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GOVERNANCE RISK ASSESSMENT (SUMMARY)  

A. Public Financial Management 

1. Since the government and development partners agreed on the Joint Country Support 
Strategy (2007–2010) in 2007, the operational efficiency of public financial management (PFM) 
systems in the Kyrgyz Republic has been improved, in large part due to specific technical and 
financial support provided by various development partners of the country. This primarily 
includes automation and replacement of manual reporting in key PFM areas, the introduction of 
management information systems, automation of tax and custom operations, modernization of 
treasury operations and attempts to decentralize some PFM functions to local governments. 
Reforms to public procurement and an increase in internal audit systems are also underway. 

2. Similarly, the legal basis for PFM activities has improved but remains challenged by a 
wide array of legislation that is not consistently enforced or necessarily supported by capacity 
for implementation. The government focuses on detailed implementation of prescribed legal 
requirements, without strategic assessment. For the government, this approach results in failure 
to obtain full financial information, missed opportunities to leverage resources and reduced 
ability to optimize investments.  

3. PFM efficiencies are challenged by the fiscal regime of specific economic sectors 
operating under government control, such as the energy sector. The energy sector is 
characterized by low operational efficiency and substantial unmet investment needs. In addition, 
nonpayment of bills, mainly by private households and local governments, and high energy 
losses have created a cyclical reliance on budget support, diminished the quality of services, 
and shortened revenue return to the budget in the form of taxes and loan repayments. It is 
difficult to quantify budget support for the sector, but the magnitude is very substantial. External 
loans for the sector are typically channeled through the budget and on-lent towards energy 
companies. In addition, there are “social subsidies” for the poor and local governments to cover 
energy costs. Other examples of sectors which create specific PFM challenges are the social 
fund, which frequently requires ad hoc funding, and the education sector, where funding is 
frequently modified outside original budget submissions. A combination of poor budget planning 
at the subsector level and political interference to amend budget requirements results in the 
alternation of procurement priorities and reorientation of spending without strategic basis. This 
diminishes the utility of improving PFM systems and harbors risks for fiscal sustainability. 

4. The approach to the national budget is one of fiscal prudence rather than predictability, 
not only at the Ministry of Finance but all government agencies. Expenditure projections do not 
adequately reflect needs and are subject to unpredictable funding, based on inexpert financial 
analysis. Government agencies prepare their budgets in a rote manner, often relying on prior 
year data with formulaic percentage increases instead of contemplating actual expenditure 
needs. Earlier budget reviews have consistently indicated poor predictability of budget 
implementation. In 2011, Ministry of Finance officials reported that, while budget predictability is 
improving, a combination of issues including lack of strategic focus and sequencing of projects 
contribute to a lack of predictable budget implementation. In contrast to previous years, tax 
collection is no longer seen as a key reason for poor budget implementation. 

5. Considerable budget amendments take place throughout the fiscal year. Such 
amendments require parliamentary approval and are generally in response to: (i) poor budget 
planning by government agencies; (ii) unforeseen funding needs such as natural disasters; (iii) 
overdependence on tax collection from the Kumtor gold mining company, which can result in a 
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substantial budget deficit in case of fall in gold production; (iv) winter fuel and other needs 
caused by seasonal changes; (v) unforeseen political initiatives; or (vi) outcomes of annual 
negotiations for cross-border government purchases and sales such as for gas and electricity. 

6. Based on changes made in the tax and customs system that more clearly define 
payment requirements, revenue projections have recently improved. However, reforms are 
ongoing. More clarity regarding the roles of various government agencies such as the Tax 
Service, Ministry of Finance, Ministry of Economy and Antimonopoly Policy, State Service for 
Fighting Economic Crime, Anticorruption Service, Chamber of Accounts, and Office of the 
Procurator is recommended. Management at each institution reports that their counterpart 
government agencies are taking on work outside their jurisdictions. 

