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This report presents the results of a study on tax perceptions among households, enterprises,
and individual entrepreneursin Armenia. The research was conducted from November to
December 02013,in the framework ofthe USAID Armenia Tax Reform Project

THEMAIN FINDINGS OF THE HOUSEHOLD SURMEYHE PERCEPTIONS OF
THE TAX SYSTEM

1 Respondents were mainly aware of locéhxes such as theroperty and land taes.
Familiarity with the indirect taxes,and particularly with the Value Added Tax (VAT),
is significantly lower thanthe awarenes®f the direct taxes and property tax

1 About 30 percent of the respondents think that the taxes should be calculated by tax
authorities instead bestablishing a system of individual reporting and declaration.

1 Tax perceptionsare more visible emong those who are involved incattle breeding
(18.1 percent of the respondents), which ay be connected with a higher kel of
commercializationof the setor. Those involved in agriculture which constitutes 41.4
percent of the respondents in rural areas, are noticeably less aware of taxes.

1 When the surveyrespondentswere askedwhat they thought the main goal of a tax
authority should be,they emphasizedexpectations of truseand for the tax inspector to
showrespect towardpeople, acting as exemplary public servaisegtable 1.7).

1 Every fourth respondentsaid that they would be more willingto pay taxes if the tax
system wa more trustworthy Geetable 1.17).

1 Among the perceived functional roles of a tax authority, 35.5 percent of the
respondentsnoted that the tax authority should collect taxes based on the paying
capacity of the taxpayer. Eighteen point six percent of the respondents notedaa t
authority should assistaxpayers to calculate taxes according to the legislation.

1 Seventysix percent of the respondents agree with the theory difie Laffer curve
According to this theory, alower tax load increases the amount of taxes paid to the
state budge{seetable 1.10).

1 Seventyseven percent of the respondents expresseavillingness to cooperate with
the government and pay taxes, a numb#rat is four times higher than those who are
not willing to cooperate Eee tablel.11).

1 Six out of every sevemespondents think that the penalties for tax violations should be
tightened. They also think that there should badecreas in taxes éee tablel.12).
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Among the main reasosfor avoiding payng taxes respondents noted highaxes and
the desperatefinancial situation Gee table1.13). Other reasons included unfair
treatment of different businesses. The latter worried the respondents more than the
frequentchanges in the laws, complex tax proceduresd frequent tax inspections.

Sixteen point five percentof the respondentsaid thattheyi have not | ost
do not justify avoiding taxes. Having this resource, one can assutinat it is possible to
significantly increase the number of those who are willing to complwith tax
legislation and pay taxes, even without reviewing tax rates or reforming core tax
procedures. Taking intoconsideration that according to popular evaluations the
shadow economy constitutes about 35 percent of the overall economy, by indirect
calculations one can assume thdtis possible to increase the taxes paid to the state
budget by 5.7 percent only througliair horizontal administrative efforts.

Over a half of the respondents are not willing to take on additional tax burden for the
needs of the country in force maj&re situations: only 5.4 percent of the respondents,
or one in 19 respondentsthought additional taxes were ameans for acquiring
resources in force majeure situations. Sixtwo percent of the respondents think that
the government should borrow money frm other countries (36.6 percent) or its own
population (25.5 percent) in force majeure situations.

The percentage of respondents who have other solutidns acquiring money in force
majeure situations-solutions that include thegovernment paying back is citizens
before raising taxesis twice more (13.4 percent) than the percentage thibsewho are
willing to take on the additional burden.

There is a general lack of knowledge about the state budget system. Thus, about every
fifth respondent either does not know or refuses to answer what should be doriee(

what methods of covering the budget deficitthe government should use), if the
government needs urgd resources for public purposesée tablel.14).

Opinions on the questionof whether it is acceptable to reduce the amount of taxes
paid using the opportunities that the laws provide wadivided into three answers
Aundeci dedod {pP@AB392 pepcent)and ficand)(37.3 percent). Moreover,
slightly more t haedrdsmhdéntsoorsidetithaecepfablenta mag i d
lessin taxes,thereby saving on taxes without violating the law.

Among the primary actions in tax law enforcement that the respondents would
undertake if they had decision making power in a state agenegre: decreasing the
number of taxes (25.7 percent), decreasing tax rates (19.7 percent) simplifying the
way the tax lawsare phrased12.6 percent) $ee tablel.16).

Respondents preferred having &air society over the taxes themselves. Thus, 89.5
percent of the respondents either fully or partially agrelewith this statement i | f
people believe that the taxes are fair, they will always be willing to pay tham
Seventyfour point two percent of the respndentsagree that less corruption would
encourage payingnore taxegsee tablel.17).

Around a half of the respondents (47.5 percengre willing to tolerate more complex
tax legislation if the systemis fair and operates in a fair society. Eightyeven point
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seven percent of the respondents agree witlis statementi Pay t axes and
(see tablel.17).

Respondents also talk about taxes with theglativesand friends. The latterad as the
second mainsource of information about taxes, fier media such adelevision and
radio.

Forty-three point four percent agrees that one should inform the tax authorities in
cases of tax legislation violations, so that the violators are called to responsibility. In

taxterminology, informantsontaxv ol ati ons are call edofiwhi :
Aacceptingo wahistleiblowedas ratherwmew fak the Armenian society,
and can be interpreted as a sign of perceived importancghi h or i zont al f 8

taxation. 0

The underlyingundes t andi ng of #Atax | aw obediencebo
with the fair and efficient use of the tax moneyi.e.,ithep e o p| e 6 sRegamlinge y . 0
the questononhow t he government uses generated
(20.9 percent)it h ey &8 . percent) and fpension® (15.6 percent)were among

the most popular answerssge tablel.22).

Over half of the respondents (66.1 percent) think thainly the 0-20 percent ofpaid
taxes are returned tosociety through public servicesOnly 3.2 perent of the
respordents think that the public receivesback over half of the paid taxessée table
1.25).

Three-fourths of the respondents do not know whahew servicesthe tax authority

should provide. Among those that are somewhat familiar with tagervices, around
one-third do not expect newservices fromthe tax authority but would like to see the

guality of the current services impoved. The respondentsalso notedthe need for
providing fibetter and more accessible inf

In the context of general distrust towardpublic institutions, local selfgovernment
bodies (with 36.6 pecent of the respondents fully or to some extent trusting) and the
Public Defender (the Ombudsman) (39.3 pment) are among the most trusted
institutions. At the same tine, the National Assembly and the Government are trusted
by 18.1 percent and 20.3 percent of the respondents, respectively. [Bwvels of trust
toward tax and custom services, as well as the Ministry of Finance, aoé particularly
high (23.7, 16.3 and 16.percent, respectively).

Ninety-five point two percent of the respondents thought the tax load is heavy or very
heavy, particularly in the daily lives of regular citizens. At the same timé.8.8 percent
of the respondents considered the tax load to beawg or very heavy for large
bugnesses, and 51.1 percent said tteex load is heavy or very heavyfor businessesf
medium size(see tablel.27).

The survey found that paying taxes is not considered dignifying in Armenia. Only 35.4
percent of the repondents wereproud to be paying taxes and thuontributing to the
solution of public issues (10 percentor carrying out their civic obligation (25.4
percent). Meanwhile, 58.3 percent are not proud to laxpayers explainng that the
taxes do not seve their purpose (18.5 percent) or it is natlear what purpose the taxes
save (39.8 percent).
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1 Seventynine point one percent of the respondents would not want to work at a tax
authority, the reasons beingthe complexity of the work, a lack of skills and
knowledge, and the incompatibility of the job with integrity. Another reason cited is
that of the job not having a goodeputation. A great majority of therespondents who
would like to work at a tax authority (18.5 percent) would work there for the
authority or interest that thejob entails, or the high salary. @y a very small percent
of the respondentswould work there to make the system more peopleiendly, useful
or fairer (see table2.8.1).This groupconstitutes 4.1 percent oArmenians (22 percent
on the 18.5 percent).

1 The respondents already feel and appreciate the improvements in the tax services.
High positive response rates (406%6.7 percent of the respondents) dhe electronic
services are an indicatiomf that (See Tale 1.23). At the same timethe respondeis
expected improvements in more vital @as: around 70 percent of the respondents do
not justify illegal payments(see tablel.17) and wish to change the mission of the tax
authority, particularly emphasizing the pying capacityof the taxpayer(see tablel.7).

1 While around half of the respondents (48.6 percentjo not justify avoiding taxes,
those marriedbefore or at the moment of thesurvey are leaning more towargbaying
taxes. Fiftytwo percent of married and59 percent of widowedrespondentsdo not
justify avoiding taxes, while those who do not justify avoiding taxes constitutalg
38.7 percent of the singleespondentgsee cross tabulatiorable 6.1)

'3 /& 4(% %. 4%202) 3 %36

4(% -1). &).8%).
36 3526%9 /. 4(% 0%2#%04) /

%. 42 %02 %. %5 2

1. Among the surveyed business taxpayers 91 percent chose the simplest organizational statuses
individual entrepreneurs and limited liability companies.

2. Business taxpayers mostly pay direct tax86.8 percent of the taxpayers pay income tax, 33
percent pay profit tax, and only 23.3 percent deal with VAT. Seventy point five percent of the
business taxpayers have dealt with netandard tax regimes.

3. Fifty-two point five percent of the business taxyers have been operating less than three
years.

4. The owners (participantspf the enterprises in 78.8 percent of the cases are natural persons,
and organizations in only 21.6 percent of the casdsis should be a signal for the tax and
revenue policymakers: to take into consideration the users and the structure of the founders
when developing tax regimes, thresholds, and other tools.

5. The main buyers of the products, work, and services of the Armenian taxpay&$.3 percent
- are individuals/endusergfinal consumers.Forty-nine percent of the business taxpayers work
in the field of trade. Only 7.8 percent of the business taxpayers are involved in manufacturing
industries.

6. Only 18.1 percent of the business taxpayers follow corporative governance ragoms.
Research on tax administration in the world shows th&éax compliance levels are higher in the
organizations that follow corporative governance regulations
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Business taxpayers do not tend to join professional unions or associations. Only 4.3 percent are
involved in a similar horizontal cooperation.

Business taxpayers receive more information on taxes from each other than from mass media.

According to the suweyed businesses, the mission of the tax authority should be first, to
collect taxes based on the paying capacity of the businesses. Secondly, the tax authority should
help the taxpayers calculate taxes in compliance with the legislation.

Business taxpays suggesthat the governmentimplement the following three priority
measuresdecrease the tax rates, decrease the number of taxes, and make the wording of the
tax laws simple and clear.

The tax authority is good at providing business taxpayers withformation on changes in the

tax system and regulation&ee table.1).

The business taxpayers are not very much concerned about the functions of the tax authority,
and think that the paradigm developed here should not be changétius, 56 percent were in
favor of the list of services currently provided by the tax authority (see table 5.3). At the same
time, 53.3percent of the business taxpayers do not know what type of new services to request
from the tax authority.

Only six percent of the business taxpayers think that they are involved and can influence the
discussions on tax initiatives.

Seventyone point eight percent of the business taxpayers negatively assess the measures
implemented by the Government of the RA in the recent years the sphere of tax legislation

and tax administration as they pertain to the impact on businesses and business environment.
Negative perceptions are lower in the organizations that uke corporate governance system

and regulations, as well as organizati® in the manufacturing industry.

According to the 4850 percent of business taxpayers, the tax burden is heavy or very heavy.
The respondents were able to more clearly assess how heavy the burden for the income tax is,
and had found it more difficult to assess VAT and patent fees. Experienced managers think
that the tax burden in Armenia is heavy for income tax and VAT.

Regarding the tax rates, profit tax received the least criticism, it even had the highest number
of suggestions for rate increase (stble 2.3) Within business taxpayers, however, those in
manufacturing are in favor of decreasing profit tax. Experienced managers, more than other
entrepreneurs, suggest decreasing income tax rate.

The majority of the business taxpayers do not know abdbe tax privileges in Armenia(see
table 2.4).

According to 42.8 percent of business taxpayers, tax legislation changes should not happen
more often than three years. At the same time the survey analysis showed that there is a
maturity age of tax percepbns among the business taxpayers. It is seven years after starting an

active business operation (see: the ATAX PRO

section).
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According to the research resultshe practice of hiring an external accounting compartp

calculate taxes (16.3 percent of the business taxpayargj/or involving a tax consultant to
ensure tax compliancgonly 9.3 percent of the business taxpayers) at an early stage of
development in Armenia.

According to the entrepreneurs, norstandard(alternative) tax regimes (license fee, turnover
tax, fixed fees) do not particularly contribute to tax compliance. Only 31.8 percent positively
responded to that question. Opponents of the alternative tax regimes said that the alternative
tax regimes ardnadequate and artificial. Opponents of the tax regime constitute an almost
equal percentage to those who are in favor.

The analysis ofthe question, i | s it w o r t -hbidibgetaxpager? &Vhat arevthe
advantages of tax law abidance for the business as whole, and what are its negative
consequences i n the Afseenables2.aln2.12) showsrtie megatinet ? 0

perceptions of tax law abidance outnumber the positive perceptions 1.6 times.

Around 70 percent of the business taxpayers thinkat avoiding taxes is not justifiableThe
same entrepreneurs think that in real life 40 percent of the business taxpayers avoid taxes
when possible. In regards to the question on the relationship between tax rates and tax
revenues based on the famous Laffcurve, 80 percent of the business taxpayers agreed that
the state budget will receive more money as a result of lower tax rates. Comparing the findings
of the same question in the households (the positive answer constitutes 76.6 percent), one can
see that the entrepreneurs are more certain in the truth of the Laffer curve than the general
public.

Forty-six point five percent of the business taxpayers said that it is acceptable to aim at paying
l ess in tax by the | aw whels optinsizng dnd pldneing f o | |
transactions in a certain way to reduce taxes a permissible and acceptable prattice?

Seventyeight point eight percent of the business taxpayers think that the tax laws are not
equally enforced for all the business taxpayerBhis shows the perceptions on the level of
horizontal taxation fairness.

Seventyfive point five percent of the businesses thinthat the tax system is unpredictable.
Seventysix point five percent do not agree with the illegal advance payments demanded by
the tax inspector, as they think that it negatively affects tax compliance.

Only one-fourth of the business taxpayers express disagreement during the inspections, and
only 13.2 percent of the businesses initiated a specific tax appeal (Commission ot)cour

The business taxpayers are dissatisfied with the level of the discussions and solutions to the
disagreements that arise during tax inspections. The business taxpayers are to some extent only
satisfied with the stage of discussing the draft inspectioat.aTwo point nine percent of the
businesses are satisfied with the Appeal Commission of the SRC and -Degartmental
Appeal Council stage, and 5.7 percent are satisfied with the court stage.

In regards to customs perceptions, the majority of the buesses prefer to draw up customs
forms through customs brokers, rather than on their own. Businesses are more prone to record

6



the coding of goods according to the Commaodity Nomenclature of External Economic Activity
themselves. Seventyine percent of the lusinesses consider the practice of benchmark prices
imperfect (only 5.8 percent considered the practice acceptable for Armenia in the current

situation).
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29. Only 13.3 percent of the business taxpayers budget for training on tax and accounting topics;

moreover, for 90 percent of them, these expenses do not exceed 250 thousand dram annually.

30.Speci fic analysis

and to also understand what tax related obstacles the unsuccessful businkadesSuccessful
taxpayers (those organizations that from a perspective of sustainability in the upcoming three

was

done

to

reveall

t he

proc

years foresee at least a stable situation) constitute 42 percent of the total. The share of the

unsuccessful businesses, whose opinion has aigpénportance for the report and study of
tax compliance, constitutes 38 percent.

31. Interestingly, if the successful businesses had decision making powey would implement
non-tarrif measures to achieve tax compliance: first they would establish arensimple tax
administration systemand would make the texts of the lawsimpler and clearer in addition to
having stricter sanctions for the violators. If the unsuccessful businesses were given decision

making power, they would first review tax ratesnd review tax privileges, and would aim at

increasing the level of professional preparedness of the tax service employees.
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Note on theterminology used in the report

APayi ng ateaxsedioa gereral sense, and rtbe legal aspect of paying to the state
budget. i Payi ng amoantoéthedtax that the taxpaydr lnonestlly portgnd
the willingness and action of the person to pay the taxes.

AHI dg t a x eastarm uisesl froml treeperspectiveof the citizen on not paying taxes
Using the provisions of the law to pajessor not pay taxes was considered a complex legal
category, and the interviewers were trained to address this complexityrhe perceptiors
connected with this category were treatedeparatelyduring the fieldwork and the analysis
(seethe analysisnthe table1.151 n t he A Taxsecwod.mpl i anceo

Note on charts, tables and data

All the charts and tables reflecthe valid percentages, unless noted otherwise. In the cases
where the respondents could clase more than one answer, the percentages do not add up to
a 100; it is driven by the specificity of the analysis and is not a mathematical mistake.

Numbers presergd in the analysis maydiffer slightly from the numbers in thecharts and
tables, resulting fom rounding up numbers.In some cases small numbers are excluded to
avoid clutter in the presentation of the data.

SURVEY METHODOLOGY

Using the framework of theTax PerceptionsProject, CRRC carried out two natiorwide
surveysi a surveyof householdsand a survey oftax-paying enterprisesand individual
entrepreneurs. Therefore the main characteristics and sampling methodology are also
presented in two parts.

1. Household Survey
1.1.Main characteristicsof the survey

1 Method of data collectioni face to face interviews
Data collection tods 1 standardizedjuestionnaireand show cards

1

9 Target population ofthe survey- households

1 Coverage al marzes (regionsdf the Republic of Armenia and Yerevan
1

Sampling framei household address list of electricity usersdtural persons only) was
provided by the Armenian Electricity Networks (CJSC).

1.2.Sampling mehodology
Households were sampled using the following steps:

1 Multistage cluster sampling with stratificabn by administrative marzes and the
settlement type (Yereva, other urban and rural areas);

1 Random sampling of tkb clusterswithin each stratum;
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Selection of the main sample- random sample of the householdsithin each cluster
(average number of the household in each clustet50. Number of the randomly
selected household45),

Drawing one reserve sampleséethe previous poin;
Margin of Error - +/-2.96%, 95%Confidence hterval,
Sample size 1,600 households

Selection of the respondent in each selected household the respondemgs chosen
among the household membensho were abovethe age of18, by the next birthday
method,

Weights - weights were introduced to ensure the representativeness of suevey.The
household and individual weightswere calculatedwith the non-response rate taken
into consideration

Tables 1, 2 and, Jresented belowsummarize the householdurvey sample

Tablel. Number of the clusters and househol@ral and urban), bymarz
Rural Other Urban
# Marz Number of Number of Number of Number of
clusters households clusters households
1| Aragatsotn 3 45 1 15
2 | Ararat 6 90 2 30
3 | Armavir 5 75 3 45
4 | Gegharkunik 4 60 3 45
5 | Kotayk 5 75 6 90
6 | Lori 3 45 6 90
7 | Shirak 3 45 6 90
8 | Syunik 1 15 3 45
9 | Vayots Dzor 1 15 1 15
10| Tavush 3 45 2 30
Total 34 510 33 495
Table 2. Number of clusters and households in Yerevan, by administratistricts
# | Yerevan AdministrativeDistricts Number of | Number of
clusters households
1 | Malatia-Sebastia and Ajapniak 10 150
2 | Arabkir, KanajerZeytun and Davtashen |9 135
3 | Nor Nork and Avan 7 105
4 | Shengavit 5 75
5 | Erebuni 5 75
6 | Kentron (Center) 3 45
7 | Nork Marash 1 15
Total for Yerevan 40 600




Table 3(Summary): Household Sample

Main Sample 1605
Reserve Sample 1605
Total households 3210
Total clusters 107
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The response rate for Households survey made 49.9%e reasa of non-responsegrovided

in Table 4 below:

Table 4(Summary): Norresponse reasons

Frequency| Percent
Do not speak Armenian 6 0.2
Refused by household 435 15.0
Refused by respondent 28 1.0
Not permitted by a household member 7 0.2
Addresses is not found 153 5.3
Addresses is not dwelling 18 0.6
Dwelling is empty 664 22.9
Unusual circumstances 64 2.2
Respondent is not available within the surve
period 80 2.8
Total 1455 100.0

2. Survey of taxpaying businesses and individual entrepreneurs

2.1.Main characteristicsof the survey

i Data collection method face to face interviews

T
T
1
)l

Government of the RA.

2.2. Sampling methodology

Sampling of the businesses and individual entreprenewss done in the following steps:

Data collection tools’ standardizedjuestionnaires and show cargs

Coveragé all marzes of the Repuix of Armenia and Yerevan

Target population of the survey tax-paying enterprisesand individual entrepreneurs

Sampling frame- list of the taxpaying enterprisesand individual entrepreneurs-
63,625 legal and natural persons provided by the State Revenue Committee by the

10
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9 Stratification by marz (including Yerevan) and the volume of annual turnover (below
58 min dram and 58 mIn dram andbove);

1 Proportional digribution of the organizatons in each stratum based on the
proportional number of the organzations in the primary stratum;

Main sample- random selectio of businesses in each stratum;
Drawing two reserve sampleséeprevious point)

Sample size 400 taxpaying businesses

= =2 =2 =

Selection of the respondent$ decision makers in the organization, e.g. the director,
chief accountant, etc.

Tables5 and 6 presented below provide the summary of the sample for the tpaying
enterprisesand individual entrepreneursurveys.

Table 5 The number of the tix-paying enterprisesby the marz and turnover volume

Turnover Volume- Number oflegal
1 - less than 58 min g Number of natural
Yerevan and persons(by marz
dram annually persons (by narz and
marzes . and turnover
2158 min dram or turnover volume)
volume)
aboveannulally
1 78 122
Yerevan
2 18 5
Aragatsotn L 3 !
) 2 1 0
1 5 14
Ararat 5 1 1
, 1 3 16
Armavir 5 1 1
. 1 4 8
Gegharkunik > 1 0
: 1 7 17
Lori 5 1 1
1 7 14
Kotayk 5 1 1
. 1 6 14
Shirak > 1 1
: 1 5 12
Syunik > 1 0
1 2 5
Vayots Dzor 5 0 0
1 2 12
Tavush > 1 0
1 122 241
Total 2 27 10
400
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Table6. (Summary): Sample of the taxpaying enterprises

Main Sample

BUSINESSEs Turnover Volume Turnover Volume
1 (less than 58 min dran 2 (Turnover Volume 58 min
annually) dram and above)

Legal Persons 122 27

Natural Persons 241 10

Subtotal 363 37

Total 400

The response rate for Survey of tgpaying businesses and individual entrepreneurs
made 47.9%. The reason of nemsponses providedh Table 7 below:

Table 7.Non-response reasons

Frequency | Percent

Refused by firm 84 19.4
Refused by respondent 93 21.4
Firm doesn't exist 54 12.4
Addresses is not found 81 18.7
Firm is not found 119 27.4
Unusual circumstances 3 0.7
Total 434 100.0

12
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PART ONE | HOUSEHOLDSURVEY ON TAX PERCEPONS

TAXES AND GENERAL PERCEPTI ONS ON TAXES: 6 XECL

All citizens pay taxes. Paying taxes prescribed by the Constitution of the Republic of
Armenia. Thus, Article 45 of the Constitution of the RAstatesi Ever yone shal l
duties, and make other mandatory paymentsthea mount s and manners pr
Taxes and other mandatory paymentsn(ia broader sense taxes) arecollected annually in
accordance with the Law on the Stateusiget passed by the National Assembly of the RA to
cover state and public expenditures. A part of the taxes, which constitutes around 10 petcent

of the collected txes, is collected and spent in a decentralized manner, and is the local budget

of the local selfgovernment bodies.

Citizens encounter taxef different ways - indirectly, as consumers paying VATirectly, as
taxpayers paying property and land tax, oraping income tax from the salaryand in a more
mediated way, by paying profit tax.

The Armenian tax system also has nestandardtax mechanisms, such as fixed fees, license
fees, turnover tax, and the mechanism to use thAT threshold. These mechanismsire
difficult to comprehend, particularly for small and mediursizedbusinesses

Individuals are responsible for directly paying their taxesFor example individual
entrepreneurs pay a part of their inaoe to the state budget ttough a bank. Similarly,
individuals paytheir property and land tax tirough the local seHgovernment body. Taxes are
mostly paid by a tax agent, for example whean employer pays the income tax on behalf of
the employee to the state budget through a bank. In the case of the ptaik, the employee or
the partners of theorganizationare affected by thdaxes through the difference of the level of
profit and expense$ the more profitable the businesss, the more profit the employers will
have to share with theemployees Howeve, if the profit tax rate increases disproportionally
to the ability of the business to raise the prices of the products or services, the employer will
not be able to raise the salaries of the employeeséand i s wi | | have an effe
quality of life.

