~slon on creat~on of branch enterprises and part~cipat~on of KSEHC In other enterprises, 

enterprises assoclatlons 
5 To make dec~s~on on KSEHC's merger, joln and reorganlsatlon Into an enterprise of a different 

organlsatlonal and legal form 
6 To make a decision on the l~quidatron of KSEHC and valtdat~on of its plants and report 
7 Determlnatlon of KSEHC's prlnclpal actlvlty directions, valldat~on of ~ t s  plants and reports on then 

implementation 
8 Election and recall of members of the company's Counc~l and Audit Commiss~on of KSEHC 

9 Valldatlon of findings on results on KSEHC's annual act~v~tles, valldat~on of reports and conclusions 
made by the Audit Comm~ssion on order of profit dlstr~bution and coverage of losses 

10 To make dec~s~on on taking legal steps aga~nst KSEHC officials to make them answer property 
accountability 

11 Valldatlon of rules In procedures and other domest~c documents of KSEHC, determrnation of the 
organlsatlon of the organisatlonal structure of the Soclety 

Declslons on items 1-7 are taken by2/3 of the votes of those present at the meetlng, for the remaining items - 
just by majorlty of votes 

Powers of the State Property Fund, whlch IS a pr~nclpal holder of the controlling bloc of shares, are effected 
through Pres~dent of KSEHC, who is appointed by the Government of the Kyrgyz Republ~c, and the KSEHC 
Council members - representatives of the State Property Fund 
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COUNCIL OF KSEHC 

Council of KSEHC shall be created to perform certa~n funct~ons related to the competence of the general 
meeting and ~t shall exerclse control over the activltles of the Board Representatives from the work 
collective, trade-unlon organisations and other natural an legal persons can be included in the compos~tlon of 
the Council 

The KSEHC Councll members are elected on the general meetlng The Counc~l members' term IS 2 years and 
they can be re-elected for the next term 

Inlt~al compostt~on and KSEHC Counc~l member candidates are proposed on a founder members meet~ng 
(conference) 

President of KSEHC by h ~ s  post shall be Chalrman of KSEHC Councll 

The KSEHC Councll must exerclse regular control over the operation of the Board and the hnctlonlng of the 
KSEHC ~f they are In the llne w~th aims, tasks, the leglslatlon, the Charter of KSEHC and decisions of the 
General Meetlng 

The Councll sitting are held by necessity, but at least once In three months The sitting 1s called by the 
Cha~rman of the Councll or h ~ s  deput~es A quorum 1s considered to be secured by presence of majority the 
Councll members 

KSEHC Council has following rowers and must take decisions In accordance wlth them 

recommend amount, condltlons and order on Increase of an amount of the authorlsed cap~tal, 

valtdate the regulations on the Board of KSEHC presented by the President of KSEHC, 

adopt normative documents regulating the relat~ons w~thin KSEHC, 

adopt rules and agenda on holding slttings of the Councll, 

determine the pol~cy and take declslons on concerning lendlng Issues (loans, cred~ts, guarantees), 

take legal steps aga~nst KSEHC officials who exposed v~olatlons concerning property 
accountab~llty, 

determ~ne the labour remuneration condttions for KSEHC offic~als 

PRESIDENT OF KSEHC AND THE BOARD 

The Pres~dent of the KSEHC carries out the operatlve management of the Society's activities, and, accord~ng 
to the legislation of the Kyrgyz Republ~c, 1s given all powers necessary to fulfil this mlsslon 

The President of the KSEHC performs h ~ s  functions In strlct observance with currently In force leglslatlon 
and thls Charter 

The Government of the Kyrgyz Republ~c appolnts the Pres~dent of KSEHC upon recommendat~on by the 
State Property Fund 

Vlce-Pres~dents are appointed by the Government of the Kyrgyz Republ~c by introduction of the President of 
KSEHC 

The President of KSEHC has the r~ght to act on behalf of KSEHC without the power of attorney 

The Pres~dent of KSEHC has the r~ght to hold the Councll sittlngs by means of wrltten form lnterrogatton of 
absent members of the Councll 

The Board IS an execut~ve organ of the KSEHC and acts on the grounds of the regulat~ons validated by the 
CH Councll The Presldent of the KSEHC by his post shall be Chairman of the Board 

On meetings the Board's point of view IS presented by the Presldent of the KSEHC 
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The Board IS formed by the Presldent of the KSEHC and it conslsts of 9 members who are to be validated by 
the Counc~l of KSEHC The Board members can not be members of the Counc~l and Audlt Comm~ss~on 

The KSEHC carrles out the management on current actrv~t~es by KSEHC and the Board 

In the absence of the Pres~dent, the management of the current act~vltles and the Board, cha~r~ng on the 
Counc~l s~ttlngs are carried out by Flrst V~ce-Pres~dent 

The President of KSEHC val~dates KSEHC's management apparatus structure as agreed w~th  the 
Government of the Kyrgyz Republlc Determ~nes cond~tlons on employment and lay off of staff 

D~rectors of enterpr~ses and organ~satlons under KSEHC are appo~nted and d~smrssed by the Pres~dent of 
KSEHC on the grounds of a contract Jo~nt-Stock Soc~ety managers are val~dated by the Pres~dent of the 
KSEHC 

ACCOUNTING AND REPORTING IN KSEHC 

The first financ~al year of KSEHC starts from the date of ~ t s  reg~strat~on and ends on the 3 1 December of the 
current year The subsequent financ~al years correspond to the calendar ones 

The balance sheet, the profit-and-loss account as well as other documents for reports are drawn up In 
conformity w ~ t h  the currently In effect laws 

On place where KSEHC IS located full documentat~on record keeprng IS made, whlch Includes 

foundlng documents as we11 as normative documents regulat~ng relat~ons w~thln KSEHC w~th  
subsequent alterat~ons and amendments, 

all documents for book-keep~ng needed to for own aud~ts conclud~ng as well as lnspectlons by 
relevant state organs accord~ng to currently In force leglslat~on, 

protocols of srttlngs and meetlngs held by KSEHC Council and Audlt Commrsslon, 

1st of persons who have power of attorney to represent KSEHC, 

lrst of the members of the KSEHC CounclI and KSEHC officrals 

AUDIT COMMISSION 

The General Meet~ng of KSEHC elects Aud~t Comm~ss~on conslstlng of at least 3 members The Board 
members shall not be members of the Audlt Commission 

Audlt Commlss~on takes decls~ons by ~ t s  members major~ty of votes Upon request of the Counc~l of KSEHC 
the members of Audlt Comm~ss~on can attend ~ t s  slttlngs 

Ten days before the annual meetmg, the Aud~t Comm~ss~on presents a report on outcomes of annual 
lnspect~on to the Councll made out m accordance with rules and order on financral report mak~ng and book- 
keep~ng 

Extraord~nary aud~ts shall be made by Aud~t Comm~ss~on ~f there IS a written request made by majority of 
KSEHC Counc~l members 

LIQUIDATION OF KSEHC 

KSEHC can be l~quldated In accordance with the leg~slatlon of the Kyrgyz Republlc 

The Charter has been adopted at the conference of the foundrng members on 28 December 1993, and comes 
Into force slnce the moment of ~ t s  registration 

Pres~dent of KSEHC 

J Tuleberdlev 
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The Const~tuent Agreement 

about reorganlzatlon the Kyrghyz sate power company to the Kyrghyz state-jolnt stock holdlng power 
company of the Kyrghyz Republlc "Kygghyzghosenerghohold~ng" 

Blshkek December, 28, 1993 

This Agreement's participants 

1 The State property fund of the Kyrghyz Republlc - the Head of the Board IS Omuraltev E K , 
2 The Kyrghyz state power company - the President of thls company IS Tuleberdlev G T , 
3 The Trust "Kyrghyzelectroset stroy" - the Manager of the Trust IS Turdubaev A G , 
4 The Construct~on's adminlstratlon "Kyrghyzenergostroy" - the Chief of the admlnlstration 1s Ghldulyan 

