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Report Number : ICRR0021241

1. Project Data

Operation ID Operation Name 
P152440 Energy Sector DPO

Country Practice Area(Lead) 
Kyrgyz Republic Energy & Extractives

L/C/TF Number(s) Closing Date (Original) Total Financing (USD)
IDA-55830,IDA-D0280 31-Jan-2016 24,000,000.00

Bank Approval Date Closing Date (Actual)
29-Jan-2015 31-Jan-2016

IBRD/IDA (USD) Co-financing (USD)

Original Commitment 24,000,000.00 0.00

Revised Commitment 24,000,000.00 0.00

Actual 23,313,675.00 0.00

Prepared by Reviewed by ICR Review Coordinator Group
Dileep M. Wagle John R. Eriksson Christopher David Nelson IEGSD (Unit 4)

2. Project Objectives and Policy Areas

a. Objectives
The main objectives of the Energy Sector Development Policy Operation, as stated in the Program Document 
(p.4) and consistent with the objectives set out in the Government's Letter of Development Policy, were "to 
improve the financial viability of the energy sector, enhance its governance and accountability, while managing 
the impact of  shortages on poor regions". (The Financing Agreements do not mention Program Development 
Objectives).
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b. Were the program objectives/key associated outcome targets revised during implementation 
of the series?
---

c. Pillars/Policy Areas
The operation was intended to support the government through the following pillars/policy areas (as 
formulated in the Program Document, p.6):
Pillar 1: Improving financial viability:  Reforms under this pillar were built on prior actions to adopt the 
Medium-Term Tariff Policy (MTTP) for Power & Heating for 2014-17; as well as to approve changes in end-
use tariffs for electricity and district heating/hot water, in December 15, 2014 and April 1, 2015, and introduce 
a tariff-setting methodology for power companies, which would be applied to the power plants supplying the 
national electricity grid. The earlier absence of such a clearly-defined methodology had made it difficult 
(given the exceptionally low end-user tariffs) to allocate revenues between power companies without the 
need for frequent negotiations between Government and the sector companies, making it difficult for the 
latter to realistically budget operating and maintenance expenses, or to plan on capital expenditures.
Pillar 2: Enhancing sector governance:  Reforms under this head were supported by prior actions to 
establish a regulatory framework to clarify the functions of the State Regulatory Agency of the Fuel and 
Energy Complex, together with a performance reporting and monitoring framework for the power sector, 
involving the publication of quarterly service quality indicators, which would be used as the basis for setting a 
baseline against which power companies would be held accountable. The reforms also included 
establishment of a working group to conduct public outreach campaigns and institutionalize the process of 
public hearings for important decisions.
Pillar 3: Managing Impact of power shortages on poorer regions:  Given that energy shortages appeared 
inevitable in the short run, the Government would - as a prior action - establish monitoring and 
communication arrangements in regional power supply management plans, consistent with the Fall-Winter 
Preparedness Plan, 2014-15.  The Plan, which included power system management plans for each region, 
would in this way facilitate the task of ensuring that power rationing was equitable act=ross regions. 
 
 
 

d. Comments on Program Cost, Financing, and Dates
Financing: Financing for this project took the form of an IDA credit of SDR 9.1 million (US$13.2 million 
equivalent), and a IDA grant of SDR 7.4 million (US$10.8 million equivalent). The project took the form of a 
stand-alone, single-tranche operation, and the entire financing amount was 97 percent disbursed.
Dates: The project was approved on January 29, 2015 and declared effective on October 12, 2015. It was 
closed on January 31, 2016, on schedule.

3. Relevance of Objectives & Design
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a. Relevance of Objectives

The project's objectives were substantially relevant to the Government's objectives for the power sector, as laid 
out in its Power Sector Development Strategy 2012-17, the detailed Action Plan for reforming the Energy 
Sector 2013-14, and the sector laws amended in July 2014. They were also substantially relevant to the 
objectives outlined in the World Bank's Country Partnership Strategy for 2013-17, the third pillar of which 
placed emphasis on ensuring energy security through efficiency, governance and transparency, especially 
(p.27) through reducing system losses, modernizing the financial and operational management of state-owned 
enterprises responsible for generation, transmission and distribution of electricity. The objectives of energy 
sector financial viability and governance continue to be integral to the Bank Group's priorities, as outlined in the 
Country Partnership Strategy Framework for 2018-23.

