@ THE WORLD BANK
Europe & Central Asia - Governance

Asses;n(ent of Tax
Compliance Costs

FOR BUSINESSES IN THE KYRGYZ REPUBLIC IN 2012-2023



M EthOdOIOQy WORLD BANK GROUP

Continuity in survey design allows for comparison of main results across all five
rounds of the survey conducted from 2012 to 2023

Goal Number of respondents

Assessment of taxpayers' time and financial costs of Total 5th round
complying with mandatory requirements of the tax legislation Legal entities 4958 1219
Respondents Individual entrepreneurs 2,715 406
Active legal entities and individual entrepreneurs throughout Farms 407 -

Kyrgyzstan, submitted tax returns for the relevant tax periods
Qualitative analysis

Frequency Survey results were complemented by focus group and in-

Round 1: 2012 tax reporting period depth interviews with key participants of the tax administration:
*  Business accountants

Round 2: 2014 tax reporting period «  Accountants of tax accounting service companies

Employees of the State Tax Service

Independent Tax Experts

Round 4: 2021 tax reporting period +  Representatives of the local Chambers of Commerce, Business Unions
or similar organizations

Entrepreneurs who have switched from a patent-based operations to
the simplified tax regime

Round 3: 2016 tax reporting period

Round 5: 2023 tax reporting period
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Perception of the new Tax Code -
The new Tax Code was instrumental in bringing businesses out of the gray economy,
but increased the compliance burden, for which they were not prepared

Impact of the new Tax Code on business

| am familiar with the new version of the Tax Code ° o o _
o 15% 47%

The changes introduced in the new TC are 42% 28% .
understandable for entrepreneurs

Adoption of the new TC‘WI” help‘to reduce the costs 399 30% '
of tax accounting for private business

Private business in Kyrgyzstan is ready for the 41% 21% l

changes introduced in the new Tax Code

New tax rules are fair to different types of businesses 37% 39% -
Adoption of the new TC will contribute to the

S 15% 37% 40%
development of entrepreneurship in the country ° ° -
Adoption of the new TC will contribute to the 26% 47% -

reduction of the informal economy in Kyrgyzstan

Rather disagree B Strongly disagree Rather agree B Strongly agree
THE GRAPH SHOWS THE PERCENTAGE OF RESPONDENTS CHOOSING EACH SCALE OPTION

ASSESSMENT OF TAX COMPLIANCE COSTS FOR BUSINESSES IN THE KYRGYZ REPUBLIC IN 2012-2023. LEGAL ENTITIES APRIL 2025 3



WORLD BANKGROUP

Perception of the tax system '/~

The main problems of tax system are institutional: frequent legislative changes
and the resulting difficulty in adapting to them

Share of legal entities that consider it a problem for their business with...

Number of tax inspections ~—2021

80% e =0=-2023
Frequency of changes in tax legislationg el ax accounting procedure

Availability of qualified answers from tax officials ¢ e Frequency of filing tax forms

Contradiction between different regulations @ e Completion of tax forms

Difficulty in understanding tax legislation® ®Number of taxes

Number of regulations in the field of taxatior® ®Availability of timely tax information
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Perception of the tax system “/°

Despite the increased administrative burden, there is a growing share of those
who believe that there are many benefits to paying taxes

Share of legal entities agreeing with the statements

Tax authorities provide high quality services to
businesses ——2021
All companies have to pay tax, regardless of their profits 80% ¢ o .
eControl by tax authorities is excessive

and turnover

60% =0-2023

Professional accountants too expensivee eThere are many benefits to paying taxes

Tax accounting is costly in terms of time and money® ®Once a company is registered, it is subject to tax audits

Tax rates are too high® ®Tax authorities are unfair

Information on tax legislation is easily available %ax procedures are too complicated
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Impact on informal economy "/~

In 2023, taxpayers observed a decrease in the use of various gray tax reduction

schemes

% of income declared for
tax purposes

78% 79% 85%
70%

56%

2012 2014 2016 2021 2023

% of overstatement of costs
to reduce the tax base

21% 199 21% 21%
10%

2012 2014 2016 2021 2023
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% of real salaries paid officially

12%

2012 2014 2016 2021 2023
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Impact on informal economy “/~

lIn 2023, taxpayers saw fewer opportunities to use various gray tax reduction
schemes

Imperfect Incompetence Weak control Ability to negotiate Weak
legislation of tax authorities by tax authorities with tax authorities responsibility
60%
S3% 52%
50%

48% 48%

41%
| 34% 35%

25%

22%
19%

17%

15%
10%

2012 2014 2016 2021 2023 2012 2014 2016 2021 2023 2012 2014 2016 2021 2023 2012 2014 2016 2021 2023 2012 2014 2016 2021 2023
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Time cost of tax accounting '/*

The introduction of the new tax code has dramatically increased the burden
on businesses in terms of time spent on tax accounting

Average time on tax accounting

+32,1
76.3

- Estimated
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Time cost of tax accounting “/°

The workload has increased for all tax regimes, with time costs more than
doubling for those working under the simplified regime

General tax regime Simplified tax regime
e (single tax)

122.0

+22,2

Estimated
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Time cost of tax accounting 3/ G romosancror

The administration of the electronic shipping documents (e-SD) has become
the new and most time-consuming component of tax accounting work in 2023