UI, 
5 The reinforced concrete goods' plant (GBI) - the Dtrector 1s Nam B I 

named In future "The founders", uslng the Decree of the Government: of the Kyrghyz Republrc from 
December, 10, 1993, NS92 "About reorgantzatlon the Kyrghyz state power company to the Kyrghyz state- 
jolnt stock holdlng power company", made t h ~ s  Agreement about reorganlzatlon the Kyrghyz state power 
company to the Kyrghyz state-jolnt stock holdlng power company of the Kyrghyz Republlc 
"Kyrghyzghosenerghohold~ng" 

The founder's addresses and pay-sheets 
1 The State property fund of the Kyrghyz Republic 

address 720040, Btshkek, Prospekt Erklndtk, 57 
pay-sheet 00 1609623, jotnt stock commercial bank "Kyrghyzstan" MFO 303 101 504, 

2 The Kyrghyz state power company 
address 720070, Brshkek, Prospekt Glbek golu, 326 pay-sheet 000221206, Promstroybank MFO 
330101328, 

3 The Trust "Kyrghyzelectroset story" 
address 722 19 1, Alamedrnskly rayon, Alamedin-3, ullza Ivantzrna, 60 pay-sheet 00022 10 15, 
Promstoybank, MFO 330103328, 

4 The Construction s admlnlstratton "Kyrghyzenergostoy" 
address 720022, Brshkek, ullza Lermontova, 2 pay-sheet 000220003, Promstroybank MFO 330101328, 

5 The Plant "GBI" 
address 720065, Blshkek, prospekt Chuy, 2 pay-sheet 000221921, Promstroybank MFO 330103328 

Article I 

The name, the locatlon "KyrghyzghosenrgohoIding" 

The name Holdrngcompany 

"Kyrghyzghosenergoholding" 

The address of the "Kyrghyzghosenergoholdtng" the Kyghyz Republlc, Bshkek, ullza Glbek goly, 326 
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Judlclal status of the c'Kyrghyzghosenergohold~ng" 

2 1 The "Kyrghyzghosenergoholdmg" 1s judlclal person from the moment of ~ t s  registration In Pervomaysk 
d~st r~ct  state adm~nistration, Bishkek 

2 2 The "Kyrghyzghosnergoholding" 1s confirmed and realizes ~ t s  act~vtty on the basis of the Decree of the 
Government of the Kyrghyz Republic from 1 0 ~  December, 1993, N592, the current leglslatlon of the 
Kyrghyz Republlc and other normative bills, also this Agreement and the Statute of the 
"Kyrghyzzghosenergohold~ng" 

2 3 The working language of the "Kyrghyzghosenergohold~ng" is Kyrghyz and Russran All documents, 
whlch connected w ~ t h  "Kyghyzghosenerohold~ng s" activlty, are composed on the workrng languages 

2 4 The "Kyrghyzghosenergoholding" has the Independent balance, the seal w~th Emblem of the Kyrghyz 
Republlc and lnd~cat~on of its name, the comer stamp, opens pay-sheet and other accounts in banks 

2 5 The '~Kyrghyzghosenergohold~ng" has ~ t s  trade mark, whlch model IS adopted by the Company's 
councll and registered m deterrnlnlng order 

2 6 The "Kyrghysghosenergoholdlng" carrles responsib~llty of its obl~gatlons In l~mits of ~ t s  property, on 
which can be turned the penalty as to the current legrslat~on 

2 7 The founders of the "Kyrghyghosenergoholdmg" do not answer for "Kyrghyzghosenergoholing's" 
obllgatlons and the "Kyrghyzghosenergohold~ng" does not answer for ~ t s  obllgat~ons and other 
stockholders, except when ~t IS In the Statute The state does not answer for 
"Kyrghyzghosenergohold~ng" obl~gat~ons, the "Kyrghyzghosenergohold~ng" does not answer for the 
state s obligations Stockholders answer for "Kyrghyzghosenergohold~ng s" obligations in l ~ m ~ t s  of 
thelr stock's part 

Purposes, tasks "Kyrghyzghosenergoholdng s" activlty 
3 1 The purposes "Kyrghyzghosenergohold~ng s" actlvlty are future power engrneerlng's developtng, safe 

the ltems exploltat~on of the power system, fuller and continual prov~dlng of national economlc 
complex w~th  electr~c and heat energy, drawing Into national economlc turnover the largest republic's 
hydro-electrrc resources, rmprovlng of the management's structure and system power englneenng 
complex, changing of the property's forms and market economics real~zat~on advantages 

3 2 For gettlng these purposes the "Kyrghyzghosenergohold~ng" reallzes such tasks 

elaborat~on long-terms forecasts, perspective and current plans of the power engineering's 
economlc and socral development, speclal purpose complex scientific-technlcai and economic 
programs, 

conduct~on Into lrfe one technlcal pollcy for lmprovlng and exploitat~on technlcal means of the 
power engineerlng on the newest sclence and technology tmprovements' basis, 

the "Kyrghyzghosenergohold~ng's" management system Improvrng, whlch IS drrected for the 
further development of market relations In the power engineerlng and power construction, securrng 
of equal In rlghts interaction drfferent property forms , 
adoptlon economlc decisions labour payment, profit's drstrrbut~on, financ~al, economic and 
technical pollcy conducting, wh~ch belonged to ~ t s  competence, 
conduct~ng one investment pollcy in lnclud~ng fore~gn cap~tal's attraction, organlzat~on joint 
undertak~ngs, firms, jolnt stock companies, 
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lnteractlon w~th  other state and lnternatlonal power bodtes and Interests' representation of the 
Kyrghyz Republlc tn these organlzatlons, fulfilment of the taken obllgatlons of ~nter-government 
agreements wlth foretgn states, parttclpatlon In co-ord~nat~on forelgn actlvtty In the power 
englneerlng's sphere as to the republlc's sphere as to the republlc's Interests, 

the users' safety power's supply as to the concludtng agreements, 

state superv~slon's reallzatton of techntcal condltlons of electrlc and heat uslng plants, control after 
rattonal uslng electrtc and heat power at the undertakings, 

creat~on its representations, branches, on the Kyrghyz Republtc's terntory and abroad as to law's 
order, 

reallzat~on of the labour protectton's, environment protectton's measures, 

* conducttng one pollcy In the sphere of workers' and labour groups' soctal protect~on, 

elaboration and ground of the tartffs for electrlc and heat power, 
* realtzatlon of the tnvestment actlvtty, acqutstt~on and reallzatton any shares and stocks, 

reallzatton of the actlvtty's klnds, not forbidden by the legrslat~on, 

3 3 The "Kyrghyzghosenergohold~ng's" financial and lndustrlal actlvlty wlll be fulfilled according to the 
"Kyrghyzghosenergohold~ng's" plans on basls of the complete economtc and commercial 
Independence 

The "Kyrghyzghosenergohold~ng's" Statute fund 
4 1 For the "KyrghyzghosenegohoIdtng's" creatton and securlng its acttvlty there IS organized the 

"Kyrghyzghosenergohold~ng's" Statute fund, whlch consisted of the "Kyrghyzghosenergohold~ng's" 
whole property's cost and cost of the state part's property In the organtztng jolnt stock companies 

"Kyrghyzenerghostroy", "Kyrghyzelectroset story", the plant "GBI" Durlng the pertod of the 
"Kyrghyzghosenergohold~ng's" organlzatlon tts Statute fund can be changed as to the founders 
dectstons, whlch drawn up as changes and addtttons to thls Agreement 

4 2 The Statute fund on 01 10 93 IS organlzed 

the Kyrghyz state power company's property n the sum 200205 thousand soms, 

the state part (65%) properties of the "Kyrghyzenergostoy" In the sum 404 258 thousand soms, the 
"Kyrghyzelectroset story" In the sum 962 455 thousand soms, the plant "GBI" In the sum 440 618 
thousand soms 

4 3 According to the Decree of the Government from December, 10, 1993, N592, the State property fund of 
the Kyrghyz Republtc gratts transfers to the labour group's, equal to 2% from the 
"Kyrghyzghosenergohold~ng's" Statute fund The stocks' distrlbutton IS organlzed In closed way 