Profit tax, the income taxdeducted from the salaryand the property tax are directly
connected with the business, the level of income of thedividual and the property value.
However, the VAT imposed on the prices of all the products and sasgsand thelicensetaxes

on cigarettes alcohol and fuel are not directly connected with profitability and subsequently
are more unfair.Regardless of income level and whether or not a person can afford it, all
citizens pay the VAT when they buy bread andmedicine or pay for a hotel. However, in
many countries of the world half of the budget income is collectdtirough t h e imdirectd
taxes, as the collection of thegaxes iseasier and less expensive.

In comparison to other caontries Armenia does not have alternative methods of tax
declaration, such as declaring taxes with the family, for example. The Armenian tax
legislation foresees certain tayrivileges however over the past decade one can obseeve
decrease imprivileges anda process of unification. The government of the RA is planning t

! SeefRA Law on 2014 State Budget, Article@ %119 , adopted12272013
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review its approach and alsoak the dividends received by natal persons They are also
planning to increaseproperty values.

DEMOGRAPHICCHARACTERISTICOF THE RESPONDENTS

Below we present the demographiconstruct of the household survey respondents, which
greatly resembles the demographic construct of the population in Armenia

Marital Status: 61.7 percent were married, and 32.7 were never marrigek(table?.3).

Occupaton: 44.3 percent of the respondents apensioners housewivesor students who do
not work, and 19.9 percent are unemployed. Thirty poi six percent of the respondes
considered thenselves hiredworkers, individual entrepreneurs/employersor selfemployed
(see table2.1).

Education: 29.8 percent of the respondents had higher education at tinee of the survey,
and 62.3 percent had secondary or seatary vocational educationgee table?.4).

Economic Sitation: 65.9 percent of the respondents reported an income of 84 thousand
drams (after tax) in the month prior to the survey. Only 0.1 percent (ome a thousand) of the
respondents had a montig income of more than 512 thousand dram. The most common
income interval was between 34 and 91 thousand dram, W21.7 percent of the respondes
falling into this category 6ee table2.5). Interesingly, this interval was commonfor the total
family income as well (36 percent(see table.6).

Ethnic belonging: 985 percent of the respondds identified themselves as Armenian; 0.4
percent Yezidi; 0.4 percent Russian; 0.3 percent Ukrainian and 0.2 percent Poksle able
2.7).

Sphere of occupation: 26.8 percent of the respondents fall into the categorgnahufacuring
(Agriculture, mining and quarrying); 9.4 percent trade; 8.8 percenti transportation and
construction; and 3 percenti education The resti other spheres gee table2.2). In the
fagricultureo category, those who are engaged in cattle breeglidealwith the market and
trade more than those who are involved in farmingéetable 1.3-1.6).

PUBLIC PERCEPTIONS ON TAXES
Tax perceptions amonthe respondents were based on the following:
Tax legislations;

Willingness to comply with tax legislation; fulfillment of the responsibility or even the
senseof pride;

Efficiency of how the state budget is spent;
1 Trust toward tax collecting institutions, and infrastructure;

Circumstances connected with the methods of tax collection arjual treatment
under the law;,

1 Appealing the cases of law violations by the tax collecting institutions, aslvas the
level of trust towardjudiciary;

1 Theopportunity to make the personal observationand have their opinions heard
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The analysis of the surweresultsrevealsthe following picture on Ar meni ans 6 perc
taxes:

Twenty-six point one percent are not aware of théaxes existing in Armenia, even though
69.9 percentencounter propertytax, and 49.9 percent encountéand tax Gee tablel.1).

Chart 1. Are you aware of the taxes in Armenia?

66
16
10
8 ._
| am very well aware | am somewhat aware | am not aware | am not aware at all

Respondents were more familiar with propertytaxes and working with the local self
government bodies. As a result, 42 percent of thespenderis noted that they do not deal
with VAT. Only 41.3 percent of the respondents notethat they or their family members deal
with income tax (see tablel.2).

The respondebs regard various other pagents, which they encounter daily, as taxthis was

the case with the tax on cattle, pastures and other similkaxes.For 72.5 percent of the
respondentghe understanding of paying taxes is connected particularly with paying property
and | and tax. Ot her de euclasng goods 54.8idencentpaymeents 0 i
from the salary (417 percent, Table 1.2 and Chart 2),and paymentsfor airplane tickets and

for other services. The latter can be connected not with an opinion on a specific tax, per se,
but a general feeling ofhe tax burden
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Chart 2How do you know that you pay taxes Multiple answers are acceptable)
propery o I -
When buying commodities [ 55
From salary deductions (IR 42

When buying air ticket or paying for
other services _ 22

52y Q0 [lye s

Other F 3

The respondents noted that they receive information on taxes from television and radio (66.9
percent), followed bytheir relatives and friends (36.3 percentThe latter shows that taxes are

a common topic for conversations. Only 10 percent of the respondents had received
information from tax authorities; 15 pecent had received information fom the Internet, and
only 6.5 percent had received information from print mediasée tablel.18 and bart 3).

Chart 3. Where do you get information about taxegMultiple answers are acceptable)

TV and radio
Relatives/friends

Internet

Tax officials

Printed media
Website of the RA Tax Servic

From nowhere

From local government bodiesjill 4
Social networks 3

Other 2

Only 32.4 percent of the respondentfagre® or ffully agre® that the information on tax
rates,legislationand regulation is fully accessible, while 56.3 percent think otherwise.
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In summary, people are not well aware of indirect taxes. The perceptions of the direct taxes
are formed based on the encounters with the property tax and income tax, deducted from the
salary. The topic of taxedominatesconversations, and there is a need to improve the sources
of information as part of tax administration direction.

PERCEPTIONS OF THE RESPONDENTS CONERNING TAX AUTHORITIES

Analysis of the public perceptions on the existing and desirable objectives @& tax authority
showed thd the respondents do not have a clear understanding of the functions of the tax
authority in the public administration system. Moreover, the most popular responses on the
mission and the mainobjectives of the tax authorities arenly indirectly relevant. For
example, 32percentof the respondentsvish that the tax authoritieswould treat people with
respecti acting as exemplanpublic servants Twenty point six percent also wished the tax
authorities spent public money morefficiently (see tablel.7 andchart 4). As one can see,
the emotional aspect i®f primary importance for the respondents. This could be connected
with the wish to be confident that their hard earned money is spent right. Other findings of
the survey suport this perception.

Chart 4 Which of the following definitions do you think should serve as the main goal of a
tax authority? (Multiple answers are acceptable)

O eemplary public semant — 57
exemplary public servant
Effectively expend the government mone_ 37
Collect as much taxes as the business can aff_ 34
Assist tax payers to calculate taxes according _ 19
the legislation
-

Implement strict control of tax payers

Fulfill the tax plan at any costF 10

An analysis of the results concerning the functions of the tax authority revette following:
NnCol |l ecting taxes as much as t bieone ofthe raostn s
popular responses regarding the mission of the tax authorilyis not surprising then that 70
percent of the respondents think that the illegasolicitation of payments negatively impacts
tax compliance(see tabled.7 and 1.17):
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The second function of the tax authority should be helping the citizens to pay taxes according

to the tax legislation. It would be interesting tquxtaposethis findingwi t h t he quest
you think that citizens should calculateand pay t hei r ablevinl9)tSxtptwos ? 0 |
point six percent of the respondentansweredyes,not wishing to put that responsibility on

the tax authority.

Respondents were satisfieavith the electronic services provided by the tax authority,
highlighting the Call Center and the electronic system of submitting the report$lowever,
the respondens had a difficult time assessing some of the services, for examphe
effectiveness of thee-invoicing system. At the same time, in fewer cases, the respondetts
not find the hotline useful. These findings may be due to the nature of the surv&mce the
surveywasconductedin the householdsnot all the members othe households deal with tax
services gee tablel.23 andchart 5).

Chart 5 How would you assess the following services delivered by the RA Tax Service?

m Very useful Useful Useless m Completely useless DK/RA
Call center 41 4| 32
Hot line 41 5| 27
Electronic system of submitting the report 42 3| 40
System of registration of law abiding tax payer 34 3| 48
Tax calendar 34 2 50
Online correspondence syste 35 4| 48
Online notification system 35 3| 48
Electronic mail delivery system 39 3| 45
RA tax payers search syste 33 3| 52
System of writing out the tax accounts 32 3 57

Looking at the questions on the importance of delivering negervices and leaving outthe
timeswhen Adondt knowo watke resdarchsshows tlhastheaespor@en{s o n s
do not want new services They want to see improvements in existing services. The
respondents have noted more specific suggestioparticularly improving the access and
dissemination of information. Additionally, a segment of the respondene&xpect the tax
authority to nfnteacharf)i on honestl yo (
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Chart 6 What new services do you think should be delivered by the SRC?

52y Q0 [1y26 75

No need for new services, let them provide
existing services with justice and high quality

Make information easily accessibleflil 4

Act with more justice (reduce the shadow. 3
sector)

Cut tax rates J 2

Simplify tax legislation | 2

Create an independent body to control SRi 5

(eliminate corruption)
Other F 5

Only 18.5 percent of the respondents woulle interested inworking as a tax inspector, in
comparisonwith the 79.1 percent of the respondents who would notgee table2.8). Those
who would like to work for the tax authority would like to work there for the job being
prestigious, interestingor well paid. Only a very small percent were interested in working for
the tax authority to make the system more beneficial for the citizens, or make the system
more honestand useful éee table2.8.1).The group of theseitizens constitutes4.1 percentof
the respondents or 22 percent of those interested in working for tax authority. Those who
would not want to work for the tax authority gave the following reasonsthe complexity of
the job; the lack of skills and knowledgeand the incompatibility of the job with integrity, or
the poor reputation of the job ee table2.8.2 and7-9).
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Chart 7 Would you like to work as a tax inspector?

79

18

Yes 52y Qi 1y26

Chart 8 Why would you like to work as a tax inspector?

Simply to have a job
Will work honestly, to benefit people
It gives material security
Interesting job
High salary
52y Qi
To make the system more usefu
Other
To have an influential job

To become familiar with the system

To make the system more just 2
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Chart 9 Why would you not like to work as a taxnspector?

Will no be able to 19
Do not want to

52y Qi |

Do not have appropriate education/profession 10

Not honorable job, attracts curse 10

Difficult work

Honest man, do not want to become dishones
Do not like the job
Unjust country

Do not want to do people wrong

The field is not clear, the responsibilities are heav
Unthankful job

Will not be accepted

Among the respondentsvho would work asa tax inspector, 16.7 percentvanted to do so to
work honestly, for the benefit of the peopleandto make the systenairer. Besides this group
of elites, there is also a group of promising intellectuals who think that the job is interesting
(14.4 percent) and would like to make the system more useful.

In summary, the respondents do feel the improvements in the tax systemti#¢ same time,
around 70 percent criticizes illegal solicitations by the tax authority. The respondents would
like to see the tax authorities taking into comderation paying ability of taypayers when
implementing their mission as well. Twentynine point three percent of the responehts
think that the tax authority should help the taxpayers with the calculation of the taxeas
well as consideringhe paying capacityof the taxpaers. This is a serious resouecto mobilize

to the groups of those willing topay taxes. Few are interested the prospect of becoming a
tax inspector, and among those who are ingsted, monetary motives are dominating
However, there is a small group a#nthusiasts whowould work as an inspector to make the
system fairerto bendit the population.

21



Tax Perceptions in Armenia | Survey Findings

TAX COMPLIANCE

ATax complianceo is one of the central el e me
to comply with tax legislation andthe rate of tax compliance are used with the term
interchangeably.

The Tax Compliance survey reveals the following perceptions and attitudes among the
respondents:

The respondents wee generally not in favor of awviding taxes when possible. On a scajél
to 10, where 10 igiNot justified at all,0 avoiding taxes scored 7.8. Athe same time, whether
people cheat on taxes when possible has scored aseé (ablel.8).

Seventythree point four percent of the respondents hold a clear position against avoiding
taxes (on a scale of-1 0 , reporting A60 and ashidthatayoidingMo r e
taxes is not justifiable at all. Important to note heris that the question adressed avoiding

taxes in general, without specifying cases of avoiding taxes through official tax privileges or
taking advantage of the gaps in lawsge chartL0).

Chart 1Q How justified it is to cheat on taxes when possilile

Fully justified
2
3
4
5
6
7
8
9

Not justified at all
52y Qi

The results ofthe comparison betweenguestions1.8 and 1.9 are surprising. While a large
segment of the respondents (48.6 percemg)categorically critical towad avoiding taxes, 53.7

hold a strong position(on a scale of 1L 0 , reporting fi6o andreaitthov e)
Moreover, 21.2 percensaidthat everyone cheatsgge tablel.9 andchart 11).
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Chart 11 Do you think that people cheat on taxes when possible?

Nearly no one

Nearly everyone

52y Qi

It is interesting to observe the attitude of thé u n d e cresgbeddnds. While 4.1 percent of

the respondentsf a | | i nto the category ofnsfinMeamdtf okn
hypothetical moral question 1.8, 9.2 percent fall into this category for the more practical
question 1.9. The percentage of the bordiee fundecided respondentsthus is twice as

much. This is also a resource tacrease the number of the tgpayers. Separate analysis of this
9.2percent eecrosstabulation tables1-5 of table 1), one can observe that these respondents:

1 Are not prone to informing the tax authorities of tax violations. If in genel, the
percent of the whistleblowersis 43.4 percent, they comprise only 34 perceof this
group (cross tabulatiortable 2.1).

1 Most agree with the following statement i & your taxes and slep wel | 0 (
percent,crosstabulation table 2.2).

1 Would like to work as tax inspectors (in comparison to 18.5 percent of thgerage,
82.9 percent had respwled yesin this group; see crosgabulation table 2.4). This
response needs further analysis. One may explain this finding by a lower than average
level of educationn t hi s group (i f every fourth resp
degree, in this group only every tenth has &igher education degrep see cross
tabulation table 2.3).As a resultithey may be underestimatinghe complexity of the
job.

1 Most live in rural (42.5 percent) andother urban areas (36.7 percensee cross
tabulation table 2.5).

The topic of # whnewforithe Arménianrealitys Therefase, veelarslgzed it
separately. It is very surprising that 43.4 percerdgde tablel.21 andcrosstabulation table 2)
said thatit is right to inform tax authorities if they see tax legislation violations (for example,
not providing areceiptin a storg. A breakdown bymarz shows that thehighest rate of those
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who did not know or refused to answer were in Tavush. Those cleadgposing the noton of
informing were in Syunik, Vayots Dzorand Shirak. Therespondentan Armavir, Kotayk, and
Ararat were moresupportive of thenotion (see charts 12 and 13).

Chart 12 Is it proper to inform the tax authorities in case of failure to fulfill the requirements
of the tax legislation?

51

No Yes 52y Qi 1y26
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Chart 13 Is it proper to inform the tax authorities in case of failure to fulfill the requirements
of the tax legislation? By Marz

mYes mENo DK ®mRA

Armavir 7
Kotayk 5
Ararat 2

Gegharkunik 8
Lori 5 |
Yerevan 4 |

Aragatsotn

Shirak 1
Tavush 28 B
Vayots Dzor 6 .
Syunik 2

A more in-depth analysis of those whgtrictly criticize avoiding taxes (those who answered
10 on the scale for the question) reveals:

1 The respondents in Syunikfollowed by the Armavir and Ararat marzesare more law
abiding and critical, while those inthe Tavush and Lorimarzesare more accepting of
avoiding taxes gee cross tabulation tabl@ 1, last line).

1 The level of educationin this group does not significantly differ from the education
statistics of the overall sampléAmong the more lawabiding respondents who criticize
avoiding taxes, 18.7 percent have secondary education and 64.2 percent have
secondary vocational educatio(seecross tabulation table 4)No significant difference
in the attitudes is observed among thoseho are familiar with the existing taxes in
Armenia andthose respondents who are not familiar with the existing taxes.

1 The share of married or widowed respondeés is higher amonghe respondents critical
toward avoiding taxes in contrast with the overall share of the married and widowed
respondents in the general pool of the taxpayers. While almost half of the respondents
(48.6 percent)do not justify avoiding taxes, 52 percent of the married and 59 percent
of the widowed respondents do not justify avoiding taxes. Interestingly, only 38.7
percent of the single respondents hold this positiosde cross tabulation tabl8.1).
One may conclude that the knowledge ofamily and marriage positively impacts the
perceptions on the importance of taxes.

1 Those with lower income are strictdr and have a moredemanding attitude toward
taxes.
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1 The share of therespondents aged 46 and oldex higher among thee who are more
critical toward avoiding taxes- 58.7 percent. Women tend tdoe more lawabiding
than men (65and 35 percent).

1 A breakdown by occupation of therespondents shows that the housewives,
unemployed and hired workers are less critical than the selfnployed when it comes
to avoiding taxes.

1 Those stongly opposed toavoiding taxes display a higher sense of pride for the taxes
they pay. Thu s, to the question nAr e29¢ paicenpr o u
responded i Ye s , because | f ul onithelavenage this answet du
constitutes25.4 percent of the responsesde cross tabulation tabk 7).

The analysis of those whthink people avoid taxes in reality (those who answered 10 for the
guestion 1.9) revealed the following perceptions:

1 The perceptionthat everyone avoids taxes when possible was particularly common in
Yerevan (the highestat 312 percent), followed by Kotayk marz (27.2 percent).The
share of those who think so is smaller in Vayots Dzor, followed by Syunik and Shirak
marzes (see cross tabulation tablg@4). The share of thos&ho think everybody avoids
taxes is smaller in rural thanin other urban areas(14 percent and 16 percent,
respectively;see cross tabulation tabk.3 andchart 14).

1 Respondents with more education saithat more people avoid taxes if possible. The
share of these respondents is 29.8 percent in theS2dercent share of the tgayers.

1 The perception that almost everyone avoids taxes in reality is more common among
individual entrepreneurs/employers, hired workers artthe selfemployed than among
the unemployed andthe pensioners gee cross tabulation tablé.1). This finding may
be explained by the engagement of these segments of the population in economic
activity, and subsequentlyobserving how taxes are avoided in real life.

1 Those with higher levels of income are more prone to thinking that people avoid
paying taxes if possiblesge cross tabation table 6.4).
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Chart 14 Do you think people cheat on taxes whemossible? By settlement type

m Other urban mRural m Yerevan

Almost everyone v 31
9 6 - 8
g ; - 15
7 o 9
6 g 78
. 18
4 4;
3 j 5
2 12_ 5
None 55 7
DK . 1112

Questi ons ab oard corhnaoh if @herdcsuntiees. Aoccading to the theoryn the
situation of higher tax rates and tadurden, people are prone to avoid payingaxes. Among
other questions addressing this notio(see tablesl.101.13, 1.15 and 1.27), the respondents
were asked whether the budget would receive more money if the government decreased tax
rates. Seventysix point six percent responded y eirs favor of the theory.

Another similar question asked whiber the taxpayers would stop avoiding taxes, if the
government decreased tax rates. Agaifiy.1percent of therespondentsbelieved that citizens
would stop hiding taxes and would cooperate with thgovernmentfor the sake of public
good.Here again, thenumber of the optimists four times outnumbers those who do not think
it would change anything(see chartl5).
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Chart1l5 Let s I magine that the government
in Armenia be ready to cooperate, i.e. to staheating on taxes?

4

No Yes 52y Qi 1y2¢

Eighty six point two percent agreed that if the tax rates are decreased, the violators should
receive more serious penaltigsee bart 15).

Chart 16 Would you agree to lower the taxes but to strengthen the responsibility in cases of
breaching the law (add more fines and hold those who breach otherwise liable)

10
I 4
No Yes 52y Qi 1y26

Thus, the great majority of the respondentare ready to stop avoiding taxeand even accept
more serious penaltieshut only if the taxes are decreasedk is important to note that 95
percent of the respondentsonsiderthe taxburdenin their daily life heavy or very heavy.
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The answers to the questiofiWhy do peopl e avaipeserged ytabie .13t a x e
andchart 17.

Chart 17. What are themain reasons for not paying or hiding the taxégMultiple answers are

acceptable)
High taxes — 58

Desperate financial situation NG 56

Unfair treatment of different business I 20
Frequent changes or unclearness of tax legislatiofilll 8

Others do the same Il 7

The wish to escape appearing within the focus ci 4
the tax authorities

Frequency of tax inspectionsfi] 3

Complicated procedure of calculating and payini 3
the taxes, too much paper work

Too high fines when tax errors are made, 3
measures holding responsible are too stric'

Desperate financial situation F 2

One can group the answers into two categories of reasons: unfair tax administration and main
tax practices. Among ddsperatdivaoccialz o $ siiab li ghteve apar
rateso wer e amo n gThis finding isdnslihe withothre rpervious statement,

which suggests that the main objective of the tax authority should be to consites paying

capacity of the taxpayers when establishing taxea.

AUNf air treat ment of di fferent busi nesseso
Comparing thisfinding with the other answers, one can conclude thtite respondents are not

as much concerned with thdrequent changesn the laws, frequent inspetions, or that others

also avoid taxes.

The sum of these two groups of issues is 19 percent. This is also a resource for unique
opportunities, as we already noted above regarding question 1.9.

The analysis revealed perceptions on unfair taxation of various businesses: only 29.2 percent
think that there are no Aroofs and protectio
1.17). Seventytwo point two percent of the respondents are willig to pay more taxes, if
corruption is lower (see table 1.17).

In a summary of this section, one can say that it is possible to increase the number of those
who are willing to comply with tax legislation by 16.5 percent, even without decreasing tax
ratesor reforming core tax procedures. Taking into consideration that according to popular
evaluations the shadow economy constitutes about 35 percent of the overall economy and
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presumably would be taxed, by indirect calculations one can assume that it is iplesso
increase the taxes paid to the state budget by 5.7 percent through fair horizontal
administrative efforts.

Is it acceptable to pay less in tax in the cases permitted by the Iaw® question was new for
the taxpayers.

Chart 18 Do you think the formulating (optimizing and planning) transactions in a certain
way to reduce taxes is a permissible and quite acceptable practice?

23
No Yes 52y Qi 1y2¢6
The | arge share of respondents who answered

Afyesd and finod awowswéeres | argeagpeircieomn age of t
the folow-up question Awhyo to Ayesodo or isdifficalt r e s |
not only from the aspect of not knowing the law, but also from a psychological aspect.

Chart 19 Why is it acceptable?
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Provides jobs for the disabled, other social— 32
charities

52y Qi [1y2s 29

Not to pay high/heavy taxes [ 17

Acceptable because allowed by la 12

Creates jobs (small businesses develo;_ 7

To get additional income and quickly 5
become rich F

Chart 2Q Why is it not acceptable?

52y QiU [1y26 33

Unlawful, they hide taxes. It is an honor tO_ 30
pay taxes
They use the disabled in their own interest/to
their own ends. Or commit forgery
If they have income, let them pay taxes_ 11
Unjust, dishonest. All are equal_ 11

Create difficulties for small businesseF 2

Interestingly, if we exclude the undecided and left those that have a clear stance on legally
saving taxes or paying less taxes, we will find that around 25 percent of all respondents think
that it is unacceptable to decrease taxes using various privilegesl only around 28 percent
think that it is acceptable.

For the sake of the taprofit understanding and analysig is important to study the opinion

of those who consider it acceptable fegally plan and optimize taxeésee table 1.15.1). Again,
excluding the undecided, we will find that 46 percent think that it is acceptable to save on
profit tax by using tax privileges, because it is connected with creating employment
opportunities for people with disabilities and the implementation of social progna in
general. Thus, it seems that the public is considerably in favor of the solution of not only
fiscal but also regulatory issues through tax legislation.
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Of those who find optimization of taxes acceptable, 24 percent explain their stance by the
inadequate high level of tax burden. Interestingly, only17 percent of those in favor of tax
optimization (or 4.8 percent of all of the respondents with a clear stance) justify decreasing
taxes as much as possible by the latter being permissible by the [ais small group
describes the competent taxpayer, who is ready to have a say in civil society and take a clear
stance.

