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PREFACE

We are pleased to present our 2009 Market
Research Rerort on Kyrgyzstan Electricity Sec-
tor. This in-depth analysis of Kyrgyzstan elec-
tricity sector has been jointly prepared by
the analytical team consisting of MGN Capi-
tal’s and Kalikova & Associates’s professionals.

The report has been carefully compiled and is
a reliable source of most up to date informa-
tion on the electricity sector of Kyrgyzstan. We
hope it will come to be extensively used by in-
vestors, industry, government and academia.

The primary audience for this report are in-
vestors, whom it will assist in analyzing
leading-edge opportunities critical to suc-

Robert Genkin
Managing Director
MGN CAPITAL
Bishkek, Kyrgyzstan
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ceed in the electricity sector of Kyrgyzstan.
The analysis in this report is supplemented
with statistical facts from domestic and inter-
national sources to help investors navigate
the volatile electricity market of Kyrgyzstan.

This publication provides an analysis and
forecast of electricity demand and sup-
ply, as well as an update on the Iat-
est legislative changes in this market.

Gulnara Kalikova
Managing Partner
KALIKOVA & ASSOCIATES
Bishkek, Kyrgyzstan
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MGN GRoOuUP

MGN Group provides a full range of professional in-
vestment banking and asset management services
to domestic and international clients. MGN Group
has two main divisions: MGN Capital, the investment
banking, research and corporate finance arm and
MGN Asset Management, the asset management and
wealth management arm. MGN Capital offers a full
range of investment banking services including M&A
advisory, corporate finance, project finance, privati-
zation of government assets and pre-IPO advisory
services. MGN Asset Management offers portfolio
management, asset allocation, financial planning, pri-
vate wealth management and proprietary investment
advice for public and non-public debt and equity se-
curities.

MGN Capital’s research team provides support to the
Corporate Finance, Broker/Dealer and Asset Man-
agement divisions. The chief task of the research de-
partment is to provide analysis of publicly available
information from the global debt and equity markets
to support internal investment and management de-
cisions, as well as the publication of equity research
on pubic companies. Additionally, the team routinely
provides clients with insightful and cutting-edge re-
search about investment opportunities in the Central
Asian Region.
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KALIKOVA & ASSOCIATES

Kalikova & Associates (K&A) is one of the leading law
firms that provides legal services in various spheres of
law and industries of Kyrgyzstan. The lawyers of K&A
have abundant and all-round expertise in consulting
local and foreign investors in the matters related to
various aspects of doing business in Kyrgyzstan. K&A
specializes in contract and corporate regulations, li-
censing, mergers and acquisitions, conducting legal
due diligence of companies, labor relations, tax mat-
ters, intellectual property, legal proceedings and oth-
er issues of law. Clients of K&A conduct business in
the spheres of telecommunications, exploration and
mining of mineral resources, electric energy, banking
activity, hotel business, tobacco industry, construc-
tion and other various spheres of the economy. One
of the most important components of K&A'’s activity
is the constant monitoring over the Kyrgyz legislation.
K&A annually issues a publication “Business in the
Kyrgyz Republic: Legal Aspects”, which became a navi-
gation tool in legal regulation of Kyrgyzstan for many
companies.

The knowledge of local legislation, understanding the
business requirements and local culture coupled with
Western education and possession of modern tech-
nology provide a unique platform for synergy of K&A
professional team.
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EXECUTIVE SUMMARY

The Electricity Sector Market Research Report is intended to provide a com-
prehensive and strategic review of the institutional arrangements and market
structure for the electricity sector in Kyrgyzstan. This research report specifically
includes extensive description of the industry regulators as well as an analysis
of the key relevant laws.

With the privatization of the electricity sector’s distribution company planned
for 2009, it is crucial for investors to understand the structure of the industry,
the relevant government bodies and the laws regulating it. Based on this pres-
ent research report is structured as the following:

1. The first part aims to enhance potential investors’ understanding of compa-
nies involved in delivering electricity to consumers (genera tion, trans-
mission and distribution) and gives a comprehensive description of each of
these sectors of the market;

2. The second part discusses current issues and challenges in the Kyrgyzstan
electricity sector;

3. The third part provides an overview of potential investment opportunities.

Kyrgyzstan possesses considerable energy resources. Electricity Share of Electricity

is the most significant energy sub-sector, making up 5% of the Companies in the 2008 GDP

GDP in 2008". It also plays an important role in the economic de-

velopment of the country, by providing energy to industry and

households and by securing foreign currency from electricity ex- W Electricity
ports. The basis of Kyrgyzstan’s energy industry is hydropower, Sector
which accounts for 90%? of the country’s electricity production,

due to the favorable combination of mountains and vast wa-

ter reserves. Among the Commonwealth of Independent States

(the “CIS”), Kyrgyzstan has the potential to become the third

largest hydropower producer, after Russia and Tajikistan. The

hydropower potential at the Naryn River alone exceeds those 95%
of much larger Russian rivers like Volga and Angara. Currently,

less then 10% of the country’s potential is used (see Diagram 1).

Other
Sectors

Kyrgyzstan’s power sector was constructed and managed as part of the Soviet
Central Asian unified power grid. After the collapse of the Soviet Union, Kyr-
gyzenergo, a vertically integrated state-owned enterprise, was put in charge of
electric power generation, transmission and distribution. In 2001-2002 under
heavy pressure from the World Bank and other development partners, Kyrgyz-
stan separated the power generation, transmission and distribution

1 Energy Sector Overview, Ministry of Industry, Fuel and Energy Resources of the Kyrgyz Republic.
2 The development of fuel-energy complex, Industry Development Program in Kyrgyzstan for the medium
term (for 2002-2004) and up to 2010.
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Diagram 2
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processes by restructuring Kyrgyzenergo into six independent organizations
(see Diagram 2)%.

All six of Kyrgyzenergo’s successor companies freely float 6-7 % of their com-
mon stock on the Kyrgyz Stock Exchange as well as the Central Asian Stock
Exchange?. These stocks were originally distributed to minority shareholders,
mostly to employees of Kyrgyzenergo, in late 1990s. The rest is shared be-
tween the State Property Fund (80.5%) and the State Pension Fund (13%)>.

Kyrgyzstan Hydro Resources

Market Characteristics 200 -

Analysis of Kyrgyzstan’s electricity market indicates that the marketis 2%

less than fully competitive. The government, represented by the State =
Property Fund, controls 99% of the generation capacity and is the sole = g0 -
owner of the transmission and distribution networks. Other problems a0
hindering competition include limited transparency, lack of incentives o
for new entrants, high prices and lack of a clear overall policy frame-

work.

120

The electricity sector is complex and involves significant technical, regulatory,
market and structural features that differentiate it from other sectors. First
of all, electricity is a unique commodity for a number of reasons. It must be
continiously generated, transported and delivered. It is also an industry char-
acterized by long investment horizons, with generating stations having lives of
at least fifty years and electricity and transmission and distribution networks
having lifespans of at least forty years. Hence, it is an industry, which requires
a long term perspective as well as assurance for investors of legal and political

1 Electricity Sectors in CAREC Countries, ADB, 2005.

2 Website for Kyrgyz Stock Exchange, www.kse.kg, website for the Central Asian Stock Exchange, www.
case.kg.

3 State Property Fund of the Kyrgyz Republic, < http://spf.gov.kg/index.php?option=com_content&task

=view&id=93&itemid=84>.
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Diagram 1

Source: Country Development
Strategy 2009-2012