4 4 The "Kyrghyzghosenergohold~ng" recelves the rlght for accommodat~on and sale the sum, IS equal to 
10% from the Statute fund from meant by the Government for selltng at stock-exchange and tnvestment 
auctton 

4 5 The "Kyrghyzghosenergohold~ng" recelves the rtght for real~zatlon the sum, 1s equal to 10% from the 
Statute fund tn exchange for spectal payment means of the "Kyrghyzghosenergohold~ng's'' labour group 
and adjacent undertaktngs through Investment funds wlth whlch the "Kyrghyzghosenergoholding" wlll 
conclude agreements 

4 6 The prlmary payment IS equal to 25% from the sum of stocks, permttted for sale tn prtorlty order to 
labour group IS transferred durlng 2 years 
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4 7 Further pr~vatlzation of enterprises of the Kyrghyz state power company, emission, spreading and sale 
of stocks for the corresponding Statute cap~tal IS executed by the "Kyrghyzghosenergholdmg" In 
accordance w ~ t h  acting leglslatron of the Kyrghyz Republrc, the Decree of the Government from 
December, 10, 1993 N592 and the Resolutron of the State property fund In addltlon to that the state 
share of stocks of these joint stock companies IS kept m the Statute fund of the 
"Kyrghyzghosenergoholdmg" 

4 8 Dividends, counted on the state share of stocks, are dlrected in the budget and are used rn the prlorrty 
order on development of power system The ''Kyrghyzghosenergohold~ng" must glve for the State 
property fund the report about use of dlvldends, accounted on the state share If dlv~dends are used not 
on the purpose, the div~dends sum must be returned by the "Kyrghyzghosenergoholdingy~ to the State 
property fund 

4 9 The part of Statute capital share, unredeemed by the "Kyrghyzghosenergoholdtng" till January, 1, 1997, 
will be pulsed to the state share 

4 10 The "Kyrghyzghosenergoholding's" founders and other stockholders can execute thelr ~nstallments for 
payment of stocks in the klnd of 

monetary means (In soms and fore~gn currency), 

d~fferent klnds of property (buildings and construct~ons, raw materials, fuel and other materlal 
valuables) on the agreement wlth the "Kyrghyzghosenergoholding", 

4 11 At deposltlng ~nstallments In foreign currency In the Statute fund of the c'Kyrghyzghosenergohold~ng'y 
for payment of stocks these ~nstallments are recounted In soms according the rate of Kyrghyz republlc 
natlonal bank 

4 12 Property installments for payment of stocks are glven to the "Kyrghyzghosenergoholdrng" and kept in 
property way, chosen at its discret~on The "KyrghyzghosenergohoIding" assumes the responsib~l~ty of 
the safety of property, given to rt 

4 13 The "Kyrghyzghosenergohold~ng~y executes emlsslon of stocks of such klnds 

inscr~bed ordlnary, 

ordlnary on demand, 

licensed on demand 

The owners of llcensed stocks are guaranteed to obtarn the Income on the level % of stocks' face value 
per annum The owners of these stocks have only the r~ght deliberatwe vote on the general meetlng 

The organizers' duties 
5 1 The founders must give to each other the lnformatlon, necessary for elaboration of separate quest~ons, 

concerned to acting of the "Kyrghyzghosenergoholdmg" 

5 2 If the obllgat~ons on the agreement are not executed or are executed unproperly by one of the founders, 
thls founder must compensate for other founders the losses, caused by unnexecution or unprotected 
execution Besides he must compensate the losses (product~on expenses, forfeiture or reject~on from 
representat~on of rlghts or property), dlrectly st~pulated by breach of the agreement Non-direct losses and 
mlssed advantage are not to be compensated 
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5 3 The ccKyrghyzghosenergohold~ng's" founders bear soldiery respons~bility for caused losses durtng a 
year from the day of registration Such respons~bllity takes place if the losses are caused by the incorrect 
information In produced accounts, concerned the size on foundation of the 
ccKyrghyzghosenergoholdtng" or on valuatton of property, given by the founders to the 
ccKyrghyzghosenergoholding" 

5 4 The State property fund of the Kyrghyz Republtc gives the paramount rtght for the 
ccKyrghyzghosenergoholdtng" on realization of 10% stocks from the Statute fund in exchange for 
special payment means of the "Kyrghyzghosenergoholding" labour group and the adjacent enterpr~ses 
through the lnvesttng funds, wtth whtch the "Kyrghyzghosenergoholding" wtll conclude the agreement 

5 5 The State property fund gtves right for the ccKyrghyzghosenergohold~ng" on real~zation of 10% stocks 
from the Statute fund, as to the Government Decree for sale on stock-exchanges and Investment 
auctlons 

5 6 The State property fund dtrects means, obta~ned from real~zation of the "Kyrghyzghosenergoholdrng's" 
stocks, on the development of power system In accordance to the State program of power development 

5 7 The ccKyrghyzghosenergoholdtng" must give to the State property fund the report about use of 
d~vtdends, counted on the state share If the dividends are used not answering to the purpose, the sum of 
div~dends must be returned by the "Kyrghyzghosenergohold~ng" to the State property fund 

The ccKyrghyzghosenergohold~ng's" supervtsory bodres 

6 1 In the "Kyrghyzghosenerohold~ng" there are formed such supervisory bod~es 

general meeting (conference), 

Council of he "KyrghyzghosenerohoId~ng", 

board 

The President and the Vice-pres~dent of the "KyrghyzghosenerohoId~ng" are appo~nted by the 
Government's decree in accordance to the Kyrghyz Republtc Government's decree from December, 10, 
1993 N592 

6 2 Competence and regulat~ons of work of the ccKyrghyzghosenergohold~ng's" supervisory bodtes is 
defined by actlng legislat~on of the Kyrghyz Republtc and the "Kyrghyzghosenergoholding's" Statute 

Article 7 

Solut~on of controversies 

The "Kyrghyzghosenergoholding's" participants w~l l  make all efforts to solve all arrsrng discords and 
controverstes, connected wtth, execution of t h ~ s  agreement, by the way of negatratrons 

If the discords and controversies can not be solved by the way of negottations, they are examined in the 
ordinary course In the court or in the arbitrat~on The Court of Referees decree is dec~sive and 
obligatory for the lrt~gants 

Conclusive thesises 
8 1 This agreement IS concluded for the lndefintte term and acts ttll the moment of its cancellatton or till the 

moment of its dissolvation or t~ l l  less than 3founders will be In ccKyrghyzghosenergoholding" 

8 2 The founders have not r~ght to pass the rights and duttes, follow~ng form thls agreement, in the 
infringement of the Statute and wr~tten consent of another founders 

8 3 Th~s agreement may be changed and added wtth the consent of the founders 
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8 4 If any regulation of thls agreement become invalld, ~t will be not a cause for last regulations actlng 
stopping 

8 5 The Statute of the "Kyrghyzghosenergoholding7' 1s enclosed to this agreement 

Artrcle 9 

Comtng into force 

9 1 This agreement comes Into force from the moment of ~ t s  subscr~b~ng by all the parttclpatlng part~es The 
agreement IS drawn up In 5 coples one by one for each partlc~pant of the agreement 

The subscr~pt~ons of the founders 

For the State property fund of the Kyrghyz Republic - 
Head of the fund board Omuraltev E K 

For the Kyrghyz state power company - 
Pres~dent of the company Tulebtdiev G T 

For the trust "Kyrghyzelectroset story" - 
Manager of the trust Turbudaev A G 

For the Construct~on's adrnlnistration "Kyrghyzenergostroy" - 
Chief of admin~stration G~dul~an U I 

For the plant "GBI" - 
Director Nam B I 
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Appendrx 5C 16 
1/3 

To 
From 
Date May 7, 1996 
Re Legal documents regulating Energy sector actlvitles 

I understand my task In order to analyze exclusively legal documents regulating Energy Sector's actlvltles 
But I needed more documents to be studled to answer the questions that I've been asked That's why I studled 
legal documents beginning wlth Conception on denatlonalizat~on and privatizatton, including all periodical 
edltions articles tn magazines and newspapers 