For the same taprofit policy perspective, it is important that the great majority of the
respondents (62.6 percent; see table 1.19) is ready and find it acceptable to take on the
responsibility of calculating taxes themselves, instead of leaving the oesbility on the state

or local self government bodies, as it is done in many other countries of the world (and in
Armenia for the property tax).

The analyses of the willingness to pay taxes and attitudes toward taxes would not be complete
without the opinions of respondents on tax burden. According to 95 percent of respondents
the tax burden has a high level of impact on their daily life (see chart 21 and tables 1.27 and
1.27.1). Sixtytwo percent of the respondents think that the tax burden is heavy femall-size
businesses and 51 percent think it is heavy for meditsize businesses. Sixgix percent did

not consider it heavy for large businesses.
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I n your opinion, how heavy s the tax

m Not heavy at all m Not heavy = Heavy mVeryheavy "5 2y Qi Yy 26

For large businesses 24 12 . 15

For medium businesses 23 33 - 18

For individual entrepreneurs 17 37 - 16

For citizens, taxations of salaries 5 39 _ 7

For citizens, in everyday life |3 32 _

PERCEPTIONS ON TAX USE

Paying taxes igireatly driven by the justification of its purpose. Despite the level of awareness
on the specifics of the budget system among the respondents, the survey revealed a very
sensitive attitude of the respondents toward how the collected taxes are used (ddestd.14,
1.16,1.16.1,1.17, 1.22).

Around 61 percent of the respondents surveyed on thise of taxesaid that the government
puts tax money to personal use (Chart 22). This understating is particularly pronounced in the
Shirak, Ararat, and Gegharkuniknarzes, and less so in the Tavush marz (see cross tabulation

table 8).
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Chart 22 How does the government currently use the income generated from rtaxes?
(Multiple answers are acceptable)

Personal purposes
Army
Pension fund
Public health
Public education
Administrative expenses
Rural development
Infrastructures

52y Qi

Slightly more than half of the respondents (54.8 percent) mentioned the army as a direction

for using tax money, and 45.3 percent mentioned the Pension Fund. Public health and public
education were mentioned as directions for spending tax money by-38 pecent of the
respondent s. It is important to note here tt
answer constitute a considerable part (11.5 percent), which is a sign of a lack of education and
awareness on financial and budget issues among tbpypation.

The survey results show that awareness on the practices of tax collection and the directions of
the use of tax money can influence the willingness to pay taxes. Thus, 65.1 percent of the
respondents do not know or do not agree that the pubkervices he/she receives are actually
useful. At the same time 68.7 percent of the respondents agree that they would be willing to
pay more taxes if they saw more social or other services that are useful to the public, such as
the police, the army, and/ofree education (see table 1.17, first and fourth lines).

When asked, what percentage of the taxes are returned to the society in a form of public
services,66.1 percent of the respondents noted up to 20 percechdrt 23). Additionally,
every fifth respondent said they do not have a clear idea about the issue.
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Chart 23 Please indicate the percent of the taxes that you think the sociely gets back through
the services delivered by the state

More than 50%
50%
40%
30%
20%
10%

0%

52y Qi

When asked what thegovernment should do if more funds are needed case of a force
majeure situation,only 5.4 percent of the respondents think that the taxes should be raised
(see bart 24).
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Chart 24 If the government needs additional money in a force majeure situatiampich

would be the better option?

Taking debt from other countries
Taking debt from its people
52y Qi

Raise taxes for that particular period

Public officials should give back money taken fro
people

Spend state money in a right wa
Other

To be paid by the rich

None of the mentioned

To be paid by oligarch

Increase tax rates for big taxpayer
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The majority of those that have a similar stance are people below 40. The group of those who
are in favor of temporarily raising taxes is relatively larger in the Shirak and Aragatsotn
marzes and almost insignificant in the Ararat, Syunik, and Kotayk maszsee cross tabulation

tables 9.1, 9.2 and 9.3).

In emergency situations as a source for additional funds, the respondents suggested borrowing
from others, mostly from other countries. If the distribution of age groups is rather equal

among those who aren favor of borrowing from other countries, the share of respondents

below 33 is larger among those who are in favor of borrowing from its own people (for
example issuing state bonjig¢see cross tabulation table 9.1). In marzes, those in Syunik and
Shire&k are more in favor of borrowing from outside sources (in the Shirak marz the
respondents also agree to temporarily raise the taxes), and are against it in Gegharkunik.
Respondents in Aragatsotn and Ararat are in favor of borrowing from own people, andstno
who are against it reside in the Vayots Dzor, Tavush, and Syunik marzes.

Al ong with those

t hat

answered Adonot

stance on finding funds for the solution of public issues constitute 55 percent, whitiowwd

be
t he

considered
responses),

as a
t he

ser i

ously worrisome i
respondents have

i.e. the money that has not been spent efficiently, should be reted.

ment i

knowo

ndi
o

The demographic analysis of those that are in favor of borrowing (62 percent of all
respondents) instead of raising taxes shows (see cross tabulation tailgstiat:

- 34.3percent live in rural areas;
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- 76.3percent have no higher education (those with higher levels of education are less
prone to be in favor of borrowing);

- 64.0percent are female (59 percent of all respondents are female);
- A great majority,56.5percent, are above 40.

Only a half of a percent of the respondents thoughfi nat i o n al in aforceanajeucen 0
situation is acceptable.

THE BELIEF OF THE IMPORTANCE OF PAYING TAXES AND ACTIONS THE
TAXPAYERS WOULD TAKE

The respondents were asked if they were proud to be paying taxes. The resilthe research
(see tables 1.16, 1.16.1, 1.17, 1.26, 1.26.1, 1.29, and talesflcross tabulation table 11)
show that that the feeling of pride is directly connected with the level of trust toward the
state and local self government institutions irthe country. The respondents with no
hesitation made suggestions on what they would do for people to trust and start paying taxes
willingly and voluntarily.

Thirty -five percent of the respondents gave a positive answer when askehay were proud

to bepaying taxesFifty-ei ght point three percent respond
the taxes do not serve their purpose or they do not know what purpose the taxes savar

24). Thirty-five percent is a large cohort, and these people can signiiitya change the
perceptions of the role of taxes and improve tax collection, if the issue of fairness that was
raised multiple times during the survey is solved.

Chart 25 Are you proud to pay taxes?

b2 060SOFdzaS L R2y Qi {y26 @Ki LszNJ.JQéOS R:
they actually serve

Yes, because | fuffill my civil dutieS I 25

b2 06S0Fdza8S GKS& R2lyQid asSNS (KSAN LizNLE

Yes, because this way public problems a
solved - 10

52y Qi |1Y2&

Other F 1

Among the 35 percent of respondents who gave a positive answer, 10 percent showed a clear
and complete understanding and assessment of the purpose of taxes. This cohort explained
their positive response by saying public issues are solved through taxes.eadjraphic
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analysis of the cohort (see tables 3 and 4 of cross tabulation table 12 and tabl®flcross
tabulation table 11) shows:

- They are mostly young, with more respondents falling in the below 33 age group.
The majority of those who gave a negativesponse, on the other hand, are middle
aged,;

- They mostly do not have higher education;

- The proud taxpayers mostly live in rural area$heir number is twice as high as the
proud taxpayers living in other urban areas and is 20 percent higher than the
Yerevan inhabitants;

- The highest percent of the proud taxpayers reside in Aragatsofallowed by
Armavir; the lowest percent is recorded in the Lori and Kotayk marzes. On the
other hand, the highest percentage of those who negatively responded to the
guestion on pride reside in the Syunik, Vayots Dzor, and Ararat marzes.

In summary of this section, the respondents do not consider paying taxes dignifying or noble.
The main reasons are the inefficient use of the funds and unfair distribution (see above: the
answers to the question on the efficient use of revenue from the collected taxes).

Moreover, the respondents are willing to accept a more complex tax system, but only if it is
fairer. Forty-seven point five percent of the respondents agree with this point of view, which
is 1.5 times higher than those who do not agree with the point of we(see table 1.17). Thus,
promoting transparency and raising awareness should be a priority.

Trust and what to do to improve tax collection

As the perceptions of the population are anchored in the institution of trust, a separate
guestion tried to revelwhat the level of trust is among the population (see table 1.26, tables
1-3 of the cross tabulation table 13, and tables51of the cross tabulation table 14). The
general result is that the public shows little trust toward state institutions.

The answer il neither trust , nor di st abaus t O
the tax sernmowe shaRed uosed mteaKOA opti ons wer e
asked about customs and tax services.

The respondents fully or somewhat trusthe local self government bodies and the
Ombudsmen, while the National Assembly, the government, and the president seldom got
unconditional trust. This perception may be connected with the expectations from these
institutions to change tax policies.
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Chart 26. To what extent do you trust the following institutions?

m Fully trust Somewhat trust Neither trust, nor distrust
Somewhat distrust m Fully distrust 52y Q0 1y2#6

Ombutsman 30 21 10 E s I
President 20 14 13 _2'
Constitutional Court 21 18 14 _ 7 I
Judisciary system 24 17 14 _4|
Tax Service 21 22 1 E |
Government 18 14 17 _2|
National Assembly 16 15 18 _ZI
Ministry of Finance 14 21 15 T 2 |
Customs System@ 14 21 s EE s |

The low level of trust toward the Ministry of Finance may be connected with a lack of
awareness and a lack of understanding of its key functions, as we already discussed above.

Data analyses by marz and demographic breakdown of the respondents show that the level of
trust toward tax authority in comparison to the country mean is lower in Syunik and Vayots
Dzor, and is the highest in the Gegharkunik and Lori marzes. The findingere the same for

the custom services and the Ministry of Finance.

The | evel of distrust in these Afinancial o
than Yerevan and rural communities. The respondents in the rural communities were more
accepting toward these institutions.

In summary of this section, the level of trust toward financiatax institutions is not high in
Armenia, and is lower than the average among other institutions. The respondents understand
the role of the Ministry of Finane, the government in general, and the National Assembly as
an institution setting tax policy, and from that perspective, these institutions did not receive
significant public trust. From the fiscal federalism perspective, the relatively higher trust level
toward the local self government has opened an interesting horizon. It may be explained by
the assumption that the respondents deal with local taxes, they experience and hear about
taxes when paying property and land tax, and the local self government baglyne of the
most trusted institutions. All conditions equal, it means that if the rules and regulations of tax
collection are better followed by the self government bodies then the tax collection there
would be more efficient.

What to do to improve taxcollection:t he questi on asked dAlf you
position in a state agency, which would be your three primary actions to stop people from
avoiding taxes and have them follow tax | aws
to improve tax collection the respondents would first cut the number of tax types in Armenia.
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Sixty point one percent of the respondents chose this answer (see Chart 27, tables 1.16, 1.16.1,
1.17, cross tabulation table 15, and cross tabulation table 7).

Chart 27. If you were on a decision maker positioin a state agency, which would be your
three primary actions?

| would decrease the number of taxe_ 60

| would decrease tax rates [ NG 46

| would make the texts of tax laws more simple— 30
and more clear

I would tighten the penalties for tax violations [N 23

| would introduce tax privileges for business_ 21
activity of tax payers

I would introduce a simple system of ta
administration - 18

| would improve the competency level of tax
servants B 15

| would decrease the frequency of legislation

amendments 12

52y Qi |1yes

Other F 3

Decreasing tax rates (45.9 percent) and simplifying the texts of the tax laws (29.5 percent)
came in second and third, respectively. The latter was more supported by young and middle
aged respondents.

Other suggestions include tightening sanctions for Vators and introducing tax privileges for
the business activities of the taxpayers (suggested by young and middkd respondents).
Those who are interested in working for the tax authority suggested improving the level of
professional preparedness ofdttax service employees as an important step.

Comparison of these answers with the opinions already discussed, one can confidently state
the importance of the convenience and simplicity of paying taxes. Thus, 66.6 percent think
that people would be willing to pay taxes if it was less complicated and trnensuming.

The following findings on the tax-profit perceptions are particularly noteworthy (see table
1.17):

-People are ready to accept more complex tax legislation if it leads to a fair tax system
and ociety;

-The respondents want to see more predictable tax laws. Siatye point nine percent
said that the tax system in Armenia is not predictable and they cannot correctly predict what
their tax burden the following year will be;
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-From the distribution of the tax burden perspective, the respondents believe in the
importance of not only fair horizontal tax administration, but also vertical fairness. Eighty
point seven percent of respondents believe that the government should tax the wealthy more,
thus promoting social justice in the society;

-The question Als the application of a u
answer for 20.5 percent of the respondents. However, 72.3 percent found a unified tax code
necessary.

This section of the anigtical report presented the perception of the household survey
respondents. The next section of the report discusses tax perceptions of the businesses and
individual entrepreneurs operating in Armenia.
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PART TWO: TAX PERCEPTIONS ANDNG ORGANIZATIONS AND
INDIVIDUAL ENTREPRENEURS

ENTREPRENEURSHIP AND TAXATION

Currently, Armenian taxes arecreated and registered by businesses as a result of their
economic activity. Armenia does not have natural resources or otlamilable resources that

would allow for the creation of a public budget without collecting taxes, or keeping the rates

of the taxes significantly lower. The Constitution states that all natural persons and
Acorporativeo nat ur ahas prganizatonss are respohsile for payeng k n
taxes. From that perspective it is important to note that the efforts of the business taxpayers
play a key role, especially considering the country context. Other segments serve this key
sector by carrying otiother roles.

There is a difference when it comes to natural persorm the one hand there are gssive
natural persons, such as hired workers, people who hdank savings, or have their property
available for rent. On the other hand,there areactive natural personsvho take the initiative
andrisk by making personal investments.

In Armenia the business taxpayer is mainlthe direct tax payer(see table 2.1). Ninefsix
point eight percent of the business taxpayers deal with income tax, only 23.3cpet deal
with the VAT, and 5.8 with excise tax. Seventy point five percent of the taxpayers deal with
non-standard tax regimes, an83 percent deal with the standard profit tax.
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Chart 28 Which of the following types of taxes are paid by your business?

mYes m No Don't know
Income tax 2
Turnover tax 42 4
Property tax 65 3
Profit tax 64 3
VAT 74 3
Land tax 74 3
Patent fees 81 5
State duty 84 4
Fixed fees 84 5
OYPBANRYYSYyGlf FyR 91 ‘ 4
Excise tax 92 3

Other 98

We analyzed the structure of the taxpayers separately, first without including individual
entrepreneurs, and then without the norcommercial organizations. Looking at only the
organizations one can see (cross tabulation table 1) that 53 percent of #uall persons
registered in Armeniadeal with standard profit tax, 39.6 percent deal with the VATand the
percentage of those who work with norstandard tax regimes remains the same.

Looking only at the commercial legal persons, one can see (cross taionlaable 2)that 58.1
percent of the businesses deal with profit tax, and 42.7 percent work with the VAT. The
number of those paying environmental fees is 2.5 times as high.

The Armenian tax legislation has differentegulations depending on the size dlie taxpayer.
Seventy one point eight percent of the entrepreneur respondents negatively evaluated the tax
legislative and administrative efforts implemented by the government of the Republic of
Armenia over the past few yearg¢see tablel.12) The aim ofthis analysis is based on the
extensive survey results to reveal theperception of businessen taxes, easiness and
willingness to pay taxes, and their understanding of the problems in the tax system as well as
possible solutions.

DESCRIPTION OF THE AXPAYING BUSINESS COMMUNITY

Of the 400 respondent251 areindividual entrepreneurs. At the same time, 78.8 percent of
the owners (participant,, or fAsharehol der 0)
This research showed that the individuakntrepreneurs tend not to join various unions and
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associations. Limited Liability companies constitut28.3 percent of the taxpaying businesses
(75.8 percent of the organizations, see taldle3).

Chart 29 What is the organizationallegal status/form o§our business?
Individual entrepreneur 63

Limited liability company 28

Closed joint stock companyll 2

Fund I 2
SNCO I 2
NGO |1
CNCOIJ 1

Condominium | 1
Production cooperative | 1

Open joint-stock company | 1

Ninety-one percent of the business taxpayers have chosen the simplest statuses. One can
assume that the choice of the simple status is driven not only by the historical tradition of
finding a solution independently, but also by the willig n e s s to 8hovo 6ffb, and not
wanting to complicate the management system by corporate style management. Both of these
require more accountability. In the case of the limited liability companies, recordkeeping by

the participants (stakeholders) are lessrictly regulated. The reasoning behind the large
number of natural persons among the segment of the organizations who work with the
simplest tax forms requires further research, particularly because in comparison with the legal
entities, natural personsassume unlimited property liability. The popularity of individual
entrepreneurship can possibly be explained d
the tax inspectors; few accounting requirements; generally few reporting requirements; and
thedesire Ato start from small .o It is import
countries, no legislation in Armenia requires changing the status of the business from natural

to legal person if the production volumes or the number of employaesches a certain level.

Fifty-two point five percent of the taxpaying businesses in Armeniaee table 1.2) have
started their business recently, and have been operating no more than three years. Only 20
percent have been in business for more than 15 years. The percentage of the foreigners
(natural persons or organizations) is very low among tlesvners of the business taxpayers,
only 1.5 percent.This percentage is very low among organizations as well, at four percent (see
chart 1.4). In general, the number of foreign businesses are very low in Armenia.
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Chart 3Q Who is the biggest shareholder/pticipant of your business?

I am an individual entrepreneur — 63

Physical person from Armenia 29
Non-commercial - 6

A foreign organization I 1

Physical person from abroad| 1

Another Armenian organization | 1

In Armenia it is more common for natural persons rather than other organizations to establish
organizations The main owners (participants) of business tax paying organizations 78.8
percent of the time are natural persons arwhly 21.6 percent are organizations. This should
be a signal for the tax and revenue policy makers: to take into consideration the users and the
structure of the founders when developing tax regimes, thresholds, and other tools.

Six point three percent ofthe business taxpayers are subsidiary companies founded by-non
commercial organizations.This small number may be explained by the fact that the Civil
Code of the RA allows only limited types of legal nenommercial organizations (foundations,
for example)to directly provide services or be involved in trade. The law requires for those
services to be provided by the subsidiary legal entity of the reommercial organization.
Thus, the number of taxpayers is artificially increased. Later in the report onencsee,
however, that these organizations tend to be tax compliant.

Forty-nine percent of the business taxpayers are engaged in trade (see table 1.5). Only 7.8
percent of the busimess taxpayers are involved witimanufacturing. Later in the report we
separgely present tax compliance indicators for the organizations in trade, manufacturing,
and other job spheres, such as services

Business taxpayers do not follow corporate governance regulations (see tables 1.6 and 1.7).
Twelve point five percent do not knomwh at fcor por ati veThayare Bot nan
familiar with the concept of shared authority between shareholders and managers as well
asthe role of the board of directors and other collegial bodies, including the role of audit
commissions, etc. It igpeculiar that five years ago the Government of Armenia approved a
corporative governance code in compliance with international standards and comprehensive
Armenian, and encouraged the business community to use it. If we exclude individual
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entrepreneurs whoare less likely to use the corporate governance systemly 18.1 percent of

the business taxpayers follow corporative governance regulatidihss important to note here

that tax compliance levels are higher in the countries where the businesses folbmnporative
governance regulations. This report reviews in detail the situation of corporate governance in
Armenia, and what role it plays in tax compliance. There have been some positive
developments in the structure of business taxpayers if we considee separation of the
business owner/shareholder and manag&ubsequently, people have started valuing the role

of the experienced director or manager moresven in the cases where the owner of the
organizaton is one person. As a resulthe share of the business owner/shareholders among
the business taxpayer organizations is 47.1 percent. The share of those with experienced
managers is 52.9 percent. Tax administrators generally tend to agree that the separation of
these two levels crea&s an opportunity, equal conditions provided, to discuss the issue of tax
compliance as well as creates another chance for the tax authority to develop cooperation
with the whole corporation.

Cross tabulation reveals (see cross tabulation tables53 6 and 7, as well as cross tabulation
tables 816):

0 Among the surveyed businesses).9 percent of the time one of the main shareholders
is also the executive director.

0 Having a separate, noghareholder, experienced executive director or a manager is
more common among the jointstock companies than among the limited liability
companies.

o0 In 454 percent ofcases t he organi zations wh o h
management are newly established organizations or ones that have no more than three
years of expaence. As this research shows (see cross tabulation table 11), corporative
management experience is gained in four to six years. It is not coincidental then that
the organizations with experienced managers are familiar with the corporate
governance systemtwice as muchas the average business taxpayer (see cross
tabulation table 16).

o0 A similar governance system is chosen in the following spheres: agriculture, forestry
and fishing, education, art, entertainment and recreation, and real estate.

o Corporative governance is more or$s common in closed joirstockcompanies. Fifty
seven percent of these companies say that they have a iesthblished corporate
governance system. Only 10gocent of the limited liability companies knew about the
corporate governance system. State n@mommercial organizations (SNCO) were better
informed about the corporate managements systems than Community fummmercial
organizations (CNCO) that had no knowledge of the system. The level of corporative
knowledge was stprisingly low in open joint-stock companies and foundations.
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o Knowledge of corporate governance is not related to having a foreign main
shareholder or external economic activity.

o0 The breakdown by the type of activity shows that (see cross tabulatioblés 6-11):

A Corporate governance is as common among the companies working in
manufacturing as in the fiaverageo busi

A Corporate culture is significantly lower than the average in trade (2 percent,
while the average is 6.8 and it is 6.5 percent amoiige manufacturers).
Corporate culture is higher among financial and insurance spheres (it is also
required by law for these types of organizations), transportation and
communications, education, and real estate.

o The corporategovernance system is more ctateristic, is better understood, and used
after four to six years of business activity.

Business taxpayers do not tend to join professional unions or associationsy 4.3 percent
areinvolved in a similar horizontal cooperation (see tables 1.8, 1.9ah10). Moreover, only

1 percent are members of a professional union, and the rest are members of industry unions.
This tendency can be explained by the newness of cooperation among the taxpaying
businesses. Thirty five point five percent of the businessaxpayers do not know whether
those unions can influence improvement of tax policies and tax administration, and another
47.5 percent do not believe that such influence is possible. Only 17 percent believe that such
influence is possible.

Analysis of he organizations that are members of unions reveals the following characteristics
(see cross tabulation tables 22):

- They become members of associations mainly in thel@" year of their business
activity;

- Limited liability companies and nonprofit organizations are more prone to becoming
members of unions or associations;

- Subsidiary companies, i.e. companies founded by other companies, are more often

by

ffassoci ated; o

- The breakdown by the type of the businasactivity shows that trade organizations do
not tend to join associations, while companies in mining, transportation and
communications, and education tend to join associations and unions more.

- In comparison to the average business, associated compaasssss the tax burden to
be heavier, particularly direct taxes, and would like to see the rates of these taxes
decreased.
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For the business taxpayers, tax inspection is the main source of information on tax legislation
and the tax system in general (seble 5.1). Interestingly, businesses receive more
information from each other than from mass media.

PERCEPTIONS OF THE BUSINESS TAXPAYERS ON THE TAX AUTHORITY AND THE
SERVICES IT PROVIDES

Among the most common answers among the business taxpayerarddgg the mission and
main goals of the tax authority was to ATr
public servanto (see table 4.1). Looking at
according to the business taxpayers, the missiontioé tax authority should beA Col | e c t
much taxes as t heThdssndmpasia peception r@darflingrthe migsion

of the tax authority is that it shoul d AAs:

|l egi sl ation. o

Chart 31 Which of the following definitions do you think should serve as the main goal of a
tax authority ?(Multiple answers are acceptable)

T oublc comant a_ 51
exemplary public servant
Collect as much taxes as the business can aﬁ_ 37
Assist tax payers to calculate taxes according _ 36
the legislation
Effectively expend the government mone_ 24
Implement strict control of tax payers - 11

Fulfill the tax plan at any cost- 10

Don't know 3

The business taxpayers thus think that if they had the opportunity to make decisions instead
of the government to ensure tax compliance, they would implement the following three

actions, prioritizing (see charb):
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- AWoul d d e cr e a sleis itmpoxant rtoa ok sthato this answer is
proportionate here, and corresponds with the answers to the question on Laffer
curve (see table 4.5), where 80 percent of the business taxpayers are certain that
the budget will receive more revenue if the government de@ses tax rates.