Distribution of time spent on tax accounting in the office by type of work in 2023

18.1
15.8
13.9
7.1
4.3

3.0

H = 2
B e

e-SD administration e-invoice Other tax accounting Tax calculation Filling in tax forms Online reporting Fill in a single tax Online tax payment
administration return

TIME COSTS ARE IN WORKING DAYS PER YEAR

ASSESSMENT OF TAX COMPLIANCE COSTS FOR BUSINESSES IN THE KYRGYZ REPUBLIC IN 2012-2023. LEGAL ENTITIES APRIL 2025 10



Complexity of the stages

WORLD BANKGROUP

Governance

Three-quarters of taxpayers surveyed found the e-SD difficult to

administer

Estimated complexity of types of tax accounting work in 2023

E-invoice administration Z%I 16%
Administration of e-SD 51%
Other tax accounting 1%I 11%
Tax calculation 1%I 13%
Filling in tax forms 1%| 12%
Tax reporting 1%| 13%
Completion and filing of single tax return Z%I 19%
Tax payment procedure 0%|6%
Difficult W Very difficult

68% 4%
23% 3%
74% 14%

67% 9%

68% 1%
66% 0%
63% C15%

68% 6%

Not difficult | Not difficult at all

THE GRAPH SHOWS THE PERCENTAGE OF RESPONDENTS CHOOSING EACH SCALE OPTION (OF THOSE WHO PASSED THE STAGE)
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E-invoice and e-SD administration /2

Administration of e-invoices and e-SD significantly increases the burden on
business in terms of time spent on tax accountin

Time on tax accounting Time on tax accounting
with/without e-invoice with/without e-SD
116.7
average
76.3

B

with e-invoices without e-invoices with e-SD without e-SD

TIME COSTS ARE IN WORKING DAYS PER YEAR
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E-invoice and e-SD administration </
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Despite the time cost, businesses are considerably more dissatisfied with the
administration of e-SD than with the e-invoices

Satisfaction with the impact of the e-invoice on tax
administration activities

Gl
2%

1%

m Completely dissatisfied Rather dissatisfied

Rather satisfied m Completely satisfied
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Satisfaction with the impact of the e-SD on tax
administration activities

21% ‘
1%

30%

m Completely dissatisfied Rather dissatisfied

Rather satisfied m Completely satisfied
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Filing tax returns

With almost full coverage of e-services for filing reports, most have
encountered technical problems

Share of companies Challenges for online reporting in 2023

filing tax returns online
information system

o,
99% Website does not save the completed - 21%

form
Missing notifications of report - o
acceptance by STS 17%

The report is not received by STS . 9%
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. . ) 7%
STS are in an inconvenient format

Lack of forms for some types of taxes . 7%

No problems - 10%

THE GRAPH SHOWS THE PERCENTAGE OF RESPONDENTS CHOOSING AN ANSWER OPTION. IT WAS POSSIBLE TO SELECT MORE THAN ONE OPTION

2023
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Tax inspections e

While the tax compliance burden on business is increasing, the coverage of tax
inspections is also increasing

Share of companies inspected Results of the last tax inspection in 2023
by the tax authorities

Fines, penalties 47%

43%

Tax increase 26%

Significant waste of time 21%
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THE GRAPH SHOWS THE PERCENTAGE OF RESPONDENTS CHOOSING AN ANSWER OPTION (OF THOSE WHO WERE INSPECTED). IT WAS POSSIBLE TO SELECT MORE THAN ONE OPTION
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Outsourcing

The growing demand for professional tax accounting outsourcing services
persisted in 2023

Share of companies that outsource all or part of their tax
accounting

8%
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Financial costs '/~

The increase in time costs has led to a rapid increase in the financial burden on
businesses in terms of tax accounting

|
" Thsd KGS -e-USD

180 2,000

160 1,800

140 1,600

120 1,400
1,200

100 896 1,000

80 — P 200

o0 600

. 400

20 % 200

0 f 0

2012 2014 2016 2021 2023
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Financial costs 2/2 @ peomoronour

Relative costs of tax accounting are regressive — the smaller the business, the
greater the burden

|
W Thsd KGS -8-% of turnover
500 458.7 5%
450
400 3.7% 4%
350
300 3%
250
200 2%
150
100 741 1%
: _
0 0%
On average Small (less than 8 min KGS) Medium (8-50 min KGS) Large (over 50 min KGS)
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Key takeaways Lt

Introduction of e-services is a positive trend, and initial These issues are compounded by persistent
increase in cost of compliance could be partially attributed institutional problems identified by taxpayers,
to learning curve for businesses as well as STS. including frequent changes in tax legislation,

conflicting regulations, and difficulties obtaining
clear and binding advice from tax authorities

Moreover, e-services are making it harder for taxpayers to
engage in gray economy practices, bringing more business

activities and revenues into the open. Despite the increased administrative burden, the

proportion of businesses that see advantages in
paying taxes has grown from 30 percent in 2021 to
46 percent in 2023.

However, changes are frequent, and numerous

modernization efforts in recent years were not well Decrease in the use of tax reduction manipulations,
prepared, both in terms of IT infrastructure to facilitate may be seen as early results of improved

compliance and outreach campaign to explain changes to compliance transparency, increase in tax literacy of
taxpayers. taxpayers and better understanding of the benefits

associated with paying taxes.
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Thank you for your attention!
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