Legal documents studled in the process of this memo preparing 
1 Conception of denatlonallzation and and prlvatlzation In 1993( Decree of the Jogorku Kenesh 

(Parliament) 

2 Program for prlvatlzation in 1991 - 1992 ( Decree of the Government) 

Conception for denatlonallzat~on and privatization In 1994 - 1995 ( Decree of the Jogorku Kenesh, 
January 12,1994) 
Law " On General beginnings for denattonalizatlon, prlvatlzation and enterpreneursh~p in the Kyrgyz 
Republic" of December 20, 199 1 

a The same Law with addit~ons and amendments In wordlng 

b Of July 2, 1992, #939-XI1 
c Of January 8,1993, #1229- XI1 
d Of June 23, 1995, # 5-1 
e Of October1 1, 1995, # 30-1 
Decree the Government 65 of February 14, 1996 
Decree of the Jogorku Kenech # 13 86 XI1 of January 12, 1994 
Decree of the State Property Fund of April 6, 1994 " The order of state owned enterprises' transfer into 
open joint -stock companies" 

Law of the Kyrgyz Republic "On foreign Investments In the Kyrgyz Republlc" ( of May 7, 1993, # 
1221- XI1 and of September 26, 1995, # 20-1 
Law on Join Stock Companies 
Law on Enterprises In the Kyrgyz Republic of Aprll 19, 1991, # 436-XI1 and of December 17, 1992, # 
1086 
Resolution # 592 of the Government of December 10, 1993, " On the State Energy Company's transfer 
into State Joint Stock Holdlng Company" 

The Charter of the Kyrgyz State Joint -Stock Holdlng Company(KNEHC) 

The Charter of the "Tsetrenergo" Generation Company (Klev) 

15 Articles in newspapers and magazines 

All legal documents' summary will be glven In the comments 
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May 10, 1996 

I LEGAL BASIS FOR DENATIONALIZATION AND PRIVATIZATION IN THE KYRGYZ REPUBLIC 

Denationalization and prlvatlzation in the Kyrgyz Republ~c are carr~ed accordlng to the Programs for 1991- 
1992 , 1992- 1993 and Conception on denat~onalization and privatizat~on for 1993 The pecullarlty of these 
documents IS to create In a short time different types of ownership especially in the field of service in order to 
form self- regulating market mechanisms 

For 1994-1995 the Jogorku Kenesh of the Kyrgyz Republic has adopted by Resolution of January 12,1994 
the Conceptlon of denat~onallzat~on and privatization in 1994 - 1995 according to whlch state owned 
enterprises should be transferred lnto join -stock companles during four months excluding enterprises where 
denational~zation and prlvatization accordlng to an above- mentioned program are proh~blted 

State owned enterpr~ses wtth the number of employees more than 100 to1 000 persons have been transferred 
Into joln stock companies ( Item seven of the law) 

Program for privatizat~on of December 20, 1991 ment~oned before where stages of denat~onalrzation and 
privat~zation have been foreseen, Resolution of the Jogorl\u Kenesh on Conceptions, Resolution # 65 of the 
Government of February 14, 1996 equally with the Presldent's Decree are the legal bas~s for legislat~ve 
regulatron determining general beginnings of denationali7atron and prlvatlzatlon in the Kyrgyz Republic 

Accordrng to general regulations for holdtng companies' foundatron on the basis of state enterpr~ses there are 
restrictions for some state enterpr~ses' prlvat~zation m accordance with the state privatizatlon program untll 
these restrict~ons are canceled by the correspondlng state management bodies( Article 3, of Law " On 
denat~onal~zation " of January 12, 1994) The State energy company 1s Included in the llst where 
privatizat~on and a holding company's creat~on are not foreseen Land and bowels of the earth, forests, water 
and other natural resources are objects of exclusive ownership One can only rent them and it is regulated by 
special laws That's why some questions are arislng when all laws are analyzed In total 

II KNEHC's CHARTER 

In Article 3 of the KNEHC's Charter there is the company's r~ght providmg "realizat~on jointly with SPF 
further denat~onal~zation and prrvatlzatron of companles consrsted KNEHC It IS Interesting that In 
accordance with the Conceptlon of denat~onalizat~on In 1994- 1995 ( Chapter111 "Method for 
denationalization") energy companies in sp~te of how b ~ g  they are not prlvat~zed But they should be 
prelimrnary denationalrzed that means state owned compan~es' reform w ~ t h  transfer the economlc managing 
funct~ons and correspondlng author~ties d~rect to busmess entitles Unlike prlvatization that means purchase 
state ownership (shares) from state companles transferred Into joint - stock companies By the way 5 1% of 
state owned shares of KNEHC IS an lndiv~s~ble property electr~c networks and hrgh voltage transmissions 
llnes 

The Law of January 12, 1994 determines a holding company as ajoin- stock company which own shares of 
other join - stock companres It glves the vote enough to control thelr business According to the KNEHC's 
Charter 5 1% of the state ownership of all enterpr~ses should be glven to the KNEHC with the r~ght to manage 
(1 e they are also indivisible) 

The following metamorphosis looks interesting The Pres~dent of the "Kubat" state energy holding company 
( there rsn't any idea of ''Join- stock in the name) was approved by the Pres~dent 's decree of February 28, 
1992, while the state energy company was transferred lnto KNEHC only on December 10, 1993(Resolution # 
592), I e , the pres~dent of non-ex~sting holdlng company was approved As one sees from Charter ( but 
already wrthout "Kubaty' In the name) the Charter was adopted at the foundation conference on December 28, 
1993 and was approved by the Government Decree only on January 20, 1994 From above- state coll~s~ons 
should be In 
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appl~cation of Ieg~slat~on So, the question of the state compan~es' transfer into jom- stock companies should 
be declded by SPF and labor collect~ve jo~ntly But In the law on the former energy company's transfer these 
k~nd procedures are not prov~ded It was sa~d before that the Law on Join - Stock company in the Kyrgyz 
Republ~c has been added and changed three t~mes Artrcles six and two of the Law's last edit~on prov~des that 
a jo~n-stock company has a full economic Independence In the po~nt of determination of management forms, 
tak~ng dec~s~ons In business actlv~t~es , prlclng and profit use All these functions are included m the 
KNEHC's Charter, whlch 1s ajolnt- stock company Thus, absence of jo~nt dec~s~ons In the state energy 
company's transfer could lead to arguments ansing, I e , the Law Itself g~ves grounds for collis~ons because 
the company has been transferred Into a hold~ng company by way of resolut~on 

ill ABOUT AUDIT QUESTIONS 

There 1s not any ~nstltute of aud~tlng commissions both In the KNEHC's Charter and on other joint-stock 
compan~es' charter belng parts of ~t Artlcles 16, 17,20 of the Law of denat~onallzat~on and prlvat~zatlon of 
Januaryl2, 1994 provide the order for 

The SPF 's dec~s~ons of the same klnd could appeared In the Government Law(from7,8, Artlcle 6 )  

According to the Resolut~on # 268 of the Government of May 2, 1994 " on preservat~on of stability rn 
energy supply electric~ty development 1s one of the necessary cond~t~ons for Republ~c 's way out of c r ~ s ~ s  

Transformation to electr~c~ty heat~ng of socral and cultural ~nstltut~ons and reslndent~als could help to save 
1,4 m~l l~on tons of coal But because of funds and materrals lack construction, repalrlng and operatton of 
electric networks of all voltage (35-220 km) and d~stribution lrnes (0,4-10 km) are part~ally completed In 
Resolut~on of Government # 49 of February 4, 1993 " On construction and puttlng Into operatlon rmportant 
objects of energy system " and #50 "on measures for realrzatlon of The Kyrgyz Republ~c Pres~dent's 
Decree of January 1 1, 1993 " On Prlor~ty development of an energy sector of the Kyrgyz Republtc " is 
~ndicated that ~nsuffic~ency of cred~t resources has pract~cally stopped ~mplementat~on of above-ment~oned 
resolutions 

Up to now Tash- Kumyr Power Electr~c Plant IS not put st111 onto the projected capac~ty 