- The number of taxes should be decreased
- The text of the tax legislation should be made simpler and clearer.

Chart 32 If you were on a decision maker position in a state agency, which would be your
three primary actions {Multiple answers are accepitable)

| would decrease tax rates 48

| would decrease the number of taxe 44

| would make the texts of tax laws more simpl
and more clear
I would introduce a simple system of ta
administration
I would introduce tax privileges for busines

44

activity of tax payers 25
| would decrease the frequency of legislatio 23
amendments
| would improve the competency level of tax 12
servants

| would tighten the penalties for tax violations
Other

Don't know

Interestingly, entrepreneurs establishing privileges for businesses if they had decision making
power is only the fifth by popularity.

The respondents posively rated tax authorities oninforming business taxpayers about the
changes occurring in the tax systems and regulatiomg8oreover, the most common sources of
information are the fATaxpayer assistance
i nspector whom |I know or who provides servi

49

C €
c



Tax Perceptions in Armenia | Survey Findings

Chart 33 What are your main sources of receiving information about the changes in tax
system/procedures@Multiple answers are acceptable)

Directly the tax bodies 48

Other persons/businesses

The website of the Tax Servic

TV, radio

Electronic media

Official bulletins

Printed sources
Social networks (Facebook, Linkedin, Twitte

Consultancy companies

None of the above | 2

Don't know 2

Public agencies involved in protection of rightsli 2
RA |1
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Chart 34, What is the preferable and most reliable way of receiving information from a tax
body?(Multiple answersare acceptable)

Visits to the tax payer service center 37

Phone call to the tax inspector whom | kno

or who provides service 33
Visits to websites taxservice.am or 32
customs.am
Other
Hot line
Don't know
Call center

Written inquiry to the SRC to receive a
official clarification

RA 2

Written inquiry to the SRC to receiv
explanation

Written inquiry to the RA Ministry of Finance
to receive explanation (opinion)

The analysis (see cross tabulation table 23 and tables 5.2 and 3.8) reveals that the businesses
that prefer to receive information over the phone from a tax inspector they know still do not
consider that connection with the tax inspectois helpful for tax inspection. They would like

to have that connection without the tax inspection.

The enterprise survey contained three questions regarding the services tax authority provides
to business taxpayersee tables 5.3, 5.4 and 5.5):

o0 The level of usefulness of the information and electronic services.

o Other type of services that are not directly connected with the calculation and
collection of taxes and other information.

0 A demand for new services.

The survey did not cover all the services provided by the tax authority. For the business
taxpayers the most preferential service provided by the tax authority is the electronic system
for report submission.In general, at least 56 percent of the businesseere in favor of the
listed services provided by the tax authority, which is an important indicatolit means that
the business taxpayers tend to use modern technologies in their interaction with the tax
authorities, which could decrease administrativeosts.
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One of the welkknown, yet least favorite of the informationelectronic services is the hot
line.

Around 30 percent of the business taxpayers are not well aware of the following services: the
E-invoicing system, RA tax payers search system, thetsgsof registration of law abiding tax
payers, and the online notification system. This may be explained by the fact that these
services are new and not mandatory.

Chart 35. How would you assess the following services delivered by the RA Tax Service?

m Very useful Useful Useless m Completely useless = Don't know mRA
Electronic system of submitting the report 45 7% 15 |
Tax calendar 42 71 25 |
System of writing out the tax accounts 37 7% 33 |
Hot line 44 10 21 |
RA tax payers search syste 35 9 l'| 34 |
Call center 44 9 24 |
Email delivery system 43 6 & 29 |
System of registration of law abiding tax payer 40 7 E 32 |
Online notification system 41 8 % 30 |
Online correspondence syste 40 70 32 |

Surprisingly, the businesses are neutral when it comes to demanding new servkiftyg-three
point three percent of the business taxpayers do not know what type of new services to
suggest or demand from the tax authoritysimilarly, one third of the busiresses do not know
whether provision of the nonprofessional services such as control over currency regulation
and law provisions, mplementation of preliminary investigation and probe, ontrol over
involvement in entrepreneural activity without state regigation and/or without a license
etc. contribute to the improvement of the public confidence towards thiax authority.
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Chart 36. To what extent the delivery of the following services by the SRC contributes to the
improvement of the public confidencaowards the main goal of the SRC

m Fully contributes L Contributes
Neither contributesnor R 2 S &ghtiiute = Does not contribute
m Does not contribute at all Don't know

Control of buisness activity without registration or
license (illegal activity) _ 2 e . 2

Application of accounting software. 24 19 6 e 31
Control over currency legal provision' 17 16 11 32

Mol . ¢ orelimi , _—
mplementation o prrgargnglenary investigation and . . 29 1 31

Application of cash transaction IimitF 19 22 9 33

The research shows that the business taxpayers do not think the tax authority should be
responsible for the pplication of cash transactiodimits. At the same time, the respondents

were more or less accepting that theax authority controls illegal business activity. In
summary, the question on the fAadditional ser
to answer.

To summarizethe business taxpayers are not very much concerned about the functions of the

tax authority, and think that the paradigmdeveloped here should not be changeéis a proof,

the main answer is fAiWe do not want any new ¢
gual ity and fairness of the services it prov
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Chart 37. What new services do you think should be delivered by the SRC?

Don't know 53

No need for new services, let them provide

existing services with justice and high qualit

Make information easily accessible and bette
spread

No suggestions
Will cut tax rates (eliminate taxes altogether)

Simplify the system and the laws

Grant privileges for and support new and smal

and medium businesses 3
RA 2
Other 3
Close down that committee § 1
Increase electronic servicesi 1

BUSI NESS TAXPAYERSS®G PERCEPTI ONS ON THE
PRIVILEGES, AND ITS IMPACT ON THEM

The survey asked whether the businesses are engaged in discussions of the changes in tax
legislation. The business taxpayers are not directly engaged in the discussions, and are not

involved in these discussions through an industry or a professional (see tables 1.10 and 1.11).
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Chart 38 To what extent the economic entities are involved in discussionsmtiatives
projecting amendments in the tax legislation?

52
22 20
6
L :
They are not  They are involved They are involved  Don't know Refuse to answer
involved but are unable to and are able to
influence influence

Only six percent of the business taxpayers think that they are involved and can influence the
discussions on tax initiatives. Seventeen percent of the respondents think that the unions and
assoaitions can play a role in the improvement of tax policy and tax administration (see table

1.8 and 1.9).

Seventy one point eight percent of the business taxpayers negatively assess the measures
implemented by the Government of the RA in the recent yeam the sphere of tax legislation

and tax administrationas they pertain to the impact on businesses and business environment
(see table 1.12). This opinion can partially be connected with the lack of awareness and/or
lack of analytical resource and culturdn particular, few businesses are integrated in industry
unions and do not have joint research resource centers and institutions implementing projects

directed specifically at taxpayers.

From that perspective, the analysis (see cross tabulation taB#e80) shows that:

o Joint-stock companies and State Ne@ommercial organizations are more positive
toward the government efforts within the sphere of tax legislation and tax
administration, while NGOs manufacturing cooperatives and individual entrepreneurs
are more negative.
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o Organizations, which have another organization as a main shareholder, are more
positive toward the government efforts in sphere of tax legislation and tax
administration, while organizations where the shareholder is a natural person arere
critical.

o Negative opinion about the government policy is lower in the organizations that
practice corporate governance systems and regulatiome perception is twice as
more negative among the organization that do not know what it means. Similarke
perception is less negative (61.3 percent versus the 71.8 percent noted above) in the
organizations that have an experienced executive director who is not a
shareholder/participant (see cross tabulation table 31).

0 Analysis of the cohort of the taxpgers that have acquired accounting and taxes
training shows that in comparison to the average taxpayer, this cohort rates
government policies more posvely at 32.1 percent versus the average of 21 percent
(see cross tabulation table 27).

o Those who are engaged in external economic activity (impeakport), particularly
those involved in export,are more positive toward the government policies than those
that operate only in Armenia.

0 Analysis by the type of activity shows that:

A Business tapayers in manufacturing are more positive toward government
policies(32.3 percent positive versus the average 20.5 percent).

A Those involved in trade assess the government legislative efforts lower than the
average. The percentage of positive answer$as3 percent.

Which taxes do the businesses pay#ty-six percent of the business taxpayers encounter
property tax and 54.5 percent encounter turnover taXhe majority of the business taxpayers
(70.5 percent) encounter norstandard (alternative) tax rgimes. Thirty -three percent pay
profit tax and 23.3 percent pay VAT. Ninefsix point eight percent pay income tax. Thus,
direct and property tax payers are predominant (see table 2.1, chart 1).

According to the 4050 percent of business taxpayers, thextaurden is heavy or very heavy.
Note that the opinion is twice more negative among the households (see Section 1, table 1.27
and here, Section 2, table 2.2 of this report).
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Chart 39 How would you characterizecurrent tax burdenby the following types of taxes:

Not heavy at all m Not heavy = Neutral mHeavy mVery heavy = Don't know

13
15

Patent fees |4 27 37

28

Interestingly, on the question concerning the heaviness of the tax burden, the business
taxpayers had more clear answers about income tax, and had more difficulties in assessing
VAT and license feeslt may be explained by the direct impact ahe income tax. Income tax

is the heaviest tax for the business taxpayers. It may be connected with the integration of the
social security payments which started in early 2013, and to some extent initiation of the
mandatory cumulative pension payments,lwi ch peopl e of-t mmo me etwa»x.s¢

The analysis of the question concerning the tax burden by the type of the business activity
(see cross tabulation table 3234) shows:

A Business taxpayers in manufacturing in general are less critical of the burden,
compared to the average business taxpay€his is particularly true in the case of the
VAT and income tax, but in the case of the profit tax their assessment is more critical
than average (41.9 percent views profit tax burden heavy or veryalg compared to
the average 41 percent).

A Those in trade significantly differ from the businesses in manufacturing in regards
totheir assessment of the tax burden as
particularly true in the case of the turnovertax and income tax (accumulative
percentage of heavy and very heavy tax burden is 65.3 percent and 72 percent
respectively, compared with 43 percent and 58 percent among the average business
taxpayers, and 38.7 percent and 54.9 percent of the manufactubnoginesses).
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A Organizations that have hired an executive director (instead of one of the
shareholders/participants occupying that position) are less critical of the profit tax. At
the same timethe experienced managers find that the tax burden is heawythe case
of the income tax and VAT.

Again, the respondents found it difficult to answer the question dmow the tax rates should

be changedn the case of the VAT and license payments (see table 2.3). Those in favor of
decreasing tax rates two to threemes overweigh those who think they should remain the
same.The current rates of the profit tax were found the most favorable among the business
taxpayers. Moreover, some suggested the rates should be raised.

Income tax has received the highest companati rate, as 76 percent of the respondents
wanted to decrease itPerceptions on the income tax rate may change over times the
perceptions may be driven by the two reasons described in the previous paragraph. It may
also be connected with the fact thathie corporate governance system is not common.
Armenians, including the businesses, tend to work by themselves, and there is a significant
number of individuals among business taxpayers which makes the income tax more
influential.

The analysis of this question by the type of activitysee cross tabulation tables 3537)
showed that:

A The business taxpayers in manufacturing are less outspoken when it comes to
decreasing tax rates, especially in the case of turnover tax. At the séime, the
taxpayers in manufacturing would like to see a decrease in the profit tax rates more
than other taxes.

A Those in trade, more than other businesses in the case of the turnover tax, would like
to see a rate decrease (68.9 percent compared to tlezage 67 percent).

A In organisaitonswhere the business is rurby professional executive directar (vs.
directorship by one ofshareholdes), the attitude towards decreasing profit tax rate is
softer (less demanding)nearwhile, theseprofessional managerare more demanding
(compared to other businessmen) regarding lower income tax rates.

The impact of privileges is one of the components of the general tax burd@ner a decade

the government of Armenia is leading a consistepblicy not to expand them.Today these
privileges are established to address social issues, economic needs and other purfloses.
majority of the business taxpayers are not aware of the existing tax privile(ge table?.4).
Based on the finding that only9.8 percent of the busnesses consider these tax privileges
effective, one can assume that the system is not attractive, and the businesses are not
interested in them. Its low impact can be explained by uneven competition and the volume of
the shadow economy.
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Analysis of thequestion on taxprivilegesby the type of businesgsee cross tabulation tables
38- 40) showed that:

A Compared to the average business taxpayer in Armenia, experienced managers are less
critical of the tax privilege system.

A Business taxpayers in thmanufacturing sphereconsiderthe existing taxexemptions
more positively than the average business taxpayeis assess the tax exemptions,
heffectived or Ano | mpa@Xloperam siwtleerbasinesse r e
taxpayers in manufacturingompared to 23 percent of all business taxpayers.

A Business taxpayers in the sphere of trade are significantly more dissatisfied with the
system of tax privileges, with only 17.38

Chart 40 How would you characterize the existing tax benefit system?

m Effective m With no impact m Ineffective | even don't know that it exists= Don't know

All enterpreneurs 46 11

Trade 54 12

=
(o)

Manufacturing 39 6

This may explain whyone third of the businesses suggest not establishing new privileges and
even decreasing the existing on¢see table 2.5).
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Chart4l Do you t hi n kchange@?(% in & 23%aoswersdof qiestiom2.4)

Leave unchanged 55

Expand the scope of tax benefits to promot- 17
the priority sectors and trends
Narrow down the scope of the tax benefits

to ensure additional tax incomes for the m 16
adl 4SS o0dzR3ISEG FyR SYSyli FRRAGAZ2YI

Don't know 8

Other F 4

Around 60 percent of the business taxpayers note the importance of adopting a tax code (see
table 2.6). However, around one third do not find the adoption the tax code important at
all.

Business taxpays want to see less frequent changes in the tax legislation to be able to
effectively plan their economic activity (see table 2.7). Around 87 percent of the business
taxpayers think that the changes should happen in one to three years of frequency, w8 4
percent think that the changes should not happen more often than three years. This answer is
connected with the implementation period of the business models; one can find more

information on this by |l ooking at Arfeeanaver
businesses (see section APROFILE OF THE BUS
part of the report and table 1. 2), with 50

operationo experience.

At the same time the surXvPRFILE O THE SUGCESSRW we d
ENTREPRE N E U Rthat therecist aimaturify age of tax perceptions among the business
taxpayers It is seven years after starting an active business operation.
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PERCEPTIONS OF THE ENTREPRENEURS REGARDING TAX COMPLIANCE

As the majority of the business taxpayers (70.5 percent) work with netandard (alternative)

tax regimes, we start the analysis of tax compliance with these tax regimes (see table 2.8). The
entrepreneurs themselves acknowledge thabn-standard (alternatve) tax regimes (license
fee, turnover tax, fixed fees) do not particularly contribute to tax complianc@nly 31.8
percent positively responded to that question. One third of those who responded positively
could not explain their stance (the same is trder those who gave a negative answer). One
third justifies it by the system being more fair and convenient, and one fourth thinks that it
makes paying taxes easier (see table 2.8.1).

Chart 42 Do you think the uncommon tax regimes now in Armenia contrilte to the tax
compliance?

38

1

Yes No Don't know Refuse to answer

Opponents of the alternative tax regimes explain a few reasons for their stance, which

include around 29 percent saying that the alternative tax regimes are inadequate and

artificial (see table 2.8.2).
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Chart43Why do you think it contributes? (%

31
29
27
10
3
Is more convenient Makes it easier to Brings money to Other Don't know
and just pay taxes the State budget
independently

Chart 44 Why do you think it doesnotc ont r i but e? (% i n fANooO
It is imitative (it is up to taxpayer) — 14
The law is flawed [N 14
Contributes to the shadow economy [l 11
Tax rates are too high [IINEG ©
The system is not legal [N ©
Hinders business developmentiiliiil 5
Other I 3
Refuse to answer JJjj 2

Don't know 32

p.

i n f

answ
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Over the recent years discussions on the impact of delegated accounting and tax consultants
(which is considered a type of tax intermediary) on tax compliance are becoming common in
tax administrations around the world. . Looking at charts 2.9 and 2.10 aran see that the
practice ofhiring an external accounting company and/or tax consultant to calculate taxes to
ensure tax compliance is at a very initial stage in Armenia.

Additional analyses (see cross tabulation tables3®) show that:

A

The

Business taxgyers hire external consultants for tax, customs, and legal issues mostly
after the seventh year of operation.

Foundations and companies (Limited Liability and Closed Joibtock), especially those
with a foreign company founder, and noftommercial companeés hire external
consultants more often. Organizations that have a natural person as a founder also
often hire external consultants. Organizations with a natural person founder also often
seek external consulting.

Analysis by the type of the activity show that businesses in the following spheres hire
external consultants: education, manufacturing, professional, scientific, and technical
activity. The demand for external consultants is low among the enterprises in trade,
construction, and transportation (eterprises in construction only somewhat use
external legal consulting).

next questi on i sapiding taxpayer? Whatoaretthte advantagegof a

tax law abidance for the business on the whole, and what are its negative consequseindhe
Ar meni an e n \JeetabkesrRelhdn@ D12, as well as the charts below):
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Chart 45 What is the biggest advantage of tax law abidance for the business on the whole?
Pay taxes and sleep caln— 37
Contribute to business growth [ 20
Reduced probability to get fined [ NEGGN 17
Develop business reputation [ 12
There is no advantage [N ©
Dontknow || 5

Other F 1

Chart 46 In your opinion, what is the most negative consequencetak compliance on the
business in general?

Reduction in business activity/clients— 25

Unfair treatment by tax authority [ 24
Reduced business incomc I 19
Unfair competition because others do not_ 13
comply
Don't know [T 10
No negative consequence Il s

Refuse to answer |l 1

Other F 1

The perceptions of the business taxpayers on the question of tax-édiance are as
follows:
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Perceptions of the advantages:

o The biggest advantage of tax compl iasoace i
mentioned smaller risks of being fined.

o Those that have a more active stance constitute around 49 percént. example, one
fifth of the entrepreneurs note that tax compliance would benefit their business
development. Only 12.5 percent considers it decency, or a way to acquire a good
reputation, and 8.8 percent simply think that there is an advantage in abigl by tax
laws.

Perceptions on the disadvantages:

o Here the number of those with an active stance is higher, around 80 perc&egative
perceptions of tax law abidance outnumber the positive perceptions 1.6 times.

0o One can conclude thatentrepreneurs a not sure whether they would be able to
control price increase, remodel the business in an appropriate manner, raise work
productivity, or not lose customers in case of tax compliancehe level of horizontal
trust is low among the business taxpayers;ethbelieve that other businesses will not
comply. There is also a lack of vertical trust towards the tax authorities, as they will
deal with the unfair and unequal treatment of the tax authority. Twentyhree point
four percent think that the tax authority hardly notices and does not encourage tax
law obedient behavior of the taxpayers.

The next open (indirect) question concerrthe role and extent of corruption in the taxpayer
tax inspector relationshipas well agts roots from both sides (see tablesl3, 2.14, 2.15, 2.16,
2.17 and 2.18).

The summary of the perceptions of the entrepreneurs concerning this sensitive question is as
follows:

A Forty-four point three percent think that the entrepreneurs pay bribes to the tax
inspector.

A There are three mairreasons for similar cases: a) A way to save money on the expense
of taxes (to increase profit); b) Becaus:¢
because the entrepreneurs will not be able to change anything or achieve positive
results if they conplain. Additionally, the business taxpayers are also concerned that
the tax inspectors will start treating them unfairly otherwise.

A The inspectors engage in bribery because
problem of corruption exists to some extent in all the spheres: there is low control,
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there are gaps in the legislation, , and the salary is not adequate. The businesses
mentt oned various steps that they can und
However, there is a significant differen:i
the businesses usually do. 06 The most comr
conclusion. o

A The businesses also expressed their opinion on why the tax inspector may refuse to
take the bribe.Only in 12.7 percent of cases the businesses said that the tax inspector
refuses to take the bribe because of the

The next dfficult and psychological question that the survey posed to the business taxpayer
was about how justifiable it is to hide taxes when possilflece table 4.2, 4.3 and 4.4). Note
that not paying taxes is criminalized in Armenia (see table 3.12).

Chart 47 How justified it is to cheat on taxes when possitie

Not justified at all
9

N W b O O N

Fully justified
Don't know
RA
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Chart 48 Do you think people cheat on taxes when possible?

Nearly everyone

Nearly no one
Don't know
RA

The summary of the main perceptions on hiding/avoiding taxes include:

o The majority of the business taxpayers, 64 percent, agree that not paying taxes should
be criminally punishable.

o Around 70 percent of the business taxpayers think that avoiding taxes is not
justifiable. Moreover, 45 percent thinks that it is not justifible at all.

When the question is brought into a real life situation, howeveaccording to the same
businesses around 40 percent of the business taxpageosd taxes when possiblét is
important to note here that this transition from 70 percent to 40gucent is smoother
than in our findings of the household survey to the same question (see section one of
this report, tables 1.8, 1.9 and charts 9 and 10).

The businesses mentioned timain reasons behind not paying or hiding taxésee table 4.4).
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Chart 49. What are the main reasons for not paying or hiding the taxe8Rultiple answers are
acceptable)

High taxes 56

Desperate financial situation

Unfair treatment of different business

Frequent changes or unclearness of ta
legislation

Complicated procedure of calculating an

paying the taxes, too much paper work

Too high fines when tax errors are made,
measures holding responsible are too stric

Others do the same

The wish to escape appearing within the focu
of the tax authorities

Difficulty or impossibility to get clear
information, clarifications from the tax body

Other
Frequency of tax inspections

Don't know

The reasons behind hiding taxes according to the business taxpayers, in descending order:
A High tax rates;
A Desperate financial situation;
A Unfair approach to different businesses.

The first two reasons coincide with the opinion of the business taxpayers that they
would I|Ii ke to see the mission of the tax a
business is capable of paying. o

On the question regarding the Laffer curvésee table 4.5), 80 percent of the business taxpayers
(opposite to the 16 percent) agree that the state budget will receive more money as a result of
lower tax rates. Comparing the results of the household survey on game question (where
76.6 percent had responded positively, see table part one, table 1488, can see that the
businesses are more certain the truthfulness of the idea expressed by the Laffer curthean

the general public
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Similarly, 81.3 percent 6 the business taxpayers think that the businesses will stop hiding
taxesand would start to cooperate with the government if the tax rates are decreased. In that
context, 87.3 percent of them considers tightening fines and sanctions in those circumstances
acceptable (see table 4.7 and 4.8). Now too, business taxpayers (64 of them versus 31.2
percent) find it acceptable that not paying taxes is criminalized (see table 3.12).

Logically connected with the last question, another question the participants wersked was

if the tax rates are decreased and additional funds are not accumulated in the state budget, or
the governmenthas a forcemajeure financial situation due to other reasons, what would be
the resources used to cover the state budget defieie table 4.6)? Fiftyfive percent of the
respondents noted that the government should borrow from other places. This included the
28 percent who said that the government should borrow from the people, and the 25 percent
who said that the government shoultdorrow from other countries.

Chart 50 If the government need's additional money in a foremajeure situation, which
would be the better option?

Taking debt from its people 28

Taking debt from other countries 27
Don't know

Spend money in a right way

Other 4
Raise taxes for that particular period 3
Let the rich pay 3
Let high-ranking official pay out of their pocket 3
Let oligarchs pay 2
Increase tax rates for big taxpayer 2

RA

Twenty percent of the business taxpayers said that they do not know how to solve that issue.

A separate analysis of the cohort of the bu
cross tabulation tables 536) shows:

1 They are not very experienced and have been operating between only one to three
years.
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T Those that ans we rmodly irfdididual éntreprieneursyand thosecthat
work in the following spheres: Water supply; sewerage, waste management and
remediation activities; trade; and other services.

Another 20 percent of the respondents note that the public money should bergpefficiently
to cover the deficit, and oligarchs and those who have higher positions should be taxed.

Comparing these findings with the perceptions of the general public (the answers of the
households discussed in the first section of this report) orencsee that the business taxpayers:

Have a more difficult time coming up with a solution to solve the state budget
deficit issue:20 percent in comparison to 18.5 percent of the general public.

- Are less willing to take on a loan from other countries fahat purpose: 27 percent
in comparison to the 36.5 percent, respectively.

- Are more careful to suggeshcreasing taxes for that periad3.5 percentcompared
to the 5.4 percent, respectively.

- Are more demanding toward the efficient spending of public mogyeand the
attitude of the oligarchs and officials holding higher posts.

