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Introduction

e The size of the shadow economy in the Kyrgyz Republic,
according to various estimates, has reached significant
volumes, making it difficult to define the true extent of the
country's economy.

e According to various data, the size of the shadow economy
was: 41.7 percent (Yktybayev, 2010), 39.0 percent
(Khasanov, 2012), 19.9 percent (NSC, 2013).

 Licensed exchange bureaus under-report currency turnover

e There is no methodology for assessing the turnover of
exchange bureaus.

e Unknown real turnover of the exchangeable currency in the
exchange offices of the republic and the city of Bishkek.
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Introduction

o Exchange bureaus turnover amounted to 97 billion soms In
2014 in the Kyrgyz Republic. According to the National
Bank, the amount of taxes paid (compulsory patent) in the
budget was to be 36.6 million soms, whereas the State Tax
Service reports actual payments of 24.4 million soms.




g 1. Object, purpose, objectives and hypothesis

The object of the study Is the licensed exchange
bureaus In Bishkek, which submit reports to the
National Bank.

The subject of research is the accounting of exchange
operations of licensed exchange bureaus.

The purpose of the work is to study the activities of
licensed exchange bureaus in Bishkek for possible
non-disclosure of turnover.




4 2. Object, purpose, objectives and hypothesis
(continuation)

In accordance with the stated purpose the following goals have
been identified:

- the study of literature, which describes the informal financial
(including foreign exchange) operations and activities of exchange
bureaus;

- preparation of research instruments of the exchange bureaus
activities in Bishkek;

- analysis of interviews with experts and reported data of exchange
bureaus;

- development of proposals and recommendations on the activities
of exchange bureaus.

The results of this study should confirm the hypothesis that
licensed exchange bureaus conceal the real volume of sales of
\ foreign currency.
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. 4. Methodology

Cost-based method

The peculiarity of the cost method is that it only shows the
conditional break-even point. The latter is achieved by the sale
of a minimum amount of foreign currency at a certain amount
of margin, which would just cover an aggregate cost of
maintaining the exchange bureau. Conditional minimum value
of the sale of foreign currency to get non-negative profit is
defined as equality of costs and revenues:

C=R
e Some minimum amount is required for the monthly

maintenance of the ith exchange bureau. It consists of the
following costs:

e _ the cost of a patent;

e - rent for the premises of the exchange bureau;




g 4. Methodology (continuation) A
- payment for workers of the exchange bureau;
- payment of utility bills;
- other expenses

C,=>C,
k=1

The size of the exchange bureau revenue is determined as
the volume of mth foreign currency sold multiplied by the
margin per unit of currency sold :

R :Vi,sj,m X* 7T, .
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5. Data

o Sample N=243 (2013-2014), including:
Center 1 — 78 exchange bureaus (32,1 percent).
Center 2 — 18 exchange bureaus (7,4 percent).
Periphery 1 — 36 exchange bureaus (14,8 percent).
Periphery 2 — 111 exchange bureaus (45,7 percent).

e Regionalization of exchange bureaus by value of patents
(SOT, 2009). Period: 2013-2014 years.

» Working period: March-May 2015.




e

5. Data
Zoning chart of the exchange bureaus in Bishkek

J. Turusbekov Str,

Sh.Rustaveli Str.

"Dordoi" bazaar

M.Kurenkeyev Str.

™

Legend

- Center 1: L Tolstoy Street-Erkindik bivd -M Frunze Street-
S Ihraimov Street

- Center 2: K Skryabin Street-Ala-Archa river-K Minin
Street-N Isanov Street-Jibek-Jolu averme-A Suyumbaev
Street-railroad-T.J.-Pudovkin Street

I:l Periphery 1: LAhunbaev Street-Sh Rustaveli Street-
1 Turusbekow Street-M Kurenkeev Street-Alamedin
market-"Dordoi™ bazaar

[:] Periphery 2: Other areas of the city, including
“Manas” airport
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6. Results (continuation) A
Expenditure items of exchange bureau by regions

1 Patent
Center 1: L.Tolstoy Street-Erkindik blvd.-M.Frunze Street- 15 000
S.lbraimov Street
Center 2: K.Skryabin Street-Ala-Archa river-K.Minin Street- 12 000

N.lsanov Street-Jibek-Jolu avenue-A.Suyumbaev Street-railroad-T.J.-
Pudovkin Street

Periphery 1: l.Ahunbaev Street-Sh.Rustaveli Street-J. Turusbekov 10 000
Street-M.Kurenkeev Street-Alamedin market-“Dordoi” bazaar
Periphery 2: Other areas of the city, including “Manas” airport 6 000

2 Rent of premises for the exchange bureau

«Dordoi» 12 000-24 000
«Mossovety» from 90 000
Other parts of the city 12 000-30 000
3 Salary for one worker 20 000

4 Utility bills and other expenses 5000 J



# -
Cost Item

Center 1 Center 2 Periphery 1 Periphery 2
1 Patent 15 000 12 000 10 000 6 000
2 .
Rent of premises for 90 000 12 000 12 000 12 000
the exchange bureau
3
Workers salary 40 000 40 000 40 000 40 000
Utility bills and other 5 000 5000 5 000 3000
expenses
5 Total 150 000 69 000 67 000 61 000

6. Results (continuation)
Expenditure items of exchange bureau by regions

Name of the area
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~ 6. Results (continuation)
Maximum sales of currency in 2013-2014
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6. Results (continuation)
Maximum sales of currency in 2013-2014

e |t was assumed that the sale of foreign currency increased
due to the activities of exchange bureaus and increased
number of inspections.

e However, the increase in sales of foreign currency in 2014
was achieved mainly by 18 exchange bureaus only (out of
243).
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6. Results (continuation)
Conditionally loss-making exchange bureau
# | District Number of On average, they were

exchange conditionally loss-
bureaus making

2013

2014

1 Centerl /8 12 32
2 Center 2 18 5 9
3 Periphery 1 36 7 12
4 Periphery 2 111 18 43
5 Total 243




g 6. Results (continuation)

Suspicious exchange bureaus

# | District Number of | Number of suspicious
exchange exchange bureaus

bureau

1 Centerl 78 14 43
2 Center 2 18 9 11
3 Periphery 1 36 8 19
4 Periphery 2 111 23 70
5 Total 243 54 143
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6. Results (continuation)
Interview results

* A number of banks, when establishing exchange rates, are

guided by the exchange rates of the Mossovet bureau;

Exchange rate: actions of exchange bureaus are coordinated,;
Exchange rate fluctuations depend on the speculation of
commercial banks;

Exchange bureaus act as authorized representatives of
commercial banks for the purchase and sale of currency;
Exchange rate operations in Bishkek are controlled by well-
established regional groups;

Many economic agents prefer the anonymity of operations that’s
why they choose exchange bureaus.




7. Conclusions

e The results confirmed the hypothesis posed: exchange
bureaus conceal their actual sales of foreign currency. For
example, exchange bureaus continue to operate even being
conditionally loss-making.

» The increase In sales of foreign currency in 2014 was mainly
ensured by 18 exchange bureaus. Under conditions of
Increased activity of foreign exchange operations on the
market the number of conditionally loss-making exchange
bureaus Increased by 1.6-2.8 times in 2014.

e Checks (and their number) of exchange bureaus are not
effective and do not contribute to the disclosure of
Information about turnover.
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