In 1993 72 km of 35 km electr~cal transrn~sston lrnes and 552 km of 0,4-10km have been put ~ n t o  operatlon , 
I e , 17% of a total annual task 

For 1994- 1995 further development of KNEHC and Narynhydroenergostro~ has been planned 

Meanwh~le the Law on further development of energy resources In the republic IS taken Into consideration m 
the Jogorku Kenesh ( from Tuleberdlev's speech on TV) 

Of March 6, 1992, #876 - I1 
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Comments on KSEHC's Charter 

1 A new establrshed company rs named a "holdlng company", but lt essentrally is a statejorn 
When looking though KSEHC's Charter a number of questions are ansing 

t-stock company (GAO, see charter 10, item 3, KSEHC IS also named "Soclety" items 1'5'33 of 
the Charter) 

Bes~des, why the Charter is signed by company's Pres~dent ~f it has been approved by the 
Government 

Accordrng to the chapter 5, ~tem 11, KSEHC's Charter cap~tal (fund) 1s establ~shed by all company's 
property and by state owend shares of jomt-stock companres Kyrgyz Electric Network Constructron 
Company, Kyrgyz Energy Constructron Company of Ferro-Concrete Plant 
KSEHC has the nght to manage these shares 
Thus, 19 companles' state owen shares are added to KSEHC's state ownershp it means that 
KSEHC IS goin to be a state joint-stock company for a long bme, i g , different rules are used 
for managlng o f the same joint-stock company's ownershp (51% - in KSEHC and 49% - in 
subsidiaries over KSEHC) It results from thls that not only 5 1% of hydroelectric plants' state 
shares cannot be nvatized but also all KSEHC's property including all 19 compames' 51% of 
shares given to &EHC for management 
Though item three, pa e 3, of the Charter indicates that KSEHC has the nght to implement 
together w t h  SPF d e r  denational~zation and pnvatlmtlon of companles and orgamsat~ons 
formed KSEHC 
How can 51% of ownersh~p be pnvatized if they have been given for management and the rest 
part of ownershp m remaining to be owen by 19 joint-stock companies7 

3 As for questron on managlng bodres (see chapter 9, item 25), KSEHC has created Councll which IS to 
implement a number of functrons concerning general meetrng But rt's unknown 

how IS thrs CounclI formed at a meetrng or other way7 
how many people does thrs Councll rnclude? 

Under these circumstances Council's h c t i o n  that is supposed to approve replatlons on the 
basis of whlch KSEHC's Board is hnctioning seems senseless The Council IS turned out a 
formal body if it's unknown how it is formed and how many people are included in it More 
over it is an ephemeral Council and Board Managlng bodies structure are their functional 
responsibilities should be cleared up 

4 Accordrng to the Charter the President has the r~ght to appoint and to dlsmiss Drrectors for KSEHC's 
companies and organlsat~ons (ev~dently, for those 19 companies which are formrng KSEHC by their 
state owned shares) There are some problems How the Pres~dent can drsmrss a Drrector and appoint 
another one if all these 19 companres gave the state owned shares to KSEHC only w~th the right to 
manage but they have remained the owners of them and the rest of the ownershrp not given to 
KSEHC One should h n k  that directors under the present legal situation could hardly be 
dismissed by KSEHC's President 
Probably, according to each of 19 companles' Charter a Director is to be elected at company 
founders' general meet~ng How can t h ~ s  collision be solved? Thls is an issue Another matter 
that the control blocks of shares gives to KSEHC the nght to take or refise some decisions at a 
general shareholders' meeting 
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There are also other collisions In KSEHC's Charter In order to answer to raised legal questions 
and to glve recornrnendatlons it IS necessary to study 

The Decree # 592 of the Government of the Kyrgyz Republic of December 10,1993 

All 19 companles' Charters (wlth the purpose to clear up contradictions between KSEHC's and 
Included compan~es' Charters ~f there are any) 
KSEHC's documents and materials appeared after ~t has been transferred In a holding company, 
hasn't ~t been just formal renaming? How to Improve KSEHC's work? It IS a very del~cate questlon 
because ~t can be poss~ble requlred KSEHC's reconstructlon 
current legislat~on regulattng energy sector actlv~tles In Republic that could be changed after all thls 
sector revislon 

At present it is lmposslble to guess a scope of work I will reflect its implementation m my 
reports It follows from this that for implementation of thls aim ermanent and s stematic work 
not only wlth documents should be done Thus, for exam le, '"kyrgyz Electnc etwork g X 
Construction" company has announced its shareholders a out company's annual meeting on 
Aprll 18, 1996, that I am going to participate informally as a individual m order to clear up 
some uestlons It will also be helpful to visit other KSEHC's companles meetings (for gettlng 9 genera information about activities of KSEHC's companies we are interested in) 
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Organ~zat~onal Structure of 
Bishkek Thermal Electrlc System 

Puce Waterhouse LLC DRAFT 



Republlc of Kyrgyz-Pr~vatlzatlon and Restructur~ng of the Powermeat Sector 

O r g a n ~ z a t ~ o n a l  Structure of 
B l s h k e k  T h e r m a l  Network 
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Organ~zatlonal Structrure of 
Tortugul Hydro Station 
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Naryn D~stributlon Enterprise 

Prrce Waterhouse LLC DRAFT 
12/12/96 

h e c l w  I 
I 

1 I 

I 
I 

-q - I Chef bnca WWbm 
Caplal b m m  

Ar3C 

T p S h  

Coninmi 
D~spatchhce  

LocalSerncctix 

-- MCP3AN 

MC 

m KNU 

Tccheal Autarebc Symn 
-ly of Managmm 

b w  
hpsLI0n 

-1 

RnmI 

- 

- 

- 

-I 
MwK&h 

D s p s h C o m c a b o n  

m c  

P3A 

- 

- 
JL7- r . Nmwlk 

At auln, 

N W  

Ak Tala 

- - 
apdrmm fa Amnnseapon - 

CapltalCasmdlm 
- 

PIamngQ * Roarrmm 
- 

EcommcDcMloput - 

- 

S m n l y h c c  

Past l 

c 

-- 

- 
P 

1 4  

slaamm 

McreWaw Trammss~cm 
ComMcaaon Depermat 





Republic of Kyrgyz-Privat~zat~on and Restructur~ng of the Powermeat Sector 

B~shkek Tralnlng Center Program 

The Bishkek Training Center has a total of 45 staff (2 training spectalist and I 1 trainers) In 1994, the 
Training Center has provlded the following trainlng programs 

NUMBER OF EMPLOYEES WHICH HAVE COMPLETED TRAINING PROGRAMS 

Full-time Program 

Tralning of new Workers 425 

Improvement of Worker skills 3 19 

Improvement of Engineers skills 186 

Part-time Program 

Part-time training program 3300 

Total 423 0 

A TOTAL OF 4230 PERSONS WERE TRAINED IN THE FOLLOWING AREAS 

Bolter Maintenance 

Transmisston Tower Construction 

Hydro Turbtne Repairs 

Distribution Maintenance 

Substatlon Maintenance and Operat~on 

Metal Works / Welding 

* Maintenance of Batteries 

Laboratory Chemistry 

SafetyProgram 

Transformer Repair 

Repair of HV/LV Switches 

LIST OF TRAINING I SEMINARS BY USAID 
1 Tariff Structure, Rate Maktng and Electricity Priclng Course 
2 A Project F~nance Primer 
3 General Corporate Management of an Electrtc Utility Company 
4 Integrated Resource Planning and DSM Training Course 
5 Economtc Evaluatton and Investment Declsion Methods 

6 Human Resource Development and Training Management 
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LIST OF TRAINING PROGRAMS DELIVERED BY EU TAClS 
1 Industrial Culture m the Commerc~al World 
2 Busrness and Admrnrstration (Executive level of Management) 

3 Human Resource Management 
4 Organrzatton - Practrce and Theory 

5 New Technology Under Market Economrc Condltron 

6 Personal Development 

7 Varrous Computer Courses 
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Labor tar~ffs and prov~d~ng qualification grades to workers, special~sts and other employees are ach~eved in 
accordance w ~ t h  Types of Work and Workers' Professionals, found in the "Qual~ficat~ons Reference Book for 
Pos~t~ons  of Managers, Speclallsts and Employees" 