A separate analysis of the businesses that are for raising taxes during difficult times shows (see
cross tabulation tables 580) that those willing to support the state in the budgetnatters
have the following characteristics:

o Newly established businesse38.5 percent have up to three years of active
business experience.

o Are mostly Close Joint stock companies and NGOs, and to some extent also
individual entrepreneurs.

o Shareholders and founders are more often n@ommercial organizations than
natural persons that are citizens of the RA.

o Are more often from the following spheres:electricity; construction;
manufacturing; and professional, scientific and technictlds. Those in trade
and service spheres are less prone.

Is optimizing and planning transactions in a certain way to reduce taxes a permissible and
acceptable practiceThe respondents found this question difficult (see table 4.9). They might
not be well informed of the experience of other countries in the sphere or the administrative
disputes and court discussions in Armenia. Subsequently, 21.3 percent of the business
taxpayers do not know whether it is acceptable to pay less tax under the law. Even those who
responded with a Ayeso or a NRNeversthielessd6.8 pedcent o t
of the business taxpayers find it acceptable to aim at paying less tax.

70



Tax Perceptions in Armenia | Survey Findings

The following are the businessesd percepti
compliance(see table 4.11).

A Around 60 percent agree that for tax compliance it is important to see public
services that benefit the public.

A Only19.8 percentsaid tat t hose that those enjoyin
taxes as everybody else does. Seveeight point eight percent think that the
tax laws are not equally enforced for all the business taxpayghis shows the
perceptions on the level of horizontal teation fairness).

A Sixty-six point two percent of the businesses are for progressive taxation
(increasing the amount of taxes that the wealthy pay.)

A Only 29 percent find what they receive for their paid taxes useful.

A Fifty percent of the businesses find thinformation on taxes in their sphere as
fully accessible.

A Seventy five point five percent of the businessdhink the tax system is
unpredictable.

A The question on corporate governance has received the highest percentage of
Adonot knowo  aimesswtaxpagers dd hot kndwuvshether an
efficiently applied governance system can influence the fair payment of taxes or
not.

A The business, with some reservations, would agree to tolerate more complex tax
laws if it contributed to fairer taxes and a fairesociety.

A Seventysix point five percent of the businesses are not in favor of the unlawful
advanced payments demanded by the tax inspectors, saying that it negatively
impacts tax compliance.

What are the solutions that would help decrease the likelihodHat taxpayers not pay their
taxes? If the business taxpayers were in the position of decision makers then (see table 4.10)
they would be more prone to decreasing the rates and numbers of the taxes. They would
make the tax laws more simple and clear bgtroducing a more simple tax administration
system. Interestingly, the business taxpayers find tax privileges for businesses less important.
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INSPECTIONS AND OTHER STEPS IN CASE OF DISPUTES

The topic of tax inspections (see tables 3.13.12) is imporant in understanding the tax
perceptions of the businesses, because during the inspections the businesses and the tax
authority directly interact.

The questions on tax inspections eveal ed the foll owing pi
perceptions on taxes:

o Over half of the business taxpayers have dealt with tax inspections over the past three
years.

ol nspection of Aunregi stered employeeso a
most common, followed by the inspections of relationships with the statedget.

o According to the business taxpayers, 85.4 percent of the inspections were within the
frames of the annual plan approved by the tax authority. At the same time, around
one-third of the inspections were appointed by the investigatoThe businesses think
that in 50 percent of the fAoutside of t
mentioned in the inspection order of the head of the tax authority.

o Only 29.5 percent of the business taxpayers consider themselves not informed about
their rights during tax inspections. Thus, the indicator of unawareness is not very high.
Exercising their rights is also on the same awareness le@ly 28.5 percent of the
business taxpayers cannot protect themselves exercising their rights.

o Negative &le effects resulting from the inspection of businesses include: the panic
that the tax inspector creates; a presumption of a guilty taxpayer from the very
beginning; formal/artificial approach; and aegligence of the content of operations are
some of he effects listed by business owners. (see table 3.7):
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Chart 51 Which of the below items are the negative sides of tax inspections for your
business

Creating panic by the tax inspecto 26

Presumption of guilt of the tax payer from

the very beginning 25

Formal approach, negligence of the conten
of operations

Mainly the lengthy, time-consuming procesSHIINEEGEGEG 22
None of the above [N 17
Don't know [ g
other I 5
RA F 1
0O Businesses also see wuseful, positive sid:¢

own mistakes and correcfifAidet heam@peCd3d on] g
relationship with tax authorities forthe futured ( 16 . 2 percent ) .

24
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Chart 52 Which of the below items are the positive sides of tax inspections for your
business?

Seeing own mistakes and correcting ther— 44

Improves the relationShip with tax bodies fOI’_ 20
future

None of the above [N 19

GwARRFYy OS¢ gAlK2dzi LISY
creates a feeling of satisfaction for the paid debts
{SSAy3a RAFTFSNBy S@I-ﬂ\fy 2y GKS O2YLI ye.

1

indicators

Don't know 10

Other I 5

Strengthens the team spirit of the staff [l 4

RAFl

Only one-fourth of the business taxpayers express disagreement during the inspectieas
tables 3.9 and 3.9.1Y heir steps, however, were not very active. Thuthe main step has been
presenting the disagreemenOnly 13.2 percent of the businesses initiated a specific tax appeal
(Commission or court)see table 3.10).

The business taxpayers are dissatisfied with the level of the discussions and solutions to the
disagreements that arise during tax inspections (see table 3.11). Thus, the business taxpayers
are to some extent only satisfied with the stage of discussing the draft inspection act (the
presentation of t he Adi sagr ee me nperseat ofdthes c u s
businesses are satisfiaglith the Appeal Commission of the SRC and Intddepartmental
Appeal Council stage, and 5.7 percent are satisfied with the court stage.
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Chart 53 How satisfied you are with the results of tax inspection? (irseale of 15, where
616 means fAFully dissatisfiedo and 656 mea
such cases )

m Fully satisfied m Satisfied Neutral
Dissatisfied m Fully dissatisfied Not applicable/No answer
Don't know
In the process of the discussion on draf
In the Appeal Commission of the SRI 8 11 64 6
In the Inter-Departmental Appeal Councill 11 69 6
During the court trial F 17 72 6

PRACTICAL PERCEPTIONS OF SOME ASPECTS OF CUSTOMS

Only 11.25 percent of the business taxpayers deal with external trédexport and import (see
table 6.1).

The survey covered: questions about drawing up custom and tax declaration forms; coding
according to the Commodity Nomenclature of External Economic Activity; dealing with
customs tariffs based on the coding; and the level of the customs payments tiirou
benchmark prices (including taxes paid at the border), as all of these aspects influence tax
perceptions (see tables 6.2, 6.3%.4).

1 Perceptions on customs involve the following: The majority of the businesses prefer to
draw up customs forms throughcustoms brokers, rather than on their own (53.9
percent versus 28.9 percent, see table 6.2). This may be connected with the necessity
of having specific professional knowledge.

1 Businesses are more prone to record the coding of goods according to the Camhtyn
Nomenclature of External Economic Activity themselves (see table 6.3). However,
around 39 percent ofespondents said that they anendecided about this question.
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Chart 54 Through what agency should the coding be done in accordance with the FHA P
(External Economic Activity Product List) classification), in terms of most efficient public
trust? (% of those, who are involved in export/import activates)

Directly through the importer 23

Not important

Commerce

Through the Chamber of_
8

Through other bodies

1 The tax perceptions concerning customs are clearer when asked about calculating
customs fees based on the benchmark pricBeventynine percent of the businesses
consider the practice of benchmark prices imperfect and 50 percent of those consider
the pradice unacceptable.Only 5.8 percent found the practice acceptable for modern
day Armenia.

TAX PERCEPTIONS OF SUCCESSFUL AND UNSUCCESSFUL BUSINESSES

Through cross tabulations of specific questions, this research aimed at revealing whether the
successfubusinesses are also obedient taxpayers. Does paying taxes in compliance with the
law contribute to the development of business plans? Do the businesses use mechanisms of tax
planning in developing and changing their business models? Do the amendmenthetax
legislation result in useful changes for the businesses, and do tax rates contribute to the
improvement of the structure of the economy? If so, in which areas? Does using external tax
and legal consulting (outsourcing or training only) and joiningprofessional or sector
associations positively impact the business and tax compliance? (See tables 7.2 7.3 and 7.1, 7.4,
and cross tabulation tables 684).

The general profile of the business taxpayers was presented in greater detail above, in the
sectioni The profile of the business taxpayers.o
taxpayers closely encounter the general public on daily basis. According to the survey results,
the main buyers of the products, work, and services of the Armenian taypes-81.3 percent

- are individuals/endusers/final consumersOnly in 15 percent of the cases were the
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consumers comprised of other organizations (see table 7H)is means that the business
taxpayers are also aware of the tax rate flexibility and tafluences in general.

Business taxpayers do not want to spend much money or do not see the importance of
training on tax and accounting topicslt may be connected with the paying capacity of the
taxpayers, the existence of the shadow economy, and thag thusinesses are more prone to
find solutions, rather than deal with the issues during tax inspections. As we discussed
previously, negative perceptions of the consequences of tax compliance are twice as much as
the positive perceptions (table 2.11 and 2)1 Additionally, 44.3 percent of the business
taxpayers think that businesses pay bribes to the tax inspector. All of these reasons hinder
development of a culture of periodically using tax and accounting trainings.

Only 13.3 percent of the businessxpayers budget for training on tax and accounting topics;
moreover, for 90 percent of them, these expenses do not exceed 250 thousand dram annually
(see table 7.1).

This finding is in line with one of the findings discussed above (see table 2.9 an®)2that
hiring external accounting firms to calculate taxes, and involving tax, customs, and legal
consultants for the purposes of tax compliance, is at an early stage of development in
Armenia. Similarly, business taxpayers are not prone to join profemssl or sector
associations.

A separate analysis of the cohort of those who use tax and accounting training shows (see
cross tabulation table 6564):

1 The businesses recognize and start budgeting for trainings starting from the seventh
year of business meration. This coincides with two other findings connected with
seven years of operation: the business taxpayers start joining associations and unions,
and they hire external tax, customs, and legal consultation. . These findings indirectly
describe thematurity age in tax perceptions of the business taxpayers, which is seven
years of active business operation.

1 They are mostly jointstock companies and neecommercial organizations, followed
by Limited Liability companies (it is logical, as the Limited Limlity company is the
most common business status in Armenia), to a lesser extent.

1 Mostly the founders/shareholders of foreign organizations and nroeommercial
organizations encourage training policies within the organizations. From this
perspective, thepicture is similar to the business taxpayers who are prone to external
tax, customs, and legal consulting (see cross tabulation table23149). Armenian
organizations that have established subsidiaries also see the necessity of trainings.
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1 Businessg in the following spheres of operation budget for tax and accounting
training services: manufacturing, including electricity and construction; public
administration and defense; administrative activity; and culture and entertainment.

For this report,successful taxpayei@e considered those organizations that from a perspective
of sustainability in the upcoming three years foresee at least stable situation, or good or very
good prospects. These businesses constitute 42 percent of the total. The shdh®se that
foresee bad prospects is lowér38 percent. About 20 percent cannot assess the prospects or
do not know. This means that the entrepreneurs

- Find it difficult to do interim predictions T one in every five respondents.

- However, in general thg are more positive than negative about the upcoming three
years (the survey was conducted in NovembBecember of 2013). The feeling of
optimism is with reservations, because around 51 percent evaluated their financial year
of 2013 as s eedableser.2 &.8)dthagiswhileé the shaze of successful
taxpayers was over fifty percent in 2013, the share of those that predict staying
successful in the next three years decreases.

Chart 55 How would you characterize the activity of yourcompany/business in the previous
year/ over the next three yeal®
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The profile of successful business taxpayers is the followiisge cross tabulation tables 65
66 and 6988, and for the predictions on prospects, see cross tabulation tableS9Band 93
112).
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Optimists are mostly equally distributed among the new and old entrepreneurs, with a
slight shift towards those that have seven and more years of experience.

The share of the joint stock companies is dominating in the cohort of successful
businessesjn comparison to the individual entrepreneurs and Limited Liability
companies. The share of the successful taxpayers is also higher among the state non
commercial organizations and foundationsee cross tabulation table 66). The share of
the individual entrepreneurs is higher among the unsuccessful businesses.

Organizations with foreign shareholder/participant organization or nenommercial
organizations are also doing well (see cross tabulation table 67).

The successful businesses are not only succigskfit optimistic in the following
spheres: mining; professional, scientific and technical activities; and healthcare.

The successful taxpayers in comparison to the average business taxpayer are more in
favor of adopting a tax code in the next two to fivgears. Around 61 percent want to
see the tax code adopted in the next two years (see cross tabulation table 69).

The successful taxpayers whom ask for tax privileges less frequently are more in favor
of not changing the existing privileges.

The successi cohort in comparison to the average business taxpayer are slightly more
positive (35.7 percent in comparison to 31.8 percent, see table 2.8 of this section, and
cross tabulation table 85) that the nestandard tax regimes currently operating in
Armenia (turnover tax, patent fee, fixed fee) contribute to tax compliance.

Successful taxpayers are more likely to be skeptical about the advantages of tax law
obedienceand whether it contributes to business development. The opinion that there

is no advantages in tax compliance, that it is a responsibility established by the law
which needs to be followed to avoid problems for the business is more common
among this cohat (see cross tabulation table 72). They are even less than the average
in favor of the statement Apay taxes and

The successful businesses believe more in fairness and agree to be penalized for not
paying taxes (in comparison to the axegge 64 percent, 71.4 percent of the successful
taxpayers think it is fair).Interestingly, however, they are usually more prone risking

and under the law paying less in tax (in comparison to the 46.5 of the average
taxpayer, 48.2 percent consider it accaple).

Among the primary reasons for hiding taxes, in comparison to the average taxpayers,
the successful taxpayers reported that the complicated procedures of tax calculation
and frequent tax inspections had more of an effect on why they hid taxes, @&ast of
citing the issue of high tax rates or a difficult financial situation.
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o Coherent with the last point, if the successful taxpayers were invited to the
government and given decisiormaking opportunity, they would implement the
following three primary actions:

- Introduce a more simple tax administration system
-Make the texts of the tax laws more simple and clear
- Tighten sanctions for tax violations.

It is interesting to look at the opinion of the business taxpayers who have predicted bad
prospeds for their businessas their efforts to be successful and ris&king implies not only
experience but also novelty. From that perspective, their opinion is important to consider
during the development of tax policy (see the appendix of these report ttoe cross tabulation
tables of the main questions; see cross tabulation tablesl 93 and 8992 for the perceptions

of the business taxpayers of this cohorfJhis cohort primarily suggests to revisit tax rates,
establish privileges for businesses, andeth undertake measures to raise the level of
professional preparedness of the tax authority employees.

Chart 56 If you were on a decision maker position in a state agency, which would be your
three primary actions?
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0 Let us separately study what the perceptions of the successful and unsuccessful
businesses on the tax burden are. In comparison to the average taxpayer, successful
taxpayers evaluate the tax burden as less heavy by about 20 percent. Their assessment

80



Tax Perceptions in Armenia | Survey Findings

of the income tax in particular (41 percent of the average taxpayers had given a
Aheavyo and Anvery heavyo assessment i n
successful taxpayers) and turnover tax (43 percent on comparison to 29.2 percent,
respecti viet ginterastingly, the busigesses that predict bad prospects for
their business assessed these exact two taxes as high (see cross tabulation table 110 and
80).

o The successful business taxpayers are more willing to pay higher taxes during force
majeuresituations, when the government needs resources for public neétl8 percent
in comparison to the average 3.5 percent). At the same time, this cohort is more prone
to suggesting that the government borrows from its own people, followed by other
countries. This answer may be connected with the finding that the business taxpayers
are slightly less prone to believe that if the government decreases the tax rates
according to the Laffer curve businesses will start cooperating with the government
and would stophiding taxes. In comparison to the average 81.3 percent, the percent of
those who believe in this theory is 78 percent among the successful business taxpayers,
which is still a significantly large percent.

o The unsuccessful business taxpayers (those whediet bad prospects for their
business) are weaker when it comes to the protection and exercising of their rightse
cross tabulation tables 100 and 73, and table 3.6 of this section). Thus, in comparison to
the 69.8 percent of the average business taygrs, the indicator is true for 54.6 percent
of the unsuccessful business taxpayers (for this indicator we have used the sum of top
three points of a fivep oi n't scal e, where 5 is dAafully
successful business taxpayers.

We get an interesting picture when we separately analyze and compare for this group the
results of the answers to the following two questions: first, whether the business taxpayers
have ever expressed disagreement with the results of the tax inspection, andnseaghat

steps they usually undertake if the tax inspector encourages or directly asks for a bribe. The
results are the following (see tables 2.16, 3.9, and cross tabulation tables 101 and 74; 111 and
81 of this section):

1 The unsuccessful business taxpagdrave had inspections more frequently;

1 The unsuccessful business taxpayers are bolder and express their disagreement with the
results of tax inspections (in 20.4 percent of the cases, in comparison to 16.7 percent of the
successful business taxpayers);

1 The unsuccessful taxpayers are more prone to inform (officially) the supervisor or the
human rights defender if the tax inspector asks for a bribe or encourages illegal actions.
The successful business taxpayers in this case are more prone to writing er l&itthe
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head of the State Revenue Commission through the tax authority website, and said that
they would Adiscuss and come to a consensu:

1 The business taxpayers who have been unsuccessful in receiving information from the tax
authority prefer to call the tax inspector they know or who serves thenw addition to
sending a written queryto the State Revenue Commission for opinion (explanatioihe
successful business taxpayers tend to use more official sourcgsitan query to the State
RevenueCommission to receiveofficial explanation and use of the call center and the
official website of the State Revenue Commission (see cross tabulation tables 109 and 84);

And lastly, successful business taxpayers value the work of the external consuttamre: 10.7
percent of them use the services of a tax consultant, 4.8 percent use customs consultant
services, and 6 percent use the paid services of a legal consultant. Involvement of external
expertise is lower for unsuccessful business taxpayers, amsstitutes 7.9 percent, 1.3 percent,
and 4.6 percent, respectively.
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CONCLUSIONS AND RECOMMENDATIONS TOWARD THE IMPROVEMENT OF TAX
POLICIES AND TAX ADMINISTRATION

This section is developed based on the goals and objectives of the tax perception research
conducted in 2013.

1.
2.

Measure the level of willingness to pay taxes;

Develop a strategy for the improvement of publiprivate cooperation, to ensure
cooperation betwen the tax authority and the taxpayers and build mutual trust;
Improve the quantity, efficiency and quality of the services provided by the tax
authority;

Develop tax policy that contributes to economic growth, an increase in state budget
revenues, and impvement in the level of fairness in the tax system.

The following conclusions are based on the analysis of the survey results, conducted among
1,448 households and 400 businesses and individual entrepreneurs in NoveiDbeember of

2013:

1.

Taxpayer statusind knowledge of taxes impact the perceptions of the surveyed citizens
and businesses (hereafter referred to as taxpayers). Around 70 peroénihe surveyed
households deal only with direct taxes; the overwhelming majority (over 90 percent)
of the business taxpayers chooses the simplest tax statuses.

The next important factor influencing the willingness to pay taxes is the attitude of the
business owners toward taxes. In the majority of the cases, the business owners are not
very familiar with the corporate governance system. Familiarity with the latter
positively impacts tax law obedience, or the willingness to pay taxes.

The majority of the business respondents are not involved in business associations or
professional organizations. Only six percehtave the perception that they are involved
and can impact the tax laws.

For the majority of the taxpayers, tax compliance is important. However, a segment of
them are also certain that, in reality, taxpayers hide taxes due to the following reasons:
heaw tax burden; a state budget that does not serve its purpose; and existing
corruption. Others do not comply because of the unfair treatment of different
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businesses. In these conditions, among all the respondents, tax obedience is mostly
viewed as a negate consequence, rather than a positive notion.

Thus, paying taxes is not associated with a sense of pride. The respondents think that
in order to improve the willingness to pay taxes, the tax system has to be trustworthy,
fair, and the taxes need to hawgptimal rates.

. Mutual trust between the taxpayers and the tax authorities is an important factor for
improving the willingness to pay taxes. This concerns the improvement of the public
private cooperation in general. The surveyed taxpayers wish that ttex inspectors
treat citizens with respect, serving as exemplary public officials. According to the
survey results, if the respondents had the opportunity to work as public officials, they
would decrease tax rates and would simplify laws.

The taxpayersvould accept stricter penalties and would act as whistidowers if taxes
were collected according to the paying capacity of the taxpayers and tax procedures
were equal for everybody (according to 78.8 percent of taxpaying businesses, there is
an unfair ard unequal horizontal tax administration).

Taxpayers are not prone to address the tax authority with complaints, and are
dissatisfied with the processes and solutions to tax inspection disagreements (the
highest satisfaction rate is reported from the stagé court cases, and constitutes 5.7
percent).

Respondents also do not plan on spending much money on trainings related to taxes,
and do not tend to involve external consultants on tax matters.

Surveyed taxpayers thought that working with the tax dority is inconsistent and
Aunpredi ct a$x peint ive feceneah they surveyed businesses think that
constant demand for advance payments negatively impacts tax compliance.

Thus, to improve tax compliance the taxpayers suggest thatthetatxk&o r i t y 6 s mi
should be collecting taxes based on the paying capacity of the taxpayers.
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Appealing against the decisions of the tax authorities is not common and has not yet
become an important characteristic in the publiprivate relationship.

. The analysis of the business survey results concerning the questions on the services
provided by the tax authority reveal that 56 percent of the taxpaying businesses value
the services that are currently being provided, particularly the electronic services,
receiving information regarding the changes in tax legislation, and the simplification

in the tax reporting procedures. Surveyed taxpayers are not well aware of the detailed
services of the tax authority, and say that they do not expect new functions enices,

but would like to see the quality of the existing services improved.

Thus, surveyed taxpayers prefer to see improvements in the quality of services
provided by the tax authority rather than vesting them with power to introduce new
services.

. Various questions on tax policy allow us to make the following conclusions:

- The overwhelming majority of the taxpayers believe that a decrease in tax rates
results in the expansion of the tax base and an increase in the state budget revenue
through collected taxes.

- The majority of the respondents think that the tax burden is heavy or very heavy
for the Armenian reality. There is a general lack of knowledge on state
expenditures and the public budgetary system.

- The taxpayers are not ready to take on eattax burden in a case of force majeure
situations. Instead, they suggest the government borrow from other countries or its
own citizens.

- Business taxpayers are not well aware of tax privileges. The respondents have
varying opinions about the tax legislain, including the role of the tax privileges in
economic growth and social regulation. The surveyed households do not know to
what extent it is permissible or justifiable to save on taxes, or pay less tax using the
opportunities the tax legislation proviés. Business taxpayers are more informed:
46.5 percent of them consider legally saving on taxes justifiable.

- The majority of the respondents are not in favor of alternative tax regimes,
qualifying those as poorly designed.

- Regarding tax rates, the respdents show a better understanding of the direct tax
rate, and the general suggestion is to decrease the rate of the income tax.
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- The businesses are somewhat dissatisfied with the government efforts in recent
years to improve the business environment in theountry through tax policy and
tax administration. Businesses involved in manufacturing, and those with a
corporative management system assess these efforts more positively (only 18.1
percent of the surveyed taxpaying businesses).

The surveyed taxpayindusinesses noted that in the matters of customs, it would be
more reasonable for the businesses themselves to do the coding of the products in the
Commodity Nomenclature of External Economic Activity. Seventgine percent
consider the practice of using mehmark prices inadequate.

The following two questions were analyzed separately: tax perceptions of the
successful business and the number of years necessary for a significant shift in tax
compliance among the taxpayers. The analysis reveals that ssgfoé taxpaying
businesses, i.e. those who pay taxes on their own, without extra expenses from the
government, constitute 42 percent of all the surveyed enterprises. For tax compliance
t hey suggesi f fiidiotmadam simpke dax administratio, simplify the

texts of the laws, and tighten sanctions. Those businesses that do not foresee success in
business in the next three years for tax compliance purposes (38 percent), suggest
decreasing tax rates, establishing privileges, and improving thefpssionalism of the

tax inspectors. The remaining 20 percent were not able to assess the trends and the
condition of their business in near future.