Rating
High

b. Relevance of Design

The design of the program was consistent with its developmental objectives. As confirmed by a diagnostic 
analysis of the energy sector prepared by the World Bank Group's Public Private Infrastructure Facility 
(PPIAF), the financial viability of the sector suffered from a severe revenue shortfall on account of tariffs that 
were below cost-recovery (even of recurrent costs and debt-service), as well as on account of technical and 
non-technical losses. The Kyrgyz Republic had the lowest electricity tariffs in the Europe and Central Asia 
Region (and among the lowest worldwide), and in 2016, tariff losses were estimated as high as 1 percent of 
GDP. As a consequence, 45 percent of the country's electric generating capacity had been allowed to 
deteriorate beyond its useful life and was in dire need of replacement. The report pointed to the need for 
appropriate tariff-setting procedures, combined with stronger governance and regulation, in addition to 
planning to address the growing winter demand gap. Against this background, the policy areas chosen under 
the project were appropriate. The reforms being supported, if properly implemented, could be expected to 
lead to at least a partial reduction in the revenue shortfall, together with improved governance and 
accountability, and an ability to plan for seasonal shortfalls in power availability. The results indicators adopted 
were consistent with the project's objectives, and relatively straightforward to measure.
That said, the proposed reforms (and corresponding prior actions) addressed only a part of the problem facing 
the sector. As pointed out by the PPIAF analysis, the consumer threshold of 700kWh per month for subsidized 
electricity was too high to be sustainable; cutting it by half (to 300kWh) would result in a nearly 20 percent 
reduction in the cost-recovery gap. Achieving full-cost recovery would require increases in the residential tariff 
at all levels of consumption. Secondly, it should be noted that while the policy actions involving tariff setting 
were based on adoption of the Medium Term Tariff Policy (MTTP), which had envisaged tariff specific 
increases for different consumer groups, the internal design of the MTTP was not part of the indicators for the 
operation, so there was nothing to prevent the relative increases for individual groups to be subsequently 
altered - as indeed happened.  Thirdly, from the perspective of financial viability, and notwithstanding the 
gains made through the Electricity Supply Accountability and Reliability Improvement project (ESARIP) 
with its' focus on the improvement of operational performance and targeted investment in the distribution 
network of Severelectro to install modern substations and smart meter, the focus was exclusively on the 
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revenue side, through cost-recovery tariffs, with no emphasis whatsoever on the cost side, in terms of 
providing incentives to the power companies to achieve improvements in administrative and operational 
efficiency. In this way, the important issue of reducing technical and non-technical losses - which were as high 
as 7 percent for transmission and 12-13 percent for generation, and exacerbated by lack of metering - was not 
addressed in any way.
At appraisal, the macroeconomic policy framework had been considered to be adequate for the proposed 
operation. Macroeconomic performance during 2014-17, covering the period of implementation of the 
operation, was however mixed (see International Monetary Fund: Fourth and Fifth Reviews under the Three-
Year Arrangement under the Extended Credit Facility). On the positive side, reserve money was expanding 
rapidly, with relatively subdued pressure on inflation and exchange rate. Total external debt declined from 57 
percent of GDP in 2016 to 54 percent in July 2017, as a result of the appreciation of the currency, rephrasing 
of public investment projects and writing off of Russian debt ($240 million). The current account deficit 
narrowed on the backs of surging exports of gold and remittances, mostly on account of better access of the 
Kyrgyz labor force to the Russian market following accession to the Eurasian Economic Union (EEU).  On the 
other hand, actual program performance under the ECF was mixed, with six structural benchmarks being 
missed, of which five were likely to be postponed or modified at the time of the fourth review. These included 
the liquidation of banks under the Debt Enterprise Bank Enterprise Agency, signing of the terms of reference 
for the Financial Management Information System, and identification of quantitative measures to reduce the 
wage bill. In addition, considerable risks remained in the medium term, mostly tilted to the downside. A 
slowdown in China or economic setbacks in Russia could very easily dampen external demand and depress 
remittances. The tension with Kazakhstan could have adverse effects on the Kyrgyz economy and undermine 
EEU integration efforts. Any backsliding on reforms could also undermine fiscal sustainability and economic 
stability.
 