A 17-grade tar~ff scale for industr~al and product~on staff payment 1s In operation at KNEHC's enterpr~ses, as 
shown in Attachment #I 

In order to prov~de the different~at~on of workers payment depend~ng on thew qual~ficat~on and the level of 
difficulty of work performed, tarrff grades 1 through 7 have been Implemented as spec~fied, includ~ng 

for workers occupled wlth equ~pment marntenance - seven tar~ff grades (1-7), 

for worker occupied wlth equ~pment repalrs - SIX tariff grades (1-6) 

For different groups and categories of managers, speclalists and employees there IS a common tar~ff  scale of 
17 grades ( I  -1 7), ~ncludtng 

employees - grades 1 through 3, 

specialist - grades 1 through 8, and 

d ~ v ~ s ~ o n  leaders In enterpr~ses - grades 4 through 17 

Workers payment are fixed as follows 

monthly rates of a tanff (rate of wages), 

common tar~ff rates for workers occup~ed both w ~ t h  equipment repairs and maintenance, 

monthly rates of a tar~ff (rate of wages) for dr~vers, 

rates of pay for time-workers and piece workers of "Kyrgyzenergogoccpetsremont" Construction Company 
and Ferro-Concrete Structures and Parts Product~on Plant 

Rates of pay are established with~n ranges The mlnlmum rate of pay IS establ~shed accord~ng to the level of 
the employees skill Increase In the rate of pay with~n the range should take Into consideration the employees 
ind~v~dual sk~lls, length of servlce, education, level of qual~ficat~on w ~ t h ~ n  the grade, and bus~ness-like 
qualltles 

The organization of payment for managers, spec~alists, and employees is achleved In accordance w ~ t h  
Resolution #l115 of September 17, 1986 

In the chart for offic~als salar~es there are 

Categor~es of qualifications, 

Salary ranges for each higher group of quai~ficat~on exceed salary ranges for a subordinate group, and 

The order for determ~nation of group for payment (company, d ~ s t r ~ c t  electr~c~ty drstrrbution center, 
workshop, and sector) 

Rates and cond~t~ons for payment of top officials are establ~shed by contract, concluded for a defin~te tlme 
per~od, with the President of KNEHC 

Salaries for the first deputy of manager, senlor accountant and for senlor englneer deputy are 10-30% less 
than manager salar~es 
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The follow~ng are addrtronal payments and bonuses 

A Addrtional Payments 

For a team leader (brigade), responsible w~th  maln actlv~t~es, with up to ten team members, w1l1 
receive 10% of the rate of pay, wlth more than ten team members, w ~ l l  recelve 15% of the rate of 
Pay 
For employees perform~ng work dur~ng the n~ght and overn~ght sh~fts, In the rate fixed by the Aprrl 
14, 1987 Decree of M~nenergo (Mln~stry of Energy) of the USSR, and by the Resolut~on #88/6-140 
of March 7,1989 of Goskomtrud (Labor State Comm~ttee) of the USSR and Trade Un~ons of the 
USSR, and Resolut~on #3 13114-9 of August 6, 1990 and Resolutlon #242110-9 of June 19, 1990 

For difficult and hazardous worklng condlt~ons, the follow~ng rates apply 
4% - 1 1 soms 
8% - 22 soms 
12% - 32 soms 

For comb~nat~on of professional and expansion of zones of serv~ce 

For car drtvers unfixed working hours - 25% (a l~s t  of cars in accordance wlth Trade Unrons should 
be approved by company management) 

B Bonuses 

For bus and car dr~vers of 1 class - 15%, 

For truck and car drlvers of 1 class - 25%, 

For truck and car dr~vers of 2 class - 10% of rate of pay 

11 PAYMENT FOR NON-INDUSTRIAL STAFF 

Manager's salary and rates of pay for employees of a non-~ndustrral group are estimated on the baas of 
current branch regulations for payment, decisions of company counc~l and taklng Into conslderatlon the 
mlnlmum level for payment specified by the Pres~dent=s Decree of the Kyrgyz Republic 

Rates of pay of non-industrial staff are not included in the common tarlff scale They are presented In the 
Regulations #21 - 29, according to spec~ficat~on of actrvltles 

Methodrcal approaches to the organ~zatlon of payment are retatned In a section and speclfied by the orders 
#64a of May 8,1990, #I40 of Aprll 11,1991, #158a of September 21,1990, #163, and also addit~on payment 
and bonuses speclfied by the March 23, 1990 Resolut~on #58 of Goskomtruda of the USSR 

KNEHC employee "work quota" setting IS based on a branch and d~fferent branches normatlve documents, 
time norms, number normatlve approved by Goskomtruda of the USSR 

If ~t is necessary, local norms could be developed and should be approved by a company's Chief Engtneer and 
agreed upon by the Trade Un~ons 

Head of Planning and Econom~c Department K M Ukulov 
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Rates of Tar~ff (Rates of Salary) of Workers Occup~ed 

w~th Equipment Repalrs and Maintenance, Mach~ne Works, and 

Works In Spec~al~zed Workshops n KNEHC (w~th normal cond~t~ons of work) 
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1 

2 

3 

4 

Types of Work - 

1 Equipment maintenance at thermal and hydro 
electr~c plants and electr~c and thermal networks 

Enterprises of state energy supewlslon 

Product~on laboratories of energy systems 

Equ~pment maintenance at enterprises and 
equ~pment repairs workshops (rolllng stock sh~ps 
and cars) controlllng and rneasurlng apparatus and 
automat~c devlces 

Repalrlng and construct~on energet~c foundry 
forge steam power plant compressor vent and 
hum~difylng and oxygen installations 

Purlficat~on works 

rn Machining and Cold Stamplng of metals and other 
mater~als 

Producing an repalring of equipment and machln~ng 
for plece and tlme workers 

Repalring and adjusting of the main technological 
electrical expermental and scient~tic equ~pment 
machlnes mechanisms shlps cars and other 
mob~les electron~c computers controlllng and 
measuring apparatus and automatic devlces for 
plece and tlme workers 

" 
Grades and Corresponding Rates of a Tanff , :Ji 

I 

153 
237 

153- 
237 

153 
237 

153 
237 

VI 

263 
407 

263- 
407 

263 
407 

263- 
407 

VII 

285- 
443 

na- 

v 

233- 
360 

233 
360 

233- 
360 

233- 
360 

I I 

170 
263 

170 
263 

170 
263 

170 
263 

111 

188- 
291 

188 
291 

188 
291 

188- 
291 

I 

IV 

210- 
326 

210 
326 

210- 
326 

210 
326 
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Salar~es for Spec~al~sts of 

All Types and Groups of KNEHC's Compan~es 

Prrce Waterhouse LLC DRAFT 

Grades of Payment in ; 
Common Tanff Scale 

7 

6 

6 

5 

6 

5 

6 

5 

5 

4 

3 

5 

4 

5 

4 

4 

5 

i , > 

Name of Position 7 % *  ,. 