Parallel analyses of a few indicators allow one to conclude that those who pay taxes for

tax complianceusually change their attitude and are more willing to pay taxes starting

from the seventh year of their business activity. That means that the government and
the community should direct its tax compl
particularly newly established taxpayers.

The recommendations for the improvement of the tax system presented below are not
exhaustive. Analysts and tax policy specialists can use the dataset of the survey and reveal
other proportions, trends, and issues and offer féifent measures toward the improvement of

tax policy and tax administration. These recommendations are not intended only for the tax
authority or the responsible bodies for tax policy. These recommendations have to be viewed
in the context of other prograns, and particularly budget and economic growth policies, and
should have necessary human, innovative, and organizational financial resources. Only in
those circumstances these recommendations can be integrated into the action plan for the
next three yearsand be implemented in the order of its priority.
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Recommendations on the Objectivédeasure the level of willingness to pay taxes.

In the frames of the Tax Perceptions in Armenia research conducted in Noverabecember

of 2013, a set of tools, includingusvey samples, questionnaires, trained interviewers, and
specific analytical report format were developed. We recommend that this research be treated
as a baseline and tax compliance be measured using the same tools and indicators every three
years.

Recommendations on the Objective:Develop a strategy for improving the cooperation
between the tax authority and taxpayers and build mutual trust. We particularly recommend:

1. Review the mission statement of the tax authority, removing the emphasis on ensuring
state budget revenue. The respondents would like to put an emphasis on collecting the
taxes according to the legislation. At the same time, the tax authority should suppor
law-obedient taxpayers and the law should establish tighter sanctions for the violators.

2. Refrain from collecting advance payments from the taxpayers outside of the laws. One
of the key factors for tax compliance is for the tax authority to act in accartte with
the laws.

3. Develop a plan to improve the trust of the taxpayers, particularly the trust toward
equal and fair horizontal administration.

4. The programs of the state and local sgJbvernment bodies should include measures
that would encourage theparticipation of the taxpayers in different associations and
unions, as these may create a necessary platform for promoting the ideology of tax
compliance. The research shows that business taxpayers receive more information
from each other than mass medialax payer resource centers could improve the
understanding of tax compliance. We recommend developing a work concept between
tax intermediaries and tax authorities. They could implement joint privageublic
projects with the government on raising awarerss, education, and cooperation in the
enforcement of new and important clauses of the laws.

5. The programs of the state government should include measures that encourage the
practical use of corporate governance systems. This can provide a new level of tax
compliance, as in taxpaying organizations issues connected with taxes, and taking
advantage of tax privileges provided by the law could be addressed by the system of
risk management, be discussed by the board of directors, and be viewed by internal
and exernal audit perspective, etc. Later on, tax authorities could also use this
approach and in the frame of tax compliance cooperation system meet not only with
the directors and financial directors of the organizations but also with the shareholders
and/or the board of directors.

Recommendations on the Objectivémprove the quantity, efficiency, and quality of the
services provided by the tax authority. Toward this objective, we recommend:
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1. Introduce and explain to the taxpayers the services provided by @ authority, as
the taxpayers are not aware of some of the services. For example, the respondents did
not know what the registration system of lawobedient taxpayers, the search system of
taxpayers in the Republic of Armenia, and the online notificatiogsystem are.

2. Develop a list of a few indices of public accountability on which management of tax
authority would report on an annual or more frequent basis, thus increasing trust
among the taxpayers toward the efficiency and quality of the services. Faattheason,
it would be reasonable to somewhat shift the proportion of the tax inspections toward
educational and preventive efforts within the services of the tax authority (over half of
the respondents have dealt with tax inspections within the last thrgears).

3. Conduct a separate survey to understand what the reasons behind low levels of tax
appeals are, and research what the most efficient ways to improve trust toward that
system are.

4. Make the actions of the tax authorities more predictable by adheginto strict
procedures within the scope of the law. The surveyed taxpayers did not have trust that
the tax authorities would actually appreciate tax compliance.

5. Simplify tax laws and regulations. The following measures in particular could be
undertaken inregards to the tax authority:

a. List and code all the administrative acts every year or at least once every two years
before the tax code is developed and adopted. This way the taxpayers would not
have to go through all the administrative acts (decreeamendments, official
explanations, court precedents, minutes from the board of appeal) and have doubts
whether all the clauses are ufp-date.

b. Publish directories of nomstandard tax regimes for small and mediusized
business annually. These direct@s will be in addition to the tax instructions to
support a specific area or a specific tax regime applicable to the taxpayers. A
directory format would also allow for the use of pictures, graphs, and other tools
which are not permitted in the administratve acts.

C . Publish an AAttention, Changing Next
taxpayers who have not been following legislative changes review their planning
accordingly and continue tax compliance.

6. The customer service center of the tax awhty should conduct support visits to
newly established small businesses during the first three months. The specialist of the
customer service should provide the new business with necessary training and other
programmatic support. During that time thereould be no tax inspections or other
interventions, except when justified by the audit plan.
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7. Not as crucial as the previous recommendations, it would be beneficial to create a film
about the services discussed in the previous point to increase tax campk (in future
a similar film can be made to show the role of an exemplary tax specialist and
inspector).

Recommendations on the Objective:Develop tax policy that contributes to the economic
growth, an increase in state budget revenues, and improvementhe level of honesty in the
tax system.

1. Revise the mission statement of the tax authority, removing the emphasis from
ensuring state budget revenues. This may require relevant revisions in the state budget
policies. At the same time it will contributeto the increase in tax compliance and will
allow a clearer view of the paying capacity of the taxpayers, leaving space for
economic growth.

2. Study tax rates (in different margins), as the overwhelming majority of the respondents
(95.2 percent of the houseatids and 4050 percent of the taxpaying businesses)
considered the tax burden as heavy or very heavy. A more experienced group of
managers that were surveyed suggested a decrease in the income tax rate (though they
did not say the same for the profit taxate). At the same time, there is a need to think
about optimization of the number of taxes. It is important to note here that according
to the survey respondents, nestandard (alternative) tax regimes do not contribute to
the tax compliance.

3. During the development of the tax code principles (72 percent of the surveyed
households found it necessary to pass a tax code), and during the development of the
principles of tax policy, the findings of this study should be taken into particular
consideration:

- Resmndents trust local seligovernment bodies more;
- Direct and property taxes are better understood, while the main counterparts of the
taxpayers and ultimate consumers are natural persons.

4. Raise the awareness of the budget spending for public purposesthassurveyed
households have inadequate understanding of the use of public spending: 66 percent
of the respondents think that only 620 percent of the paid taxes return in the form of
public services. Brochures about the importance of tax compliance cooddpublished
and distributed to new taxpayers when getting the taxpayer identification number, or
during the first visit of the tax customer service specialist.

5. Inform taxpayers about tax privileges, as they are intended for the taxpayers.

6. The Governmen should have a clear stance that is not against the taxpayers using tax
privileges, and recognize that the budget revenues might be lower because of that. It is
an expense that the government has legislated for. From that perspective, it is
important to def i ne by the | aw what an fnNaggres:s
acceptable tax planning. We suggest using the Central Bank of Armenia as an example:
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the Centr al Bank approves and publ i shes &
or other entities who report under the Anti-Money Laundering and Combating the
Financing of Terrorism legislation.

. Taking into consideration the observations of the majority of the respondents, there
should be an urgent solution to the issue of using the Commodity Nomenclatofe
Foreign Economic Activity and benchmark prices. Only six percent of the respondents
thought that benchmark prices are acceptable in Armenia.

. Have a specific plan and steps to keep the tax legislation simple. Complexity not only
hinders tax complianceput also creates corruption risks. We recommend using the
framewor k of this program to establish &
| egi sl ation simpleo for tax | aws and reglt
representatives. Anothergggestion would be to publish a writing guide for laws and
regulations, implementing usage of the seraolumn in Armenian and bullet points.
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ANNEX 3: SELECTED FREQUENCIES OF HOUSEHOLDS SURVEY

Q1.1. Are you aware of the taxes in Armenia?

Frequency Percent
Donbét know 1934 0.2
| am very well aware 58477 7.5
| am somewhat aware 514376 66.1
| am not aware 124037 15.9
| am not aware at all 79115 10.2
Total 777939 100.0

Q1.2. What type of taxes do you (your family) deal with?,%

No Yes D o nkéxdw what it is
Property tax Home 29.2 69.9 0.9
Property tax Vehicle 61.9 37.7 0.4
Land tax 49.8 49.9 0.2
Income tax 58.1 41.3 0.6
VAT 42.0 48.1 9.9
Other 2.4 3.0

Q1.3. Do you have any agricultural land area?

Frequency Percent
Donoét Kknow 537 0.1
No 455464 58.5
Yes 321938 41.4
Total 777939 100

Q1.4. Do you use it to make profit from sales or from barter?

Frequency Percent Valid Percent
No 199918 25.7 62.1
Yes 122020 15.7 37.9
Total 321938 100.0
Skip 456001 58.6
Total 777939 100.0

Q1.5. Are you involved in animal husbandry?

Frequency Percent
Donét know 537 0.1
No 636247 81.8
Yes 141154 18.1
Total 777939 100

Q1.6. Are you involved in it to make profit from sales or from barter?

Frequency Percent Valid Percent

91



Tax Perceptions in Armenia | Survey Findings

No 83562 10.7 59.2
Yes 57592 7.4 40.8
Total 141154 18.1 100.0
Skip 636785 81.9
Total 777939 100.0

Q1.7. Which of the following definitions do you think should serve as the main goal of a tax authority? (% o

cases)
Responses Percent Percent of Cases

Refuse to answer 2291 0.2 0.3
Assist 'Fax payers to calculate taxes according 144896 105 190
the legislation

Collect as much taxes as the business can aff 260436 18.8 34.0
Implement strict control of tax payers 112299 8.1 14.0
Fulfill the tax plan at any cost 80556 5.8 10.0
Effectively spend the government money 284192 20.6 37.0
Treat the peoplg with respect acting as 442767 320 57.0
exemplary public servant

Total 1381725 100.0 178.0

Q1.8. Using a scale of10, howjustified it is to cheat on taxes when possible?

Frequency Percent Valid Percent

Fully justified 41006 5.3 5.5
2 14299 1.8 1.9
3 20289 2.6 2.7
4 21780 2.8 2.9
5 100130 12.9 13.4
6 24917 3.2 3.3
7 40976 5.3 55
8 54091 7.0 7.2
9 50855 6.5 6.8
Not justified at all 377873 48.6 50.6
Total 714493 95.9 100.0
Dond6t know 29558 3.8

Refuse to answer 2165 0.3

Total 777939 100

Q1.9. Using a scale of10, do you think people cheat on taxes when possible?
Frequency Percent Valid Percent

Nearly no one 45130 5.8 6.4
2 20883 2.7 3.0
3 32731 4.2 4.6
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4 32341 4.2 4.6
5 157967 20.3 22.3
6 52288 6.7 7.4
7 63478 8.2 9.0
8 85630 11.0 12.1
9 51452 6.6 7.3
Nearly everyone 164952 21.2 23.3
Total 637888 90.9 100.0
Donét know 68963 8.9
Refuse to answer 71088 0.3
Total 777939 100.0
Q1.8; Q1.9 Means
Frequency Minimum Maximum Mean
Q8. Using a scale of-10, how justified is 746216 1 10 8
cheating on taxes when possible?
Q9. Using a scale of-10, do you think people 706851 1 10 6.6
cheat ontaxes when possible?
Q1.10.There is a theory, according to which, the higher are the tax rates, the more people cheat on taxes, w
when the government reduces the taxes, everybody pays, and the budget gets more money. Do youtHisnk
option is applicable for Armenia?
Frequency Percent
Refuse to answer 1198 0.2
Dondét know 35279 45
No 145816 18.7
Yes 595645 76.6
Total 777939 100.0

QlllLet ds i magine that the gover nmeeopleimArmeniabe ccady i (
cooperate, i.e. to stop cheating on taxes?
Frequency Percent
Refuse to answer 1198 0.2
No 147193 18.9
Yes 600114 77.1
Donét know 29434 3.8
Total 777939 100.0
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Q1.12.Would you agree to lower the taxes but to strengthehe responsibility in cases of breaching (add mor
fines and hold those who breach otherwise liable).
Frequency Percent
Refuse to answer 1577 0.2
No 74186 9.5
Yes 670879 86.2
Donét know 31296 4.0
Total 777939 100
Q1.13.In your opinion, what arethe reasons of nofpayment or hiding the taxes? (% of cases)
Frequency Percent
Zﬁflgsg or impossibility to get clear information, clarifications from the 16030 51
Too high fines when tax errors are made, measures holding respons
aretoogstrict oI 21762 2.8
t[;:;ﬂgg(lg or impossibility to get clear information, clarifications from the 24990 39
Frequency of tax inspections 24620 3.2
The wish to escape appearing within the focus of the tax authorities 27948 3.6
Others do thesame 57588 7.4
Frequent changes or unclearness of tax legislation 59026 7.6
Unfair treatment of different business 158005 20.3
Desperate financial situation 433161 55.7
High taxes 453639 58.3
Other 31773 4.1
Including. 14601 1.9
Custom andmentality 7194 0.9
They want to increase their revenue and get more profit 9979 13
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Q1.14.If the government needs additional money in a force majeure situation, which would be the better

option?
Frequency Percent
Refuse to answer 4595 0.6
D o nkdaw 144727 18.6
Taking debt from its people 198492 25.5
Taking debt from other countries 284255 36.5
Raise taxes for that particular period 41980 5.4
Other 103890 13.4
Including:
Increase tax rates for big taxpayers 0.6
To be paid byoligarchs 1.6
None of the mentioned 1.9
70 be paid by the rich 2.0
Other 2.0
Spend state money in a right way 2.0
Public officials should give back money taken from people 29

Q1.15.Do you think that formulating (optimizing and planning) transactions in a certain way to reduce taxes ig

permissible and quite acceptable practice (for example, if a company hires a disabled person, then it obtai

privilege in payment of profit tax; or opens a new company next to the existing cened/or divides it into parts to
make use of the advantages of small businesses)?

Frequency Percent
Refuse to answer 2532 0.3
No 290116 37.3
Yes 304889 39.2
Dondét know 180402 23.2
Total 777939 100.0
Q1.15.1. Why is it acceptable?
Frequency Percent Valid Percent

Creates jobs (small businesses develop) 21452 2.8 7.0
Provides jobs for the disabled 99021 12.7 32.5
Not to pay high/heavy taxes 51246 6.6 16.8
Acceptable because allowed by law 37702 4.8 12.4
To get additional income and quickly become rich 7118 0.9 2.3
Donét know 87897 11.3 28.8
Refuse to answer 452 0.1 0.1
Total 304889 39.2 100.0
Skip 473050 60.8

Total 777939 100.0

Q.1.15.2Why is it not acceptable?
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Frequency Percent Valid Percent

Unjust, dishonest. All are equal. 30671 3.9 15.7
If they have income, let them pay taxes. 32692 4.2 16.8
Unlawful, they hide taxes. It is an honor to pay taxes. 87464 11.2 44.9
They use the disabled in their own interest/to their own ends.

Or ciljmmit forgery. 37602 48 19.3
Create difficulties for small businesses. 6518 0.8 3.3
Total 194947 25.1 100.0
Skip 487823 62.7

Donét know 95169 12.2

Total 777939 100

Q1.16. If you were on a decision maker positiom a state agency, which would be your three primary actions
(% of cases)

Frequency Percent Valid Percent
Refuse to answer 5204 0.3 0.7
Donét know 40622 2.2 5.2
| would make the texts of tax laws simpler and 220676 126 29.5
clearer
| would decrease the frequency of legislation 94473 59 121
amendments
| would decrease the number of taxes 467426 25.7 60.1
| would decrease tax rates 357308 19.7 45.9
| would tighten the penalties for tax violations 175271 9.6 22.5
I would improve the competency level of tax 119601 6.6 154
servants
I woglq mtrgduce a simple system of tax 142643 78 18.3
administration
I WQL.JId introduce tax privileges for business 164053 9.0 211
activity of tax payers
Other 21429 1.2 2.8
Total 1820313 100.0 234.0
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Ql.170nascaleof4, where 6106 means fiCompletely disagrest
to what extent do you agree with the followingstatement,%
RA DK Completely Disagree | Agree Completely
disagree agree
If you see more useful social and other
services, e.g. police, army, free 05 6.4 51 19.4 493 19.4

education, etc., you will be willing to
pay more taxes

Everybody, includingthose enjoying
protection and fro 0.5 6.3 29.7 34.3 17.6 11.6
everybody else does

The government should raise tax rates

for the rich, to promote social justice in 0.6 2.4 3.0 13.3 37.0 43.7
the society

The public services that you gedgainst 06 138 16.0 341 297 57
the taxes you pay are truly useful to you

You have full access to the necessary

information on tax rates, laws and 0.7 10.6 14.7 41.6 25.3 7.1
regulations

Application of a unified tax code is a 07 205 15 50 425 298

necessity

If paying taxes was easy and less time
consuming, people would be more 0.7 8.9 5.4 18.3 50.3 16.3
willing to pay them

The tax system in Armenia is
predictable. We can accurately forecast

how the tax burden will look like next 0.5 22.1 28.2 33.7 114 35
year

Dealing with employees of the tax 05| 251 5.8 207| 236 24.3
inspection is stressful

If people believe that.tr.\e taxes are fair, 06 42 0.3 54 516 37.9
they will always be willing to pay them

If you see less corruption, you will be 05 77 38 158 45.6 26.6

willing to pay more taxes

To have a fairer tax system and society,
you are ready to tolerate even a more 0.5 21.6 7.5 23.0 35.9 11.6
sophisticated tax legislation

Application of tax prepayments

requested illegally has aegative impact 0.5 20 2.8 7.3 43.9 25.5
on the tax law compliance
Pay taxes and sleep well 0.5 2.7 2.5 6.7 47.3 40.4

Q1.18.Where do you get information about taxeg®6 of cases)

Frequency Percent
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Refuse to answer 2464 0.3
Donét know 15085 1.9
Website of the RA Tax Service 31858 4.2
Printed media 50210 6.7
Tax officials 78639 10.3
Internet 116355 15.3
Social networks 24999 3.3
TV 520471 68.4
Relatives/friends 282610 37.3
Other 77835 9.7
Including.
From local governmenbodies 32972 4.2
From nowhere 28145 3.6
From my workplace 7262 0.9
Other 6878 0.9

Q1.19.Do you think each citizen should independently calculate and pay his/her taxes?

Frequency Percent
Refuse to answer 3314 0.4
Dondét know 56468 7.3
No 230876 29.7
Yes 487281 62.6
Total 777939 100.0

Q1.20.Would you like to state (calculate) your own income and pay your taxes?

Frequency Percent
Refuse to answer 3734 0.5
Donét know 48123 6.2
No 221892 28.5
Yes 504190 64.8
Total 777939 100.0

Q1.21.Is it proper to inform the tax authorities in case of failure to fulfill the requirements of the tax legislatio
(for example, when no cash receipts are provided)?

Frequency Percent
No 396067 50.9
Yes 337833 43.4
Donét know/ Refuse to 39818 6.0
Total 777939 100.0

Q1.22.In your opinion, how does the government currently use the income generated from tax@é?f cases)

Frequency Percent
Personal purposes 471123 60.6
Army 426683 54.8
Pension fund 352069 45.3
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Public health 263036 33.8
Public education 261320 33.6
Administrative expenses 148588 19.1
Rural development 121761 15.7
Infrastructures 111454 14.3
Dondét know 86431 11.1
Other 11037 1.4

Q1.23.1.Usingascaleof 1-4, w h e rl@&meansiCompletelyuselesdandd 4nieansivVery usefub how would
you assess the following services delivered by the RA Tax Service?, %

Completely Useless Useful Veryuseful |[Donét Kk
useless

rEelzz:)trrt(;nlc system of submitting the 07 27 418 15.5 40.0
E-invoicing system 25 32.1 8.5 57.0
RA tax payers search system 0.7 3.2 33.3 11.2 52.0
Online notification system 1.0 2.6 34.9 14.1 48.0
Online correspondence system 0.6 3.5 34.9 135 48.0
z)g(s;easecr)l registration of law abiding 06 5 341 15.0 48.0
Tax calendar 0.4 2.4 33.9 141 50.0
Electronic mail delivery system 0.5 2.5 38.6 12.6 45.0
Hot line 11 4.8 41.0 26.1 27.0
Call center 0.8 4.1 41.0 22.7 32.0

Q1.23.2.Usingascaleof 1-4, where 6 InéansiiCompletelyuselesdand @ldmeansiVery usefub how would you
assess the following services delivered by the RA Tax Service?

(without ADonét knowd), %

Completely Useless Useful Very

useless useful
Electronic system of submitting the reports 8 72 20
E-invoicing system 3 5 79 14
RA tax payers search system 6 76 17
Online notification system 6 72 22
Online correspondence system 8 71 21
System of registration of law abiding tax payers 8 66 26
Tax calendar 2 2 70 26
Electronic mail delivery system 6 75 19
Hot line 14 58 28
Call center 9 58 32

Q1.24.What new services do you think should be delivered by the SRC?