Rating
Modest

4. Achievement of Objectives (Efficacy)

PHEFFICACYTBL

Objective 1
Objective
“To improve the financial viability of the energy sector"

Rationale
Some progress was made towards improving the financial viability of the energy sector. The Government 
approved the Medium Term Tariff Policy for the power and heating sectors for 2014-17, committing to annual 
increases in tariffs for different consumer groups, so as to allow for recovery of recurrent expenses by power 
and heating companies, as well as the debt service by mid-2017. With the objective of introducing some 
incentives to reduce consumption, the MTTP also imposed a 700kWh monthly threshold for residential 
electricity consumers, beyond which they would be charged the full short-term cost recovery tariff. Tariff 
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increases for heating were introduced by the Government for 2014 and 2015; however, no increases were 
imposed on electricity consumers falling under the 700kWh threshold, even in a scenario where those above 
the threshold did see significant tariff increases. The Regulatory Agency implemented a mechanism to 
allocate revenues to power companies and took steps by December 2014 to develop a methodology for 
setting tariffs.
The results indicators had focused somewhat narrowly on cash collection outcomes resulting from the tariff 
hikes, and these were over-achieved by 45 percent in the case of power generation, and by 16 percent for 
district heating. That said, the tariff reform actually implemented by the Government in 2014-16 did not follow 
the principles originally outlined MTTP, in so far as the increases were levied almost entirely upon large and 
industrial consumers, with residential consumers being completely exempted from any increase. Though this 
allowed immediate cash collection targets to be achieved, residential consumers, who received a sizeable 
cross-subsidy, were left with no incentive whatsoever to economize on their consumption. For a sector in 
which residential users accounted for over 50 percent of total electricity consumption, while recovering less 
than 40 percent of costs (less than 25 percent of costs in the case of the heat and hot water sector; ICR, 
p.21), this could only have a negative impact on sector sustainability over the medium to long term.

Rating
Modest

PHREVDELTBL

PHEFFICACYTBL

Objective 2
Objective
“To enhance governance and accountability of the energy sector”

Rationale
The Government implemented reforms to clarify policy roles and regulatory responsibilities, and strengthen 
sector governance. Amendments in July 2014 to the existing laws on energy, electricity and on natural 
monopolies led to the establishment of the overall legal framework; and a resolution passed in July 2014 led 
to the State Regulatory Agency of the Fuel and Energy Complex being established as the single economic 
regulator in the energy sector, with responsibilities for licensing, tariff setting and performance monitoring. As 
part of the Prior Actions, the Agency developed performance reporting and monitoring framework, with 
service quality indicators, and also set up a working group to initiate public outreach campaign on reforms 
panned for 2014 and 2015.
The above actions complied with the formal targets established in the results indicators for the objective of 
enhancing energy sector governance and accountability. The publication of service quality indicators on a 
quarterly basis demonstrated a degree of commitment on the part of the agency to fulfilling its mandate. That 
said, challenges persisted in the timeliness of data availability and its completeness, apart from which no 
follow-up actions could in practice be taken by the agency, in cases of non-performance - its mandate being 
restricted to collection and disclosure of information, which somewhat restricted its usefulness. The agency's 
activities did contribute towards raising the public's awareness of reform measures, as evidenced by a 
survey of respondents.
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Rating
Substantial

PHREVDELTBL

PHEFFICACYTBL

Objective 3
Objective
“Managing the Impact of power shortages on poor regions”

Rationale
Following upon the release of the Fall-Winter Preparedness Plan and two subsequent decrees in 2014, the 
Ministry of Energy and Industry issued an order in November 2014 that defined how regional energy 
consumption would be monitored and how power rationing would be enforced. The objective of equitable 
load rationing was largely achieved. The reduction in regional consumption in 2014-15 in relation to the 
previous three years had a standard deviation that worked out to 3.52 percent, against a target standard 
deviation of 5 percent across regions.