Lead Engineers Designer, Technologist on Work Quota 
Setting and Organ~zat~on 

Engineers Designer, Technologistl Category 

II Category 

Ill Category 

Engineer on Work Quota Settlng and Organrzatlonl Category 

II Category 

Lead Engineers of other Spec~altles Accountant Accountant- 
Inspector 

Englneer Economist Accountant Accountant-Inspector, 
Legal Advlsor Psychologist Sociologist Translator 

l Category 

I1 Category 

Engineer without Category 

Technicians of all Speclalitiesi Category 

l Group 

I I  Group 

Ill Group 

Foreman of the Production Sector, Sector Inspector1 Group 

I1 Group 

Ill Group 

Chlef of Civil Defense Headquarters 

Salary 1 Month - , 
in Sorns 

285 - 443 

270 - 419 

255 - 396 

233 - 360 

270 - 419 

355 - 396 

258 - 401 

255 - 396 

233 - 360 

210 - 326 

198 - 308 

255 - 396 

230 - 356 

255 - 396 

230 - 356 

210 - 326 

243 - 377 
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Salarres for Management Staff and Operatlonal Senr~ces of KNEHC 
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Grades of Payment ln 
Common Tar~ff Scale 

13 

12 

12 

12 

12 

9 

9 

8 

7 

8 

7 

6 

5 

5 

4 

7 

6 

5 

Name of Posrt~on 

Flrst V~ce President 

Vlce President 

Executive Directors of Subs~dlarles 

Executive D~rector for Development and Ma~ntenance of 
Dlstr~butlon Nehvork 

Head of Techn~cal Center 

Head of Operation I Product~on Department 

Head of Central Dlspatch Service 

Head of Operational Servlces according to the types of 
actlvltles 

Head of Dept OEV Flnanaal Dept Commerc~al External 
Relatlon and Prlvatlzatlon 

Head of Capital Construction 

Environmental Protection Personnel Dept Project Deslgn 
Office 

Head of Sector Operatlonal Serv~ces and Capltal 
Constructions 

Head of Sector of Other Departments 

Head of Publlc Productlon Dept 

Office Manager 

Head & Senlor Englneer of Central Energy Lab 

Head of Operational Lab 

Senlor Master for Productlon Servlce or Operational Lab 

Salary I Monthin 
Soms 

525 - 814 

435 674 

435 - 674 

435 - 674 

480 - 744 

345 - 535 

330 - 512 

21 5 - 488 

285 - 442 

315 - 488 

278 - 430 

263 - 407 

245 - 379 

237 - 367 

210 326 

308 - 477 

269 - 416 

237 368 
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State Committee of the Soviet Socialist Republics 
on Labor & Social Issues 

Quallficat~ons Reference Book 

for Positions of Managers, Spec~al~sts and Employees 

Edltlon 1 

Managers & Specialists of all Branches of Industry & Economy 

Moscow, Economics 1987 

I Managers 

Directors (General Director), Head of Department, & Managers (of Product~on Unit or Company or 
Enterprise),Senior Accountant, Senror Dlspatcher, Senlor Engrneer, Senlor Deslgner, Senior Metallurgist, 
Senlor Meter Reader, Senlor Mechan~c, Senior Welder, Senior Technologist, Economist, Power Engmeer, 
Head of Typist, Head of Archlvrst, Head of Pass Bureau (Security Department), Head of Office Clerks, Head 
of Copying Department, Head of Scientific and Technical Llbrary, Head of Storage, Head of Photo Lab, 
Head of Econom~cs Un~t, Head of Central Storage, Deputy Director for Central Construction, Deputy 
Director of Qual~ty Control, Head of Technology Control Department, Deputy Director on Commercial 
Issues, Master Controller, Master for Operation Center, Head of Labor Organizat~on and Salary Payment 
Workshop, Head of Computer Center, Head of Instrument Department, Head of Research Lab, Head of Lab 
for Controlling Production, Head of Lab for Sc~entlfic Organ~zatlon of Labor and Production Management, 
Head of Lab for Technology and Economic Researches, Head of Standards, Head of Department 
Management of Production through Computer, Head of External Relations Department, Head of Personnel 
Department, Head of Procurement Department, Head of Department Mechanization and Authorization of 
Production Process, Head of Department for Sc~ent~fic and Techn~cal Informat~on, Head of Organ~zation of 
Labor and Salary Payment, Head of Department for Labor Protect~on and Safety Devlces, Head of 
Department for Patent and D~scovery, Head of Department of Personnel Training, Head of Sales Department, 
Head of Standard~zation Department, Head of Planning and Economics, Head of Product~on/Operation 
Department, Head of Product~on and Dispatch Workshop, Head of Repalr Workshops, Head of Shrfi, Head of 
Shift of Computer Center, Head of Technical Department, Head of Technolog~cal 

Workshops Financial Department, Head of Technological Workshops Economy Department, Head of Central 
Lab, Head of Exper~mental Workshop, Head of Legal Department 

2 Specralrst 

Accountant, Accounts Auditor, Dlspatcher, Englneer Deslgner, Engineer for Computers, Computer 
Management, Product~on of Tools and Instruments, Engineer for Qual~ty, Englneer for Metallurgy, 
Englneer for Mechan~zat~on and Atom~zat~on of Product~on Process, Englneer for Scientific and Technical 
Informat~on, Englneer for Rate Settmg, 
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Legal Consultant, Plant Eng~neer, Econom~st for F~nanc~al Work, Econom~st for Sales, Econom~st for 
Planning 

3 Employees 

Assistant for Procurement, Archlves Workers, Duty and Bureau of Passes, Cash~er, Offic~al clerk, Typlst, 
Expedrtor, Draftsman, Secretary, Copy-Boy 

4 List of  Posrtions for Managers and other Employees 
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Job Descrlptlon for the Dlrector (General D~rector, Manager, Head) 

of Production, Assocratlon of Company Enterpr~se 

HeIShe should manage according to the legrslation of the Soclal Enterprise HetShe organlzes the work of 
other structural subdrvislons of the company He/She drrects thelr activrtres for achievement of productron 
and rmprovrng of operatrons HeIShe helps to make the company meet world standards m order to fully 
satrsfy the demand of the national economy, and populatron in correspondrng types of goods HeIShe IS 

responsrble for lmprovrng the labor productron, efficrency of productlon and quality of goods on the basrs of 
broad rntroductron of new techniques and progressrve technology, scientrfic organization of labor, production 
and management, and rmprovement of the economical mechan~sm 

HeIShe insures rmplementatron by the Company of all tasks and plans given by the State or Country 
accordrng to the establrshed rndrcators of number and quallty, program for renovatron of products, plan for 
caprtal construction, all dutres before state budget, suppl~es, clients and banks HeIShe organrzes operational 
actrvrties of the company on the bas~s of applyrng methods of sclent~fically based plannmg, materral, finance 
and labor expenses 

HeIShe IS responsible for dissemrnatron of works, mobllrzation of reserves of product~on, reachlng hlgh 
technrcal and economlc indicators, ~mprovement of the technrcal level quality of a product, rational and 
economical use of all kind of resources HeIShe takes measures on provrdlng the Company wlth qualrfied 
staff, on the best use of thelr knowledge and experrence, creation of safety and favorable condrtions for therr 
work, and keeprng requrrements of legislat~on on environment protection 

Together wrth Socral Organrzatrons and labor collective, hetshe organlzes Soclalrstlc competrtrons, summing 
up of results, definrtron of w~nners and solvrng Issues awardrng HefShe realizes measures for Social 
development of the company HeIShe provrdes development, conclusions and rmplementation of collective 
agreement 

HeIShe conducts work on upbrlnglng of staff In the spirrt of the Organ~zat~on, good attitude toward work, and 
hefshe should keep state mterests, strengthentng of labor and productron drscrplrne 

HefShe promotes development of creatlve in~tlative In labor actrvtty of workers and employees HeIShe 
ensures correct appl~cations of prlnc~ple of socral falrness, and combination of economic and admlnlstratrve 
methods of management, undiv~ded authorrty and collectrve leadership In drscussron In solutron of questions, 
material and moral st~mulus for ~mprovement efficrency of productron, and also for strengthening 
responsibtlrty of each employee for tasks helshe was respons~ble to carry out for the work results of the 
whole collective HeIShe solves all questions withrn the lrmits of h ~ s  rights and helshe delegates 
rmplementatron of some product~on functrons to other officials and heads of drvrs~ons and also heads of sub- 
drvis~ons of the company 

HeIShe Insures the implementat~on of Socral~stic legislat~on of the company and actlvlties and uses legal 
means for management ~mprovement, strengthenrng of dlscipllne and accountmg-records HeIShe 
consrstently conducts into l ~ f e  decisions of party and Socral~st Government 
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HeIShe should know 

resolutions and decisions of the Party and the Government, 

key direction of economy and CCCP, correspondlng branch of economy, 

resolutions, instructions, orders and other materials of other lead~ng bodles concerning companles' 
act~vitles, 

profile spec~alizatlon and pecullarlties of the company structure, 

prospective technical, econom~cal and social development of the branch of the company, 

production capacity of the company, productron technology of the company, 

order of development and approval of plans of company's economic activities, 

methods of management of the company, 

order of conclusions and implementation of agreement, 

achievement of sclence and technologies In Soviet Union and abroad, In corresponding branch of 
production/economy , 
advance experience of other companles, 

forms and methods for organization of Socialistic competition, economics, production organization, labor 
and management organ~zation, 

the basis of legislation of Sovlet Union, and 

rules and norms of labor protection, safety devices, product~on safety and fire prevention 