7. Considerable emphasis has been given to decentralizing certain fiscal roles for 
increased local and district government participation. The current PFM systems primarily rely on 
a three tier budget system that is unnecessarily complex for a country the size of the Kyrgyz 
Republic. In 2010, a more equitable needs-based approach was introduced to shift from the 
original equal funding approach for localities, starting with education sector. The initiative has 
been well-received. Under the 2010–2011 interim government, considerable emphasis was 
placed on decentralization, notably for revenue collection. For the new government established 
in September 2012 decentralization remains a priority. Further review of local capacity to take 
on additional functions is essential and responsibilities may not need to be evenly distributed 
amongst localities. 

B. Procurement 

8. While the public procurement law is not yet fully in line with international good practice, 
according to a recent study of European Bank for Reconstruction and Development, it does not 
appear to be the key binding constraint in the area of procurement. The key issue, in practice, is 
that government agency procurement units rely on historically entrenched practices that do not 
necessarily result in transparent, market-based procurement or provide access for new market 
entrants. Discretion is widespread throughout the system from the initial determination of what 
type of procurement method to use to how tender committees conduct their overall activities. 
Difficulties in planning procurement caused by unpredictable or late approvals of budget 
appropriations are another problem.  

9. The Ministry of Finance is establishing a centralized electronic procurement platform to 
which most line ministries are already contributing. Some state-controlled companies (e.g. 
electric power stations) are involved in electronic procurement pilot testing activities. 
Government procurement officers cite donor procurement systems as the most transparent. 
This finding is countered by representatives from nongovernment organizations (NGOs). They 
agree that initial donor procurement processes are transparent but argue that, once 
procurement processes are concluded, follow on procurement and implementation of projects 
are not sufficiently monitored. In February 2012 the government decided to prioritize shifting 
from manual to electronic procurement to limit the scope for corruption and has requested donor 
support for this area. The Public Procurement Development Strategy 2012–2014, approved in 
September 2012, reaffirms government commitment to ongoing legal and institutional reforms 
and implementation of road maps in public procurement.     
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C. Combating Corruption 

10. Today, a comparatively large number of institutions see anti-corruption as part of their 
mandate in the Kyrgyz Republic. In December 2011, the President reestablished an anti-
corruption agency under the State Committee for National Security. The anti-monopoly 
committee has increasingly taken on a regulatory role in the economy. A number of financial 
and other audit functions are implemented by the chamber of accounts, the finance police 
(restructured and renamed as the State Service for Fighting Economic Crime in March 2012), 
the anti-monopoly agency and an array of other government audit functions. 

11. The primary emphasis in the area of anti-corruption is on audit functions. Various audit 
functions are in place throughout government. While a level of consolidation has occurred 
additional streamlining of audit agency roles and responsibilities is needed. There is support to 
streamline financial and operational audits. The government is working with several donors to 
introduce risk-based criteria to determine which government agencies will be audited. The intent 
is to reduce subjectivity of audit selection. However, a mechanism to ensure consistency and 
quality of external audits has not yet been developed.  

12. Since early 2012 the government has been implementing an action program to change 
the incidence and perception of corruption and expropriation risk. The program foresees 
measures including: (i) the reduction of controlling agencies; (ii) reform of the financial police; 
(iii) a safe city program, traffic police reforms, and creation of a video surveillance center; (iv) 
improvements to the process of filing reports at the Ministry of the Interior; (v) the reduction of 
licenses and permits; (vi) introducing the concept of risk-based inspections; and (v) minimizing 
contacts between entrepreneurs and civil servants by establishing one stop shops and online 
interfaces for business registration, filing of tax reports, and pre-customs clearance. Ongoing 
procurement reforms are complementing government efforts to fight corruption. 

13. The role of civil society in combating corruption has not been sufficiently explored. The 
status of civil society in the Kyrgyz Republic has significantly changed in the last decade and 
especially during the political turmoil in 2010. Today more NGOs have emerged and mass 
media is increasingly willing to publish government statements. The potentially positive role for 
civil society and media in promoting PFM reforms is large and may benefit or inhibit PFM 
reforms, depending on how these new dynamics are embraced and managed by the 
government.  