Frequency Percent Valid Percent
Not related to SRC 4327 0.6 2.3
Provide social allowances 4983 0.6 2.7
Create jobs 5074 0.7 2.7
Special TV programs 5732 0.7 3.1
Better conditionsfor small and medium businesses 7906 1.0 4.2
Other 9613 1.2 5.1
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Create an independent body to control SRC 11956 1.5 6.4
Simplify tax legislation 13418 1.7 7.1
Cut tax rates 16516 2.1 8.8
Act with more justice (reduce the shadow sector) 21101 2.7 11.2
Make information easily accessible, distributed better 30676 3.9 16.3
No need for new services, let them provide existing service
with justice and high quality P ’ 56440 73 30.1
Total 187743 24.1 100.0
Refuse to answer 3159 0.4
Donét know 587037 75.5
Total 777939 100
Q1.25.Please indicate the percent of the taxes that you think the society gets back through the services deliv
by the state.
Frequency Percent
Refuse to answer 3100 0.4
Donét know 153490 19.7
0% 209861 27.0
10% 221107 28.4
20% 82939 10.7
30% 46352 6.0
40% 15445 2.0
50% 20766 2.7
More than 50% 24878 3.2
Total 777939 100.0
Ql1l.26.Usingascalecf-5, where 616 means fAFully distrustod a
extent do youtrust the following institutions?
RA DK Fully Somewhat Neither trust, Somewhat | Fully
distrust distrust nor distrust trust trust
Judisciary system 0.9 3.9 35.3 14.2 17.3 24.2 4.2
National Assembly 0.9 1.6 46.5 17.7 154 16.0 2.1
Government 0.9 1.5 46.0 17.4 13.9 17.8 2.5
President 1.2 1.7 44.6 12.8 14.1 19.9 5.6
Constitutional Court 1.0 7.2 33.9 13.9 17.6 21.2 5.0
Local governments 1.0 3.3 28.9 13.1 16.2 26.4 11.0
Tax Service 1.1 7.3 30.4 15.6 21.8 21.1 2.6
Customs system 1.0| 15.6 31.3 14.6 21.1 14.4 1.9
Ministry of Finance 1.0| 116 35.0 15.1 20.8 14.4 2.1
Ombutsman 1.0 8.3 20.2 10.3 21.0 29.7 9.6
Q1.26.1Usingascalecf-5, where 616 means AFully distrusto
extent do you trust thefollowing institutions?
Fully Somewhat Neither trust, nor Somewhat | Fully trust
distrust distrust distrust trust
Judisciary system 37.1 14.9 18.2 25.4 4.4
National Assembly 47.6 18.1 15.7 16.4 2.1
Government 47.1 17.8 14.3 18.2 2.5
President 45.9 13.2 14.6 20.5 5.8
Constitutional Court 37.0 15.2 19.2 23.2 5.5
Local governments 30.3 13.7 16.9 27.6 115
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Tax Service 33.3 17.0 23.8 23.1 2.8
Customs system 37.6 17.5 254 17.3 2.3
Ministry of Finance 40.1 17.3 23.8 16.4 2.4
Ombutsman 22.2 11.3 23.1 32.8 10.5
Q12711 n your opinion, how heavy is the
Not heavy at Do n @
all Not heavy Heavy Very heavy Know RA
For C|t|zens',.|n everyglay life (cost 03 26 324 62.8 15 04
of commodities, services)
For citizens, taxations of salaries 0.0 5.2 38.7 48.5 7.1 0.3
For individual entrepreneurs 4.2 16.9 37.2 25.0 16.3 0.3
For medium businesses 8.3 22.7 33.1 18.0 175 0.3
For large businesses 42.0 23.7 12.1 6.7 15.1 0.3
Q12721 n your opinion, how heavy is the
D o nkiadw/RA | Not heavy + Not heavy at al| Heavy +Very heavy
For citizens, in everyday life (cost of
commodities, services) 1.9 2.9 95.2
For citizens, taxations of salaries 75 59 873
For individual entrepreneurs 16.7 21.1 62.2
For medium businesses 17.9 31.0 51.1
For large businesses 155 65.7 18.8
Q1.28.How do you know that you pay taxes? (% of cases
Frequency Percent
Dondét know 36258 4.7
From salary deductions (income tax) 324545 41.8
When buying goods 426033 54.8
From paying Landax/Property tax 564174 72.5
When buying air ticket or paying for other services 173238 22.3
Other 20184 2.6
Q1.29.Are you proud to pay taxes?
Frequency Percent
Yes, because this way public problems are solved 77417 10.0
No, b e c au sservdtiteiepurpase® n 6 t 144169 18.5
Yes, because | fulfill my civil duties 197707 25.4
No, because | dondt know what p 309954 39.8
Donét know 41927 5.4
Other 6765 0.9
Total 777939 100.0
Q2.1.Which of the following bestdescribes your situatiof
Frequency Percent
Refuse to answer 2617 0.3
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Retired (and not working) 187082 24.0
Student (and not working) 35799 4.6
Housewife (and not working) 153641 19.7
Unemployed 154561 19.9
Employee 165438 21.3
Individual entrepreneur /Employer 15692 2.0
Selfemployed 57033 7.3
Disabled 6076 0.8
Q2.2.Please tell me, which of the following best describes your primary job?
Frequency Percent Valid
Percent
Refuse to answer 3427 0.4 14
Dondt know 539 0.1 0.2
Agriculture, Forestry and Fishing 41853 54 17.6
Mining and Quarrying 7110 0.9 3.0
Manufacturing 14968 1.9 6.3
Electricity, gas, steam and air conditioning supply 4677 0.6 2.0
Wa.te.r. supply; sewerage, waste management and remediatio 975 01 04
activities
Construction 14075 1.8 5.9
Wholesale and Retail Trade 22927 2.9 9.6
Transportation and storage 6835 0.9 2.9
Accommodation and food service activities 5647 0.7 2.4
Information and communication 4039 0.5 1.7
Financial and insurance activities 3967 0.5 1.7
Real Estate Activities 460 0.1 0.2
Professional, scientific and technical activities 3351 0.4 14
Public administration and defense; compulsory social security 21949 2.8 9.2
Education 30950 4.0 13.0
Human health and social work activities 15466 2.0 6.5
Arts, entertainment and recreation 7522 1.0 3.2
Other service activities 25587 3.3 10.7
Activities of extraterritorial organizations and bodies 1839 0.2 0.8
Total 238164 30.6 100.0
Skip 539775 69.4
Total 777939 100.0
Q2.3.Pleasdell me, what is your marital status?
Frequency Percent
Refuse to answer 3100 0.4
Married 479740 61.7
Living together 11285 15
Divorced 26765 3.4
Living separately 2654 0.3
Widowed 119009 15.3
Never married 135386 17.4
Total 777939 100.0
Q2.4. Please tell me, what is the highest level of the formal education you have completed?
Frequency Percent
Refuse to answer 3523 0.5
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Dongt have any for mal educ3 1453 0.2
education

Primary education (34 years) 14763 1.9
Basic education 70519 9.1
Secondary (high school dlploma}/secondary vocational 317862 40.9
/secondary gymnasium) education

Vocational education/College 179115 23.0
First | evel uni versity edug 47587 6.1
Ma st er O(sradighgrreduetion diploma) 139802 18.0
PhD level (candidate doctor) 3316 0.4
Total 777939 100.0

Q2.5.1n total, how much was your personal net monetary income (after the taxes are paid) last month. To wh
of the following groups it appliesPlease think of all sources of income that you had last month.

Frequency Percent
Refuse to answer 20466 2.6
Dondét know 3261 0.4
More than 512,001 AMD 977 0.1
325,00t 512,000 AMD 2269 0.3
162,002 325,000 AMD 17130 2.2
91,00% 162,000 AMD 52971 6.8
34,00% 91,000 AMD 168728 21.7
20,00% 34,000 AMD 146792 18.9
Up to 20,000 AMD 76273 9.8
0 289072 37.2
Total 777939 100.0
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Q2.6.In total, how much was the net monetary income (after the taxes are paid) of your family last month. 1
which of the following groups it applies. Please think of all sources of income that your family had last mont

Frequency Percent
Refuse to answer 42538 5.5
Dondt know 26646 3.4
More than 512,001 AMD 3035 0.4
325,001 512,000 AMD 11008 1.4
162,00% 325,000AMD 87331 11.2
91,00% 162,000 AMD 184301 23.7
34,001 91,000 AMD 279417 35.9
20,001 34,000 AMD 97615 12.5
Up to 20,000 AMD 25359 3.3
0 20689 2.7
Total 777939 100.0
Q.2.7.To what ethnic group do you think you belong?
Frequency Percent
Armenian 766636 98.5
Yazidi (Yezidi, Yezdi) 2995 0.4
Ukrainian 2061 0.3
Greek 930 0.1
Polish 1345 0.2
Russian 2802 0.4
Belarusian 627 0.1
Mordvin 543 0.1
Total 777939 100.0
Q 2.8 Would you like to work as a tax inspector?
Frequency Percent
No 615119 79.1
Yes 143765 18.5
Refuse to answer 3067 0.4
Dondét know 15988 2.1
Total 777939 100.0
Q 2.8.1. Why yes?
Frequency Percent Valid Percent

To make the system more just 3332 0.4 2.3
To become familiar with the system 3600 0.5 2.5
To havean influential job 5196 0.7 3.6
To make the system more useful 7620 1.0 5.3
High salary 12894 1.7 9.0
Interesting job 13025 1.7 9.1
It gives material security 20451 2.6 14.2
Will work honestly, to benefit people 20647 2.7 14.4
Simply to have a job 43254 5.6 30.1
Other 5226 0.7 3.6
Donét know 8518 1.1 5.9
Total 143765 18.5 100.0
Skip 634174 81.5

Total 777939 100.0

Q2.8.2. Why no?
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Frequency Percent Valid Percent

Refuse to answer 5439 0.7 0.9
Don't know 72102 9.3 11.7
Not honorablejob, attracts curse 61017 7.8 9.9
Salary is low 857 0.1 0.1
Do not have appropriate education/profession 62092 8.0 10.1
Do not want to do people wrong 26693 3.4 4.3
Do not want to 103487 13.3 16.8
Will no be able to 116186 14.9 18.9
Do not like the job 30196 3.9 4.9
Unjust country 28094 3.6 4.6
Unthankful job 8607 1.1 1.4
Difficult work 51595 6.6 8.4
Will not be accepted 4686 0.6 0.8
Honest man, do not want to become dishonest 32755 4.2 5.3
The field is not clear, the responsibilities are heay 8818 1.1 1.4
Job not for women 2495 0.3 0.4
Total 615119 79.1 100.0
Skip 162820 20.9

Total 777939 100
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ANNEX 4. SOME CROSSTABS FROM HOUSEHOLDS SURVEY

Incrosstabs 1l . 5 provi de data on how t he r espo nmadnesmtesr owhtoo a@
responded to some other questions

Crosstab 1.1

Q1.21.Is it proper to inform the tax authorities in case of failure to fulfill the requirements of the tax legislatio
(for example, when no cash receipts are provided)?
Frequency(weighted) Percent
Refuse to answer 1577 0.5
Dondt know 3537 5.1
No 42521 50.3
Yes 23453 34.0
Total 71088 100.0

Crosstab 1.2

Q1.17.Pay taxes and sleep well
Frequency (weighted) Percent
Refuse to answer 1577 2.2
Donét know 3826 5.4
Completely disagree 781 1.1
Disagree 4258 6.0
Agree 31953 44.9
Completely agree 28692 40.4
Total 71088 100.0

Crosstab 1.3

Q2.8.1.Would you like to work as a tax inspector?
Frequency (weighted) Percent
Refuse to answer 2566 3.6
Dondét know 2239 3.1
Yes 58907 82.9
No 7376 104
Total 71088 100.0

Crosstab 1.4

Q2.4.Education
Frequency (weighted) Percent

Refuse to answer 2116 3.0
Donét have an for mal

than primary education ’ 450 0.6
Primary education (34 years) 4889 6.9
Basic education 8324 11.7
Secondary (high school diploma/secondary

vocational /secondary gymnasium) education 36235 1.0
Vocational education/College 10685 15.0
First | evel uni versity 1772 25
Master 6s kighe edacatior{ diplomaj 6617 9.3
Total 71088 100.0
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Crosstab 1.5

Settlement type
Frequency (weighted) Percent
Yerevan 14750 20.7
Other urban 26120 36.7
Rural 30218 42.5
Total 71088 100

Crosstab 2

Q1.21.1s it proper to inform the taxauthorities in case of failure to fulfill the requirements of the tax legislatior
(for example, when no cash receipts are provided)?
(by Marz, %)

RA DK No Yes
Aragatsotn 58.9 41.1
Ararat 15 47.2 51.3
Armair 7.1 31.0 61.9
Gegharkunik 8.4 425 49.1
Kotayk 5.2 38.1 56.7
Lori 0.7 5.3 47.8 46.2
Shirak 1.4 68.3 30.3
Syunik 1.6 96.6 1.8
Vayots Dzor 2.7 5.5 86.3 5.5
Tavush 2.8 27.5 43.3 26.4
Yerevan 0.8 4.1 50.6 445

Crosstab 3.1

Q1l.8.Usingascaleofl 0, wher efi Foulldl ymejaunsst i fi eddo and 6106 me
how justified it is to cheat on taxes when possilile
(by Marz, %)

= o

2z | S|s5|%2| || £|28]%8]E¢

8 @ g s g S} = S 2] = 5

> z £ £ o | 5 S\ o @ 5

= < < x n g | F >

< >
Refuse to answer 0.6 0.6
Donot know 2.1 48| 105 2.4 4.3 78| 14.2 3.4
Fully justified 6.3 3.4 7.4 3.2 5.1 4.8 7.8 5.3 6.9
2 55 3.0 0.8 1.8 1.5 1.4 3.7 3.9 1.2 1.7
3 1.6 1.6 1.7 1.0 4.1 2.8 1.4 2.1 2.7 6.5 2.8
4 1.6 1.7 2.9 25 2.2 4.3 13.9 2.9
5 21.6 9.3| 11.8 1.8| 17.0| 14.0| 13.7 7.7 12.1| 29.7| 11.9
6 4.9 3.1 4.2 1.7 3.7 1.5 2.8 1.8 8.5 3.2
7 1.6 6.5 2.3 3.9 3.7 7.5 3.2 3.7 2.7 5.2 6.9
8 4.7 4.2 9.2 7.1 7.0 12.2 8.5 34 55 2.6 6.6
9 16.5 4.7 2.9 7.7 6.8 9.6 9.9| 155 7.8 4.5
Not justified at all 41.9| 57.6| 59.7| 55.1| 47.2| 39.4| 50.0| 62.1| 49.4| 12.9| 48.6
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Q1.8.Using a scale of-1L O ,

wher e

616

means

AFul |y

how justified it is to cheat on taxes whepossibl&
(by settlement type, %)

justifiedo

Yerevan Other urban Rural
Refuse to answer 0.6 0.2
Donbt know 34 3.3 4.7
Fully justified 6.9 4.4 4.2
2 1.7 1.9 1.9
3 2.8 3.1 1.9
4 2.9 3.3 2.3
5 11.9 14.0 12.8
6 3.2 4.7 1.8
7 6.9 3.4 5.2
8 6.6 7.5 6.8
9 4.5 7.8 7.7
Not justified at all 48.6 46.4 50.6
Crosstab 3.3
Ql9.Usingascalecf-1 0, where 616 means fiNearly no oned a
people cheat on taxes when possible?
(by settlement type, %)
Yerevan Other urban Rural
Refuse to answer 0.6 0.0 0.2
Donét know 4.5 10.9 11.9
Nearly no one 5.1 5.0 7.3
2 14 15 5.2
3 3.7 3.8 5.1
4 4.3 3.6 4.6
5 21.9 19.6 19.1
6 5.1 7.3 8.0
7 7.4 8.2 9.0
8 8.3 154 9.9
9 6.5 7.8 5.6
Nearly everyone 31.2 16.8 14.0
CrosstalB.4
Ql19.Usingascalecf-10, where 616 means fiNearly no oned a
people cheat on taxes when possibl@y Marz, %)
£ £ c
O R O - N = - T A - B
& IS @ 8 ] = = §%) S 4]
gl | £ 5| 2|7 |6 |a| S| R |cs
= < 3] @ >
O >
Refuse to answer 1.2 0.6
Donoét kng 32 9.3 45| 15.7 7.4 10.6 135 30.1 45.1 3.6 4.5
Nearly no one 8.6 3.4 15| 185 5.5 8.8 5.7 5.8 5.1
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Ql9.Usingascalecf-1 0, where 616 means fiNearly no oneodo a
people cheat on taxes when possibl@y Marz, %)
g E 2 c
8 | 8| S| 2| 2| | % | | o | % g
S @ s ] 8 5] = S 42 3 o
Tl | 2 5| &| |6 |a&] 8| E| ¢
< 3 S
2 13.3| 5.1 4.9 3.0 2.4 0.8 2.6 2.1 1.4
3 32| 47 9.5 5.8 1.9 2.9 6.6 5.3 3.7
4 9.1| 0.7 7.1 4.7 2.9 3.0 3.4 3.8 6.8 4.3
5 18.0| 18.1| 18.5| 14.0| 26.0| 16.2| 188| 20.7| 20.0| 24.0 21.9
6 15| 12.2| 153 8.2 25 5.8 8.0 5.6 5.5 8.3 5.1
7 6.8| 18.1 6.4 57 6.2 7.4 7.2 1.8 9.4 18.8 7.4
8 13.7| 9.6| 133 6.3| 12.4| 13.4| 15.4| 19.6| 13.3| 10.9 8.3
9 11.9 3.2 0.9 2.8 55 17.5 11.0 3.3 3.9 6.5
Nearly everyone 10.8| 15.5| 18.0| 15.2| 27.2| 135 7.7 7.1 2.7 21.1 31.2
The crosstabs$ . 6 provi de data on how respondents, who answe
some other questions
Crosstab4
Q2.4. Education
Frequency (weighted) Percent
Refuse to answer 906 0.2
eDd(l)JCr;tic;r': have any for mal educa 450 01
Primary education (34 years) 7790 2.1
Basic education 33766 8.9
Secondary (high schodliploma/secondary vocational
/secondar))// (gy?nnasium) Fzzducation ’ 144814 38.3
Vocational education/College 97717 25.9
First |l evel university educ 18737 5.0
Masterbés degree (or a highe 70828 18.7
PhD level(candidate doctor) 2865 0.8
Total 377873 100
Crosstab 5.1
Q2.3. Maital status,%
Married Living Divorced Living Wido Never married
Q1.8 together separately wed
Fully justified 4.8 12.8 12.6 4.3 7.2
2 14 16.0 3.0 2.1
3 25 3.4 35
4 2.9 3.8 20.0 1.0 4.2
5 13.2 7.4 134 10.7 17.0
6 34 3.8 1.8 2.8 3.8
7 5.8 2.9 8.2
8 7.0 3.9 6.0 7.3 8.4
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9 6.9 7.7 12.7 53 6.8

Not justified at all 52.0 48.4 49.7 80.0| 59.3 38.7

110



Crosstab 5.2

Tax Perceptions in Armenia | Survey Findings

Q2.5. hcome of the last month.

Frequency (weighted) Percent
Refuse to answer 6116 1.6
Donbt know 1587 0.4
More than 512,001 AMD 489 0.1
162,001 325,000 AMD 8650 2.3
91,00% 162,000 AMD 24129 6.4
34,001 91,000 AMD 95000 25.1
20,001 34,000 AMD 71947 19.0
Up to 20,000 AMD 40265 10.7
0 129692 34.3
Total 377873 100
Crosstab 5.3
Q2.8.Would you like to work as a tax inspector?
Frequency (weighted) Percent
Refuse to answer 450 0.1
Dondét know 6059 1.6
No 301755 79.9
Yes 69609 18.4
Total 377873 100.0
Crosstab 5.4
Age
Frequency (weighted) Percent
18-30 77129 20.4
31-45 79086 20.9
46-62 131333 34.8
63+ 90326 23.9
Total 377873 100.0
Crosstab 5.5
Gender
Frequency (weighted) Percent
Male 132334 35.0
Female 245539 65.0
Total 377873 100.0
Crosstab 5.6
Marital Status
Frequency (weighted) Percent
Retired (andnot working) 105746 28.0
Student (andnot working) 15597 4.1
Housewife (andnot working) 69617 18.4
Unemployed 69155 18.3
Hired worker 77726 20.6
Individual entrepreneur /Employer 7228 1.9
Selfemployed 29485 7.8
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3319

0.9

Total

377873

100

Crosstab 5.7

Q1.29. Are you proud to pay taxes? (Answers of respondents, who are not justified the cheating on taxe

(Q1.8=10))

Frequency Percent

(weighted)
Refuse to answer 1946 0.5
D o nkdaw 13161 3.5
Yes, because | fulfill my civil duties 110470 29.2
Yes, because this way public problems are solved 43941 11.6
No, because they dondt serve theg 63257 16.7
No, because | dondét know what pu 142220 37.6
Other 2878 0.8
Total 377873 100

The crosstabs 6:6 . 4 .
Crosstab 6.1

provide dat a

on

respondents

who answered

Economic status

Frequency (weighted) Percent
Retired (andnot working) 34964 21.2
Student (andnot working) 9359 5.7
Housewife (andnot working) 32119 195
Unemployed 25247 15.3
Hired worker 40093 24.3
Individual entrepreneur /Employer 4153 2.5
Selfemployed 15944 9.7
Disabled 3073 1.9
Total 164952 100
Crosstab 6.2
Marital status
Frequency(weighted) Percent

Married 105680 64.1
Living together 878 0.5
Divorced 8127 4.9
Living separately 537 0.3
Widowed 20754 12.6
Never married 28975 17.6
Total 164952 100
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Crosstab 6.3
Education
Frequency Percent
(weighted)
Donét have any for mal education 483 0.3
Primary education (34 years) 3681 2.2
Basic education 8862 5.4
S;;%gi?dilngh;%zsgt?gsl diploma/secondary vocational /secondary 64693 392
Vocationaleducation/College 38099 23.1
Bachel orodos degree 7481 4.5
Masterbés degree (or a higher ed 41652 25.3
Total 164952 100
Crosstab 6.4
Net Income
Frequency (weighted) Percent

Refuse to answer 8690 5.3
Refuse to answer 666 04
More than 512,001 AMD 540 0.3
162,001 325,000 AMD 7630 4.6
91,00% 162,000 AMD 12940 7.8
34,002 91,000 AMD 35319 21.4
20,00% 34,000 AMD 25352 15.4
Up to 20,000 AMD 17264 10.5
0 56550 34.3
Total 164952 100

Crosstab 7

Q1.16.1f you were on a decisioomaker position in a state agency, which would be your three primary actions

(the answers ofwirkbpomndekntoneisd Ifly, t o b@s.e=h))

Frequency Percent ", "

(weighted) s N
| would make the texts otax laws simpler and clearer 7297 145 35.3
| would decrease the frequency of legislation amendmen 978 1.9 4.7
| would decrease the number of taxes 12543 25.0 60.8
| would decrease tax rates 9422 18.8 45.6
| would tighten the penalties for taxviolations 6308 12.6 30.6
| would improve the competency level of tax servants 5018 10.0 24.3
| would introduce a simple system of tax administration 4022 8.0 195
| would introduce tax privileges for business activity of
tax payers 4642.8 9.2 22.5
Total 50235.0 100.0 243.3
Crosstab 8
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Q1.22.In your opinion how does the government currently use the income generated from tax@3@rsonal
purpose6 answers, by Marz, %
nwer No ves
Aragatsotn 38.0 62.0
Ararat 27.2 72.8
Armavir 32.4 67.6
Gegharkunik 28.3 71.7
Kotayk 34.0 66.0
Lori 38.2 61.8
Shirak 18.9 81.1
Syunik 36.4 63.6
Vayots Dzor 29 34.8 62.2
Tavush 47.1 52.9
Yerevan 0.6 30.2 69.2
Total 0.3 31.5 68.2

Crosstab 9 .1

Q1.14.If the government needsadditional money in a force majeure situation, which would be the better
option? (by age group, %

1824 25-32 3339 40-53 54-62 63+ | Total

Refuse to answer 1.1 0.4 1.6 0.6

Donobt know 11.7 17.1 16.7 18.6 18.9 24.1 18.6

Taking debt from itspeople (e.g. 318 | 327 | 250 26.5 219 | 194 | 255
issuing state bonds)

Taking debt from other countries 39.7 35.7 42.6 35.6 35.7 338 | 36.5

Raise taxes for that particular period 10.8 7.0 4.9 3.7 6.4 24 5.4

Other 5.9 6.4 10.8 15.6 16.7 18.7 134

Crosstab 9.2

Q1.14.If the government needs additional money in a force majeure situation, which would be the better
option?
(by settlement type), %
Yerevan Other urban Rural Total
Refuse to answer 0.8 0.6 0.4 0.6
Dondt know 13.6 20.8 22.2 18.6
Taking debt from its people (e.g. issuing state bonds 24.3 255 26.9 255
Taking debt from other countries 378 384 390 365
Raise taxes for that particular period 6.7 54 3.9 5.4
Other 21.8 9.3 7.5 134
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Crosstab 9.3

Q1.14.If the governmentneeds additional money in a force majeure situation, which would be the better
option?
(by Marz), %
RA | DK | Taking debt from it . Raise taxes for | Other
paeop?eoizt.)g. i:suinz Taking debt f_rom thztSSaZiceusla:)
state bonds) other countries period
Aragatsotn 3.2 50.8 33.8 9.0 3.2
Ararat 0.9 17.1 37.7 39.3 0.9 4.1
Armavir 0.7 29.2 22.9 32.9 6.2 8.1
Gegharkunik 28.0 18.9 253 3.9 23.9
Kotayk 0.6 19.0 33.7 40.9 25 3.3
Lori 0.7 255 26.4 317 3.7 12.0
Shirak 11.5 21.6 47.3 10.8 8.8
Syunik 26.0 115 53.7 1.6 7.1
Vayots Dzor 2.7 34.5 8.2 47.9 6.7
Tavush 314 10.7 48.3 5.6 4.0
Yerevan 0.8 13.6 24.3 32.8 6.7 21.8
Total 0.6 18.6 25.5 36.5 5.4 134

The crosstabs 10-1 0. 4. provi de data on respondepeopl wboaads wéi
debt from other countries to Q1.14

Respondent 6s Education
Frequency (weighted) Percent

Refuse to answer 1407 0.3
Donét have any for mal educati
education 8134 17
Primary education (34 years) 40456 8.4
Basic education 209981 43.6
Secondary (high school diploma/secondary vocational /secondary

) i 108953 22.6
gymnasium) education
First | evel uni versity educat 30686 6.4
Masterds degree (or a higher 82683 17.2
PhD level (candidate doctor) 447 0.1
Total 482746 100.0
Crosstab 10.2

Settlement type
Frequency (weighted) Percent

Yerevan 164195 34.0
Other urban 153175 31.7
Rural 165376 34.3
Total 482746 100.0
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Crosstab 10.3

Respondent 6s Age
Frequency (weighted) Percent
1824 63825 13.2
2532 83930 17.4
33-39 62228 12.9
40-53 100391 20.8
54-62 82134 17.0
63+ 90239 18.7
Total 482746 100.0

Crosstab 10.4

Respondent ds Gender

Frequency (weighted) Percent
Male 173911 36.0
Female 308835 64.0
Total 482746 100.0

Crosstab 11.1

Q1.25.Please indicate the percent of the taxes that you think the society gets back through the services deliv
by the state

(by the optioniiYes, because | fulfill my civil duties Q.h29)

Frequency(weighted) Percent
Dondét know 14157 18
0% 8012 10
10% 22311 29
20% 14383 19
30% 6454 8
40% 2115 3
50% 3854 5
More than 50% 6131 8
Total 77417 100

Thecrosstabs11:21. 5. provide data on respondents, dwhbeaasiwe:r
Q1.29

Crosstab 11.2

Respondentdéds economic status
Frequency (weighted) Percent
Retired (andnot working) 12637 16
Student (andnot working) 4212 5
Housewife (andnot working) 16151 21
Unemployed 11926 15
Hired worker 18101 23
Individual entrepreneur /Employer 1040 1
Selfemployed 13350 17
Total 77417 100

116



Tax Perceptions in Armenia | Survey Findings

Crosstab 11.3

Respondent 6s sex
Frequency (weighted) Percent
Male 31930 41
Female 45487 59
Total 77417 100

Crosstab 11.4

Q1.29.Are you proud to pay taxes@y age group)%

1824 | 2532 3339 40-53 54-62 63+ Total
Refuse to answer 1.2 0.5 0.7 1.3 0.7
Dondt know 5.6 4.2 4.2 3.6 4.1 6.4 4.7
Yes, because | fulfill my civil
. 20.5 24.6 215 25.3 26.5 29.9 25.4
duties
Yes, because this way public
11.2 12.1 9.2 12.7 7.1 7.9 10.0
problems aresolved
No, because the
. 21.7 14.5 18.2 19.3 22.1 16.2 18.5
their purpose
No, because | d
41.0 42.6 46.0 37.6 39.0 36.7 39.8
purpose do they actually serve
Other 0.8 0.9 0.9 0.6 15 0.9

Crosstab 11.5

Respondent 6s education

Frequency (weighted) Percent

Primary education (34 years) 459 0.6
Basic education 7058 9.1
Secondary (high school diploma/secondary vocational /secondg

gymnasium) education 33527 433
Vocationaleducation/College 19843 25.6
First | evel uni versity educa 5039 6.5
Masterbs degree (or a higher 11490 14.8
Total 77417 100

Crosstab 12.1

Q1.29.Are you proud to pay taxes?