HeIShe should possess a high Technical, Engineering or Economlc Education Length of Experience for 
managing position in correspondlng profile of the company should be less than five years 
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RESPONSIBILITIES ARE AS FOLLOWS 

1 Preparing the projects, laws, regulations, method~cal documents on electrlclty supply and prlclng 
questlons 

2 Substantlatlon and proposals on sanctrons for the breach of agreed condrtlons of electrrclty consumpt~on 
(fines, penalttes, allowances and rarse of tarrffs and others) 

3 Developrng of standard agreements for electr~crty supply to consumers 
4 Examrnatlon of the agreements for electriclty supply to domestlc consumers 

5 Pretension work on keeplng the agreed condltrons for electr~city supply to consumers 
6 Correspondence work on prlclng, observation of tarlffs for electrlcity, electrrclty realrzatlon, 

observation of normative energy loss for transport, reductron of commerc~al loss and accounts 
receivable wlth the subsldraries of KSEHC and users of the energy sector 

7 Estrmatron of the tarrffs for the average released electrrclty on the basis of analysls of the electriclty 
consumptron structure In the KSEHC and electrlclty utrlltles enterprrses on whole 

8 Setting up and systematic keeplng of the catalog for consumers on the whole In Republic, m reglons, In 
drfferent branches of the natlonal economy, banks and others 

9 Analysls and preparation of proposals on structure and volume of electrrcrty consumptron per month, 
per quarter, per year and prospects The estlmatron of goods for sale (volume of sales in cash) on the 
bass of analysis of the structure of the electrlcity consumptlon by each electrlcity utilrtres enterprise 

10 Estlmatlon and substation of the special tarrffs for 

electric heatlng, 

compensatron of reactrve capacity, 

peak capacity, 

two tarlffs (peak and off peak), 
reglonal tanffs, and 

tariffs according to the categorres of consumers (wholesale and others) takmg Into conslderatlon the 
expenses for supplyrng the electrrcrty to each category and compared expenses (he1 cost replaclng 
by electrlcity to each category and compared expenses (fbel cost replaclng by electnclty, 
differences in electrlcrty transportation to consumers located near or far from the source of energy, 
volume of purchased energy and a voltage class used for electr~clty supply and other criterla 
affected on the cost of the sold electrrclty to users) 

11 Accumulation and appllcatron the rnformatron for tarrff estlmatlon for different groups of users 
Improvrng the skills on the questlons of electrrclty supply, priclng and others Weekly, not fewer than 
four hours, skrlls should Improve on the basls of self-instruction In the field of officral responsib~l~t~es 

12 Once a month classes on the questrons of prrclng, pretensron work should be set up and conducted m the 
department, In the enterprises of the company, in the trainrng center In accordance wrth the schedule for 
tratnrng 

13 Developrng of technical questlons for programmrng the tasks on the questions of pricing, current and 
prospectlve electriclty consumptlon, records on tanffs, electrrcrty consumption and others 
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Job Descrlptlon for Meter-Reader 

Typical quallficat~on requlrements for a Meter-Reader I Electrlc~an of a transmission and distribution 
enterprise 

REQUIREMENT QUALIFICATIONS 

Specla1 electro-techn~cal educat~on and at least 3-year of servlce In the capacity of an electrician 

a A METER-READER SHOULD KNOW 

1 Types of meters, the way they work 

2 C~rcults of meters connection, one-phase and three-phase 

3 Requlrernents to meters 

4 Measuring transformers and their appllcat~on 

5 Tartffs 

6 Methodology of the connected capaclty est~mates w~th the help of meters 

7 Exlstlng ways of steallng electr~c~ty Methods of ~ t s  search and ~dentificat~on 

8 Calculat~on of the amount of electrlclty consumed by a customer who was ldentlfied as stealing 
electrlclty 

9 Clalm valld~ty 
10 Bllllng of a resldentlal consumer (a sample) 

1 1 C~rcu~tslcharts of electr~c~ty supply to res~dent~al consumers Organlzatlon of relatlonsh~p wlth 
customers 

12 Perlodlclty of meters checklng 

13 Typ~cal agreement wlth a customer on electr~city consurnpt~onlut~l~zat~on 

14 Procedure of a resldentlal consumer connection (hav~ng a one-phase or two-phase outlet) 

15 Mln~rnum cross-sectlons of wlres used In connectlons extended from the poles to the premises, and 
requirements to isolated wlres use 

16 Safety groundlng and zeroing 

17 Requlrements to protectlvelsafety groundlng whlle lnstall~ng electrlc bo~lers, etc 

18 Responsib~l~ty of a customer for meters safety 

19 Requlrements to locat~on and preclslon of commerc~al meters being used 
20 Connection point balance boundary 
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Job Descrlpt~on for Leadlng Eng~neer for Electrlc~ty Consumption 

RESPONSIBIL~TIES 
1 Develop the draft of laws, provulons, and methodolog~cal documents on the quest~on of energy supply 

and priclng issues 

2 Substantiations and suggestions on sectlons for breaklng of agreement/cond~t~ons for electrlclty 
consumptlon (fees, reduct~on and/or Increase in tarlff and fine) 

3 Develop typ~cal agreement of electr~city supply to consumers 

4 Examlne the agreement for electr~clty supply to consumers of the domestlc market 

5 Ensure that the agreed conditions for electriclty IS supplred to consumers 

6 Correspond on priclng issues, observatlon of tar~ff for electnc~ty, sale of electr~c~ty, observat~on of 
normal losses of energy for transmission and d~str~but~on, decrease m commerc~al losses and account 
receivables w~th  subs~d~arles of KNEHC and ~ t s  consumers 

7 Est~mation and calculat~on of the average level of tarlff for electriclty (sale) on the basls of the structure 
of energy electricity consumptlon In total for energy company and ~ t s  dlstr~butlon company 

8 Organize and malntaln catalog or reglstratlon book wtth presentat~on of ~nformat~on on sum of 
accounts, receivables and payments, for customers, account receivables, debtors, Republ~c reglons, 
branches of economy, and banks 

9 Anal~ze and develop proposals for structure (rate) and volume of electrlclty consumptlon, by month, 
quarter, year and prospect~ve development Estlmate volume of sales in cash on the bas~s of analys~s 
structure of electrlc~ty of each dlstrlbut~on enterprise 

10 Estimat~on of spec~al tar~ffs 

= for electrical heat~ng 

compensation reactwe capaclty 

peak capacity 

TOD tariff ( t~me and day) 

regional tarlff 

tar~ff accord~ng to categories of consumers (wholesale, reta~n and others) 
Taking Into cons~deratlon for provid~ng wtth electrlc~ty each category and comparable expenses (cost of 
organic fuel wh~ch is replaced by electr~c~ty d~fference In transportation of electric~ty to consumer, 
located for or near the source of energy, volume of energy, purchas~ng energy and class voltage on the 
basis of whlch electrlctty supplred which have influence on the cost of the sold electr~c~ty) 

11 Collecting lnformatlon and ~ t s  use m tar~ff est~mat~on accord~ng to different groups of consumers 
Increas~ng of qual~ficat~on on energy supply Issue through weekly, not less than four hours, self-traming 
classes on issues covered by job respons~btlit~es 

12 Not less than once a month, organlze and conduct, m the t ra~n~ng center in the department, In divls~on of 
energy company, classes on prlcmg, agreement policy, affected work accord~ng to the schedule of 
tra~ning 

13 Development of techn~cal task on prlclng Issues, current and prospective consumptions, reporting on 
tariffs, electr~city consumption and other Issues 
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