Rating
Substantial

PHREVDELTBL

PHREVISEDTBL

5. Outcome

Though the project's relevance of objectives was high, relevance of design was found to be modest on account 
of shortcomings in design, which had the potential to undermine project outcomes. Project objectives in terms of 
governance and ability to manage power shortages, were substantially achieved in the context of the targets set 
in the results indicators.  However, the project's achievement of its first objective is rated modest on account of 
sustainability concerns.  The Government was able to maintain adequacy of the macro-economic framework 
during 2015-16, though performance was mixed and risks remained.  Overall outcome is assessed as 
moderately satisfactory.

a. Outcome Rating
Moderately Satisfactory

6. Rationale for Risk to Development Outcome Rating
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As emphasized by the ICR, the overall risk to development outcomes was high. The main risks to the 
sustainability of the operation were political/governance risks, macroeconomic risks, institutional capacity risks 
and stakeholder risks.
Political and governance risks arose from the possibility of changes in senior staff positions within government, 
a reshuffling of government, parliamentary elections and possible reorganization of the institutional framework 
of the energy sector.
Macroeconomic risks, as discussed earlier, increased in 2015-16 on account of lower growth in Russia and 
Kazakhstan, leading to reduced remittances and pressures on the exchange rate. These pressures could very 
easily increase over the medium term, especially if accompanied by any backsliding on reforms.
Institutional risks arose from budgetary and staffing pressures impacting the capacity of the entity in charge of 
economic regulation of the sector.
Stakeholder risks arose from the resistance to tariff increases experienced in the past, especially in the 
absence of consultation and communication, and lack of confidence that increases in revenue of the energy 
sector would benefit the broader population. This risk remained high notwithstanding increased outreach efforts.

a. Risk to Development Outcome Rating
High

7. Assessment of Bank Performance

a. Quality-at-Entry
The design of the energy sector reform program, supported by the Energy Sector DPO, was built on a broad 
analytical base and substantive dialogue with the Government. The Government itself had developed the 
Power Sector Development Strategy and the Energy Sector Reform Plan through extensive consultation with 
stakeholders and public. The Bank, on its part, prepared a Power Sector Policy Note in 2014, analyzing the 
principal challenges to the power sector in the country and identifying possible solutions for overcoming 
them. These helped shape a set of prior actions for the operation that were meaningful and had the 
Government's ownership. In addition, the earlier-referenced "State of the Kyrgyz Republic's Energy Sector" 
analysis was a complement to its technical assistance to the State Regulatory Agency of the Fuel and 
Energy Complex in designing a tariff methodology and performance-monitoring framework. One 
unanticipated risk to the operation did however materialize after Board approval - in the form of a request 
from government to modify the prior actions (on account of a deterioration in the economy during 2015), 
which led to a delay in effectiveness and a reduction in the initial step increase for household tariffs.
The Bank closely coordinated the design of the operation with the energy sector working group, with the 
Asian Development Bank (ADB), Japan International Cooperation Agency (JICA), German Development 
Bank (KfW), and the US Agency for International Development (USAID) as its other members. Coordination 
with the International Monetary Fund (IMF) also took place: the Fund having completed a three-year 
Extended Credit Facility in mid-2014, and having initiated discussion of a new program in October 2014.