14. The transparency of government operations is insufficient and efforts to improve 
transparency are inconsistent. The government should be commended for gradual strides taken 
to open up channels of communication, but continued improvements are needed: The annual 
publication of the national budget is not followed up with wide-spread information on frequent 
budget modifications; inter-governmental and government company fiscal relations and 
operations are not adequately publicized or understood; public access to key financial 
information is lacking; and, even when information is available, civil society structures do not 
necessarily have the wherewithal to absorb it and disseminate the result of reviews. Improved 
awareness and even oversight of PFM activities by civil society entities should be encouraged. 

D. Key Recommendations 

15. A comprehensive approach to PFM is needed. The new government of the Kyrgyz 
Republic must manage change. However, first it must agree upon transition goals starting with 
PFM. While the PFM reforms presently underway are important, they are being administered in 
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a project-specific manner and cater to specific PFM sectors (e.g., tax, treasury, and customs). 
As a result, PFM reforms are at risk of not being comprehensively implemented. The 
government still lacks an overall strategic management approach that will not only implement 
functional activities (e.g. procurement, tax, and audit) but activities that result in analysis and 
integrated PFM systems. Even programs supported by development partners are targeting 
specific elements of PFM and are not comprehensively integrated.  

16. An array of measures has been introduced to improve PFM transparency. These 
measures may initially appear ad hoc and not necessarily integrated with overall PFM systems. 
Still, these technical improvements in PFM systems may provide the necessary transition tools 
and learning for PFM managers to transition from existing approaches to the expected PFM 
framework. Present emphasis on the mechanics of PFM is important but strategic management 
of PFM objectives must be invigorated. This process may start at the Office of the Prime 
Minister and must be sufficiently communicated to government agencies and to the general 
public.  

17. To make PFM capacity building sustainable, PFM staff must be retained. The PFM 
sector in the Kyrgyz Republic offers considerable employment throughout the country. Having 
the status of being employed by government needs to re-attain prestige, and government 
employees must build a sense of trust amongst the population, donors and potential investors. 
A positive example is National Bank of Kyrgyz Republic (NBKR), whose staff is well paid and 
regarded with great prestige. A review of how NBKR’s staff retention record has evolved could 
be help to increase retention of other agencies. However, it is clear from the outset that it will be 
necessary to increase official salaries in government agencies to retain qualified staff. 

18. More attention needs to be paid to the formulation of the state budget and its 
implementation. The objective is to ensure that planned expenditure is better linked to strategic 
plans and based on sound costing methodologies. At this stage, while budget processes are 
strictly adhered to, budget controls are weak and implementation is not respected, due to lack of 
budget credibility. 

19. Implementation of public procurement laws and regulations needs to be further 
improved. The current approach to public procurement emphasizes process over content to the 
extent that government resources are not sufficiently expended or optimized. A murky set of 
selection and evaluation arrangements are in place in order to abide by prescriptive 
procurement processes. Procurement units carefully avoid the use of open tenders, costs are 
not sufficiently reflected in budget plans, processes are rote and do not optimize resources. 
New market entrant barriers are high which may reduce quality of goods and services. 
Considerable discretion at government procurement units is apparent. The introduction of a 
unified e-procurement system should help to improve procurement management and 
monitoring, and leverage the transparency and efficiency of procurement operations by 
government agencies. Given its fiscal and social importance, special emphasis should be given 
to strengthening procurement in the energy sector. As an initial step, financial and accounting 
reporting of energy companies should be audited according to international standards.   

20. The government and donors should continue to prioritize combating corruption. 
While considerable changes have taken place in the market, transparency of government 
operations must be improved and public sector reforms must continue. The country is small; 
some significant building of public awareness about market changes and relevant citizen and 
government responsibilities and notions of fiduciary responsibility amongst government officials 
at all levels—including at government companies—is essential. 
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21. Donor programs that have been delayed in recent years due to political instability 
should now be mobilized without delay. It is also timely to identify areas where project 
monitoring and implementation units can be integrated into the government systems that they 
support. Such units are often separated out, which creates “us” and “them” sentiments, 
diminishing the government’s ownership of and leading role in reforms. There is a risk that 
donor projects are not sufficiently integrated into government systems to sustain long-term 
impact. The integration of the public investment program budget and national budget has 
improved, but certain donors still do not provide full information. There is still room for improving 
the flow of information from external funding agencies to the government and to civil society. 