Quality-at-Entry Rating
Moderately Satisfactory
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b. Quality of supervision
During implementation of the project the Bank maintained an active dialogue and engagement with sector 
stakeholders, from high-level government counterparts to the technical officials (ICR, p.20). According to the 
ICR, the Bank team provided extensive complementary technical assistance (TA) to the Energy Regulator 
and mobilized expertise to review and provide inputs across a range of technical reports and assessments. 
The team was also responsive to the requests of the Government to modify the prior actions, immediately 
after project approval, and to the changes proposed by the Government in the tariff schedule for household 
vis-a-vis industrial consumers - which, while allowing the project to achieve its short-term objectives, may 
however have compromised its longer-term sustainability objectives.
The Bank's convening and coordination role among development partners strengthened over the course of 
the operation, helping to provide consistent development partner input to the reform process.
The ICR does not provide any information on supervision missions undertaken.

Quality of Supervision Rating 
Moderately Satisfactory

Overall Bank Performance Rating
Moderately Satisfactory

8. Assessment of Borrower Performance

a. Government Performance
The Kyrgyz authorities embarked upon a serious reform process in 2014, to address the challenges facing 
the energy sector, and they built a degree of consensus among stakeholders. However, after economic 
conditions deteriorated in 2015, resulting in - among other things - a drop in remittances, and the 
Government resigned in April 2015, implementation of the MTTP was delayed and a series of amendments 
to the Plan were introduced whereby tariff increases to the residential sector were entirely suspended in the 
electricity, heating and hot water sectors after effectiveness of the DPO. Within the context of the project, 
the new Government asked for and introduced a change in the tariff path originally agreed to under the 
MTTP 2014-17, which resulted in an increase in the cross-subsidy from large/industrial consumers to 
households below the 700kWH threshold. But on account of the weak commitment of the authorities to the 
reform process, Government Performance is rated as Moderately Unsatisfactory.

Government Performance Rating
Moderately Unsatisfactory

b. Implementing Agency Performance
The Ministry of Energy and Industry and the State Regulatory Agency of the Fuel and Energy Complex were 
jointly responsible for monitoring and evaluation of the operation. After the Ministry was abolished in 
November 2015, following Parliamentary elections, the policy functions were initially subsumed by the 
Ministry of Economy, and transferred to the newly established State Committee for Industry, Energy and 
Subsoil use in July 2016. Once the end-user tariffs were reduced in January 2015, as a result of active 
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involvement of Parliament, and the tariff increase planned for April 1, 2015 was delayed until August 1, 2015 
(with no subsequent increases for the residential sector allowed thereafter), the need for monitoring of the 
tariff setting methodology was mostly eliminated.
On other fronts, the Energy Regulator undertook a number of public information activities from 2014 
onwards, through 2015, including TV interviews, roundtables and press conferences, to increase public 
awareness about energy sector issues and reforms. The effectiveness of this messaging was however 
diminished by the fact that tariff increases initially announced were walked back by high-level Government 
officials. The Ministry of Energy and Industry did however meet its commitment to ensure that power 
rationing was equitable across regions.

Implementing Agency Performance Rating 
Moderately Satisfactory

Overall Borrower Performance Rating 
Moderately Satisfactory

9. M&E Design, Implementation, & Utilization

a. M&E Design
The project's seven outcome indicators were a mix of quantitative and qualitative, and the link between 
indicators and prior actions was fairly straightforward. Baseline data were provided for the indicators relating 
to cash collection targets. Most of the indicators were easily measureable, being based on technical and 
economic indicators collected by the Regulatory Agency.  For indicator 6, the level of public awareness 
about the country's energy sector challenges was based on survey data, to be collected by an independent 
professional firm that would support the Regulatory Agency with the public communications campaign.

b. M&E Implementation
Reliability and timeliness of data remained an issue, on account of weak overall governance and 
inadequacy of information management systems.  The results indicators for the project were based on data 
that - for the most part - were easy to monitor and verify. These were supplemented by the above-
mentioned survey of public awareness of the Government's reform efforts.  Conducted during 2014-15, the 
survey covered some 800 respondents, who provided mostly qualitative responses on their awareness of 
the reforms being implemented: the percentage of respondents claiming to know "a little" or "a lot" about the 
reforms rising from a baseline of 49 percent in December 2014 to 62 percent in June 2015, when the survey 
was finalized.
 

c. M&E Utilization
The technical and economic indicators had been collected by the Energy Regulator in a systematic manner 
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since 2014. The Regulator produced official data on sector performance and financial viability of energy 
companies on the basis of this information. The data were regularly shared with the World Bank and 
provided the basis for sector/analytical work.

M&E Quality Rating
Substantial

10. Other Issues

a. Environmental and Social Effects
The operation did not trigger any safeguards policies. No significant impact on the environment, forests and 
natural resources was expected as a result of project implementation. To the extent that the project was 
(originally) expected to correct distortions in price signals via energy tariff reforms, which would encourage 
greater energy efficiency, the project would be expected to generate overall environmental benefits.

b. Fiduciary Compliance
Not applicable.

c. Unintended impacts (Positive or Negative)
The ICR reports that during preparation of the project the World Bank had estimated the potential poverty 
impact of the intended increase in end-user household tariffs, and had found it to have been regressive, but 
to relatively limited extent (an estimated 0.5 percent impact for a 20 percent increase in electricity prices and 
a 44 percent increase in district heating tariff, for the bottom 40 percent). In actual practice, this impact did 
not take place, as tariffs for most households did not rise.

d. Other
---

11. Ratings

Ratings ICR IEG Reason for 
Disagreements/Comment

Outcome Moderately 
Satisfactory Moderately Satisfactory ---
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Risk to Development 
Outcome High High ---

Bank Performance Moderately 
Satisfactory Moderately Satisfactory ---

Borrower Performance Moderately 
Satisfactory Moderately Satisfactory ---

Quality of ICR Substantial ---

Note
When insufficient information is provided by the Bank for IEG to arrive at a clear rating, IEG will downgrade the 
relevant ratings as warranted beginning July 1, 2006.
The "Reason for Disagreement/Comments" column could cross-reference other sections of the ICR Review, as 
appropriate.

12. Lessons

The main lessons, taken from the ICR are:
(a) Sustained engagement in a sector, over a period of time, is necessary in order to generate a momentum for 
reform and to maintain commitment to the reform process. In the case of the Kyrgyz Republic, the main impetus 
to reform the energy sector arose out of an anticipated supply crisis in the winter season 2014-15. The 
lessening of this urgency after the heating season, combined with a change in government, led to a 
backtracking of earlier-agreed reforms in politically sensitive residential sector, for fear of an anticipated public 
backlash. By shifting the burden on commercial and industrial consumers allowed the targets in the results 
indicators nominally to be met, the failure to address the issue of below-cost recovery tariffs for a household 
sector that accounted for more than half of total electricity consumption could only undermine the sustainability 
of the sector over the medium term.
(b) Communication about the facts of the sector and outreach to the general public can play a vital role in 
explaining and expanding the public's understanding of the need for reform.  The communication campaign 
launched by the Government under the project in regards to the energy sector led to some increase in public 
awareness about the reforms, though public interest in the topic waned somewhat after the critical winter 
season of 2014-15. However, had a strategy of pubic outreach been launched well prior to the project, it may 
have been useful in promoting a greater understanding of the precarious nature of the energy sector's finances 
and the need for tariff increases all round, to achieve cost recovery. 

 

13. Assessment Recommended?

No

14. Comments on Quality of ICR

The ICR is concise and generally clearly written. Its discussion of the project's relevance is however not 
sufficiently informative. Insufficient detail is provided on the alignment of the project's objectives with the 
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Country Assistance Strategy, or on the manner in which the design of the program contributed to an 
achievement of its objectives. The section on M&E design could also have been more informative, especially 
in assessing the design of the results framework, including appropriateness of indicators and data.
Subject to these caveats, the quality of the ICR is rated Substantial.

a. Quality of ICR Rating
Substantial