(by age group), %

18-24 2532 3339 | 4053 54-62 63+ Total
Refuse to answer 1.2 0.5 0.7 1.3 0.7
Donét know 5.6 4.2 4.2 3.6 4.1 6.4 4.7
Yes, because | fulfill my civil

. 20.5 24.6 215 25.3 26.5 29.9 25.4

duties
Yes, because this way public

11.2 12.1 9.2 12.7 7.1 7.9 10.0
problems are solved
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No, because t he
21.7 14.5 18.2 19.3 221 16.2 18.5
purpose
No, because 1 di ., 42.6 460 | 376 390 | 367 | 398
purpose do they actually serve
Other 0.8 0.9 0.9 0.6 1.5 0.9
Crosstab 12.2
Q1.29.Are you proudto pay taxes?
(by settlement type)%
Yerevan Other urban Rural Total
Refuse to answer 0.6 1.2 0.4 0.7
Donot know 5.5 3.1 5.3 4.7
YeS, because | fulfill my civil duties 21.3 21.4 34.0 25.4
Yes, because this way public problems are solv
10.9 6.7 12.0 10.0
No, because they doné
19.1 21.9 14.6 18.5
No, because | donot k
42.1 43.8 335 39.8
actually serve
Other 0.5 1.9 0.3 0.9
Crosstab 12.3
Q1.29.Are you proud to pay taxes?
(by Marz),%
> v n
c _E g ) ”n o S -8 @
) i =T s 8 © Q2
> -2 | E2 © 2 o8 &
c - = L 0T o3 0o 5> o
§ © = 2R o = o2®| 8
o c ST | 83235 |2 T2| 8
n o L o o o =] < g
= ) 2 5 | a8 o -3 3
& §5 152 |o5 [S88
4] z =
> > < =z ” k;
Aragatsotn 3.1 34.3 17.4 131 32.1
Ararat 0.9 4.1 15.8 8.9 24.0 46.4
Armavir 2.5 29.7 15.4 11.9 40.5
Gegharkunik 2.7 38.6 8.3 9.2 40.2| 0.8
Kotayk 3.5 40.9 5.6 9.2 40.8
Lori 2.2 2.2 38.3 5.2 18.9 33.3
Shirak 1.4 2.5 27.2 9.5 17.7 36.7 51
Syunik 9.8 10.0 32.2 48.0
Vayots Dzor 2.7 9.4 6.7 33.3 47.9
Tavush 1.2| 26.6 10.7 36.4 19.8 5.3
Yerevan 0.6 55 21.3 10.9 19.1 42.1 0.5
Total 0.7 4.7 25.4 10.0 18.5 39.8 0.9
Crosstab 13.1
Q1.26.What extent do you trust Tax serviceldy Marz), %
Marz Donodt Fully distrust Somewhat Nelthgr trust, Somewhat Fully trust
distrust nor distrust trust
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Aragatsotn 7.6 20.3 20.5 16.4 30.0 5.2
Ararat 4.3 46.5 8.8 19.9 20.5

Armavir 4.8 375 17.3 17.8 18.2 4.5
Gegharkunik 17.6 9.4 12.8 214 34.3 4.6
Kotayk 4.2 24.4 15.3 31.8 22.5 1.8
Lori 8.1 19.8 13.7 29.6 25.7 3.1
Shirak 2.4 18.6 29.3 20.4 27.3 2.1
Syunik 0.0 43.6 18.9 20.6 13.4 35
Vayots Dzor 5.5 33.0 31.0 26.7 3.9

Tavush 5.0 25.7 24.9 36.2 8.3

Yerevan 12.7 35.7 12.0 17.9 19.1 2.6

Crosstab 13.2

Q1.26.What extent do you trust Customs servicdBy Marz), %

Donoét Fully distrust Sgir:ti\:\;r:at Nni;trh;;::ﬂsstt’ Sotr:f;/;/hat Fully trust
Aragatsotn 22.5 23.3 17.2 14.0 18.3 4.7
Ararat 24.8 41.8 7.6 15.0 10.8
Armavir 17.9 42.0 13.6 13.7 10.9 1.9
Gegharkunik 275 11.2 16.1 22.2 19.6 3.4
Kotayk 5.4 27.5 151 32.7 17.5 1.8
Lori 25.1 18.9 12.0 23.2 17.7 3.0
Shirak 10.0 16.0 30.3 25.0 17.2 1.4
Syunik 0.0 45.7 16.8 18.9 16.9 1.8
Vayots Dzor 55 42 .4 21.6 30.6
Tavush 1.4 27.9 22.7 44.0 4.0
Yerevan 18.6 36.5 11.3 17.6 14.0 1.9
Total 16.7 31.3 14.6 21.1 14.4 1.9
Crosstab 13.3
Q1.26.What extent do you trust Ministry of FinanceTby Marz), %
Donét Fully distrust S(cj)ir:ti\:vsr:at Nneoltrh;rs;[rr:j:’ So?ljasv;/hat Fully trust
Aragatsotn 141 253 24.0 18.2 14.9 3.6
Ararat 14.5 43.1 9.6 21.8 11.0
Armavir 8.9 46.5 16.4 14.7 10.9 2.6
Gegharkunik 22.3 11.0 14.9 23.2 25.9 2.6
Kotayk 7.9 29.1 13.0 33.9 155 0.6
Lori 25.4 21.9 8.9 24.0 17.4 2.3
Shirak 3.2 24.0 32.0 22.0 17.5 1.3
Syunik 0.0 66.2 9.7 3.8 16.9 3.4
Vayots Dzor 2.7 57.3 13.3 11.8 14.9
Tavush 1.4 24.2 25.1 46.4 2.9
Yerevan 14.7 395 12.9 16.8 13.1 2.9
Total 12.7 35.0 15.1 20.8 14.4 2.1
Crosstab 14.1
Q1.26.What extent doyou trust the following institutions?
(without ADond®% knowd answers
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Distrust Trust Neithgr frust, nor
distrust
National Assembly 66 18 16
Ministry of Finance 57 19 24
Customs system 55 20 25
Government 65 21 14
Tax Service 50 26 24
President 59 26 15
Constitutional Court 52 29 19
Judisciary system 52 30 18
Local governments 44 39 17
Ombutsman 34 43 23

Crosstab 14.2

Q1.26.What extent do you trust the following institutions?by settlement type), %

Neither
DK/RA Fully Somewhat {rust, nor Somewhat Fully
distrust distrust . trust trust
distrust
Yerevan 13 36 12 18 19 3
Taxservice | OTe' 5 32 20 24 18 2
urban
Rural 6 23 15 25 27 3
Yerevan 19 37 11 18 14 2
. Other
Custom service 11 32 20 24 11 2
urban
Rural 20 24 13 23 18 2
Yerevan 15 40 13 17 13 3
L . h
Ministry of Finance | Ot" 10 37 19 20 13 2
urban
Rural 13 28 14 26 17 1

Crosstab 14.3

Q1.26.What extent do you trust theTax servic@ (by Marz), %

Marz Donbt Ifully Somewhat Neithgr trust, Somewhat Fully trust

distrust distrust nor distrust trust

Aragatsotn 7.6 20.3 20.5 16.4 30.0 5.2

Ararat 4.3 46.5 8.8 19.9 20.5

Armavir 4.8 375 17.3 17.8 18.2 45

Gegharkunik 17.6 9.4 12.8 21.4 34.3 4.6

Kotayk 4.2 24.4 15.3 31.8 225 1.8

Lori 8.1 19.8 13.7 29.6 25.7 3.1

Shirak 2.4 18.6 29.3 20.4 27.3 2.1

Syunik 0.0 43.6 18.9 20.6 13.4 35

Vayots Dzor 55 33.0 31.0 26.7 3.9

Tavush 5.0 25.7 24.9 36.2 8.3

Yerevan 12.7 35.7 12.0 17.9 19.1 2.6

Crosstab 14.4

Q1.26.What extent do you trust theMinistry of Finance? (by Marz), %
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Marz Donbt Fully Somewhat Neithgr trust, | Somewhat Fully trust
distrust distrust nor distrust trust
Aragatsotn 141 25.3 24.0 18.2 14.9 3.6
Ararat 145 43.1 9.6 21.8 11.0 0
Armavir 8.9 46.5 16.4 14.7 10.9 2.6
Gegharkunik 22.3 11.0 14.9 23.2 25.9 2.6
Kotayk 7.9 29.1 13.0 33.9 15.5 0.6
Lori 25.4 21.9 8.9 24.0 17.4 2.3
Shirak 3.2 24.0 32.0 22.0 17.5 1.3
Syunik 0.0 66.2 9.7 3.8 16.9 3.4
Vayots Dzor 2.7 57.3 13.3 11.8 14.9 0
Tavush 14 24.2 25.1 46.4 2.9 0
Yerevan 14.7 39.5 12.9 16.8 13.1 2.9
Total 12.7 35.0 15.1 20.8 14.4 2.1
Crosstab 14.5
Q1.26.What extent do you trust theCustoms systefi(by Marz), %
Dondt Fully distrust Sgir:terzt\:vsr:at Nnec;trh;rsttx:tt’ Sotr:]uesv;/hat Fully trust

Aragatsotn 22.5 23.3 17.2 14.0 18.3 4.7
Ararat 24.8 41.8 7.6 15.0 10.8 0
Armavir 17.9 42.0 13.6 13.7 10.9 1.9
Gegharkunik 27.5 11.2 16.1 22.2 19.6 3.4
Kotayk 5.4 27.5 15.1 32.7 17.5 1.8
Lori 25.1 18.9 12.0 23.2 17.7 3.0
Shirak 10.0 16.0 30.3 25.0 17.2 1.4
Syunik 0.0 45.7 16.8 18.9 16.9 1.8
Vayots Dzor 5.5 42.4 21.6 30.6 0 0
Tavush 14 27.9 22.7 44.0 4.0 0
Yerevan 18.6 36.5 11.3 17.6 14.0 1.9
Total 16.7 31.3 14.6 21.1 14.4 1.9

Crosstab 15

Q1.16.11f you were on a decision maker positiom a state agency, which would be your three primary actions
(by Age group), %

18-24 25-32 3339 | 4053 | 54-62 63+ Total

Refuse to answer 0.8 0.7 1.3 0.3 0.5 0.7 0.7
Donodt know 2.9 3.1 4.4 4.9 55 7.7 51
| would make the texts of tax laws
simpler andclearer 15.9 16.1 19.0 16.2 13.1 10.5 14.6
| would decrease the frequency of
legislation amendments 51 4.4 4.8 2.0 5.2 3.7 4.0
| would decrease the number of 38.1 381 | 365 | 411 | 369 | 401 38.7
taxes
I would decrease tax rates 15.2 13.7 14.3 15.1 13.8 17.9 15.2
| would tighten the penalties for

. ; 7.1 6.7 4.2 4.0 8.8 6.8 6.3
tax violations
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Q1.16.1If you were on a decision maker positiom a state agency, which would be your three primary actions
(by Age group), %
1824 25-32 3339 | 4053 | 54-62 63+ Total
| would improve the competency 46 57 50 6.3 35 26 46
level of tax servants
| would introduce a simple system
. . 6.2 3.9 2.5 4.4 3.0 4.8 4.1
of tax administration
| would introduce tax privileges for
. . 4.0 7.1 6.3 4.8 6.0 2.6 5.0
business activity of tax payers
Other 0 0.5 1.6 0.8 3.8 2.6 1.7

ANNEX 5: SELECTED FREQUENCIES OF SURVEY OF TAXPAYING
ORGANIZATIONS, INDIVIDUAL ENTREPRENEURS

Q1.1.What is your position?

Frequency Percent
Human Resource Manager 1 0.3
Shareholder/Owner 16 4.0
Individual Entrepreneur 247 61.8
President/Vice President/Executive Director 10 2.5
Director 66 16.5
Financial Manager 7 1.8
Chief Accountant 40 10.0
Head of Legal Service 1 0.3
Consultant 1.0
Employee 1.8
Founder 1 0.3
Total 400 100.0

Q1.2.How many years has your business/organization been actually (actively) operating in Armenia?

Frequency Percent
Upto 1 year 58 14.5
1-3 years 152 38.0
4-6 years 55 13.8
7-10 years 52 13.0
11-15 years 38 9.5
More than 15 years 45 11.3
Total 400 100.0

Q1.3.What is the organizationallegal status/form of your business?

Frequency Percent
Individual entrepreneur 251 62.8
SNCO 6 1.5
CNCO 5 1.3
Limited liability company 113 28.3
Closed joint stock company 7 1.8
Open joint-stock company 2 0.5
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Production cooperative 2 0.5
NGO 5 1.3
Fund 6 1.5
Condominium 3 0.8
Total 400 100.0
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Q1.4 Who is the biggest shareholder/participant of your business?

Frequency Percent
| am an individual entrepreneur 251 62.8
Physical person from Armenia 116 29.0
Physical person from abroad 3 0.8
Another Armenian organization 2 0.5
A foreign organization 3 0.8
Non-commercial 25 6.3
Total 400 100.0

Q1.5.And what is the main type of your business operations?

Frequency Percent
Agriculture, Forestry and Fishing 6 15
Mining and Quarrying 4 1.0
Manufacturing 21 5.3
Electricity, gas, steam and air conditioning supply 3 0.8
Water.su.pply; s.e\./v.erage, waste management and 1 03
remediation activities
Construction 12 3.0
Wholesale and Retail Trade 196 49.0
Transportation and storage 13 3.3
Accommodation and food service activities 11 2.8
Information and communication 15 3.8
Financial and insurance activities 1.0
Real Estate Activities 5 1.3
Professional, scientific and technical activities 15 3.8
Administrative and support service activities 3 0.8
Publig administration and defense; compulsory social 1 03
security
Education 17 4.3
Human health and social worlactivities 11 2.8
Arts, entertainment and recreation 10 25
Other service activities 51 12.8
Activities of extraterritorial organizations and bodies 1 0.3
Total 400 100.0

Q1.6.Has the corporate governance system (distribution of authoritiestween the shareholders, board of
directors, the director and the commissions, an internal audit function, etc.) been actually launched in you

organization?

Frequency Percent
Donét know 1 0.3
No 322 80.5
Yes 27 6.8
I dondét know what it 1is 50 12.5
Total 400 100.0
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Q1.7.1s the director of your enterprise simultaneously also one of the main shareholders/participants?

Frequency Percent
Refuse to answer 1 0.3
Dondt know 6 15
No 75 18.8
Yes 318 79.5
Total 400 100.0

Q1.8.Is your organization a member of any union, association?

Frequency Percent
No 383 95.8
Yes 17 4.3
Total 400 100.0

Q1.9.1f yes, could you give the name of that union?

Frequency Percent Valid percent

Dentists Association 1 0.3 5.9
Member of Chamber of Councils 2 0.5 11.8
Union of Cognac Producers 1 0.3 5.9
Intern Foongagribiznes Man Association 1 0.3 5.9
Union of Currency Dealers 2 0.5 11.8
Car federation 1 0.3 5.9
Union of Broadcasters 1 0.3 5.9
Union of EuropeanUniversities 1 0.3 5.9
Union of Mother and Child Health Preservation 1 0.3 5.9
Member of IATA International Association 1 0.3 5.9
An Association member 1 0.3 5.9
An Association member 1 0.3 5.9
Organization of SeKmanaging Managers 1 0.3 5.9
A network member 1 0.3 5.9
Dondét know 1 0.3 5.9
Total 17 4.3 100.0
Skip 383 95.8

Total 400 100.0

Q1.10.Do you think unions and associations are able to contribute to the improvement of tax policy and taj

administration?

Frequency Percent
D o nkddw 142 35.5
Completely can 5 1.3
Can rather than cannot 63 15.8
Cannot rather than can 97 24.3
Completely cannot 93 23.3
Total 400 100.0
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Q1.11.To what extent the economic entities are involved in discussions of initiatives projecting amendmémts

the tax legislation?

Frequency Percent
Refuse to answer 2 0.5
Dondt know 81 20.3
They are involved and are able to influence 24 6.0
They are involved but are unable to influencg 87 21.8
They are not involved 206 51.5
Total 400 100.0

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvement of the tax legislation and administration on business activity and busing

environment?

Frequency Percent
Refuse to answer 4 1.0
Dondt know 25 6.3
Very positive impact 2 0.5
Positive impact 82 20.5
No realimpact 136 34.0
Negative impact 93 23.3
Very negative impact 58 14.5
Total 400 100.0
Q2.1.Please mention which of the following types of taxes apaid by your business%

Donoét No Yes
Profit tax 3.0 64.0 33.0
Turnover tax 3.5 42.0 54.5
Income tax (income tax and compulsory social security payment) 1.0 2.3 96.8
Value added tax 3.0 73.8 23.3
Excise tax 2.8 91.5 5.8
Property tax 2.5 64.5 33.0
Land tax 2.8 74.3 23.0
Fixed fees 4.8 83.8 115
Patent fees 4.8 80.8 14.5
Environmental and natural resource use fees 3.8 90.5 5.8
State duty 4.0 83.8 12.3
Other 0.3 97.5 2.3

Q22How would you

charact er i z®the folldwing types of taxes@bd ur d

© = &
[ — Pe)
-8 | 2 g | 25 | § | 5%
n £ S 3 g 2 T > 2

> n
Profit tax 19.0 0.3 3.3 36.3 26.0 15.0
Turnover tax 16.0 0.5 4.3 36.3 27.0 16.0
Income tax 1.8 0.3 53 34.8 37.5 20.5
Value added tax 28.3 0.0 35 25.8 26.0 16.5
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27.3

188 | 130

Q2.3.Do you think change in rate (decreasing, increasing) is appropriate in the current economic situation
Armenia?, %

Don 6t Decrease Leave the Increase Remove the types of

same tax
Profit tax 135 64.3 19.0 0.8 25
Turnover tax 10.0 67.0 20.0 0.3 2.8
Income tax 1.5 76.0 19.8 0.5 2.3
Value added tax 17.8 63.0 16.5 0.3 25
Patent fees 24.0 53.3 20.3 0.5 2.0

Q2.4.How would you characterize the existing tax benefit system?
Frequency Percent
Refuse to answer 2 0.5
Donét know 43 10.8
Effective 39 9.8
With no impact 54 13.5
Ineffective 80 20.0
I even don6t know t 182 455
Total 400 100.0
Q25.Do0 you think ités reasonable to
Frequency Percent Valid Percent

Dondét know 14 3.5 8.1
Narrow down the scope of the tax benefits
to ensure additional tax incomes for the
state budget and to implement additional 28 .0 16.2
programs of social significance
Expand the scope of tax benefits to promots
the priority sectors and trends. 95 23.8 54.9
Leave unchanged 29 7.3 16.8
Other 7 1.8 4.0
Total 173 43.3 100.0
Skip 227 56.8
Total 400 100.0

Q2.6.Do you value the contribution of the Tax Code in unification (simplification) of the tax legislation?

Frequency Percent
Refuse to answer 1 0.3
Donét know 28 7.0
It is important that it is introduced during the upcoming 2 year; 232 58.0
It is important that it is introduced during the upcoming 5 year; 23 5.8
| dondt think it is importar 116 29.0
Total 400 100.0
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Q2.7. From the standpoint of efficient planning of economic activity, in what intervals it is reasonable that th

regular changes in tax legislation are enforced, put into effect?

Frequency Percent
Dondét know 22 5.5
Once in sixmonths 27 6.8
Once a year 72 18.0
Once in three years 108 27.0
More than once in three years 171 42.8
Total 400 100.0

Q2.8.Do you think the uncommon tax regimes now underway in Armenia (turnover tax, patent fee, fixed fee

contribute to the tax lawabidance?

Frequency Percent
Refuse to answer 2 0.5
Dondt know 152 38.0
No 119 29.8
Yes 127 31.8
Total 400 100.0
Q2.8.1. If yes, why?
Frequency Percent Valid Percent
Dondét know 37 9.3 29.1
Makes it easier to pay taxes independently 34 8.5 26.8
Is more convenient and just 39 9.8 30.7
Brings money to the State budget 4 1.0 3.1
Other 13 3.3 10.2
Total 127 31.8 100.0
Skip 273 68.3
Total 400 100.0
Q2.8.2. If no, why?
Frequenc | Percen | Valid
y t Percen
t

Tax rates are too high 11 2.8 9.2
I't is cosmetic (those who ar wi || 17 43 143
pay)
Contributes to the shadow sector 13 3.3 10.9
The system is not legal 11 2.8 9.2
Hinders business development 6 15 5.0
The law is flawed 17 4.3 14.3
Other 4 1.0 3.4
Refuse to answer 2 0.5 1.7
Donét know 38 9.5 31.9
Total 119 29.8 100.0
Skip 281 70.3
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Total 400 | 100.0 | |

Q2.9. Do you practice you employ your own accountant or outsource it?

Frequency Percent
Permanent 335 83.8
Accountancy isdone outsourcing 65 16.3
Total 400 100.0

Q2.10.Do you use the service of a paid consultaf&

No Yes
Tax consultant 90.6 9.3
Customs consultant 96.7 3.0
Legal consultant 93.7 6.0

Q2.11.In your opinion, what is the biggest advantage of tax laabidance for the business on the whole?

Frequency Percent
Dondt know 21 5.3
Acquiring good reputation 49 12.3
Reduced probability to get fined 67 16.8
g:;;::k;:)tlnng to the business development, 79 19.8
Pay taxes and sleep well 146 36.5
Other 3 0.8
There is no advantage 35 8.8
Total 400 100.0

Q2.12.In your opinion, what is the most negative consequence of tax law abidance on the business in gene

Frequency Percent
Refuse to answer 4 1.0
Dondt know 40 10.0
Our income will be reduced since we cannot raise adequately 77 193
the prices of our products/services. '
Still, others will not pay, so we are going to suffer in terms of
competition =0 12.5
Still, we continue dealing with the unfair and unequal attitude
fromthetaxb o d y . I dondét think th 95 23.8
encourage the change in my behavior
Downturn in business, loss of clients 99 24.8
Other 3 0.8
No negative consequence 32 8.0
Total 400 100.0

Q2.13.Do you think business people/businessgise bribes to tax/customs bodies?

Frequency Percent
Refuse to answer 23 5.8
Dond6t know 107 26.8
No 93 23.3
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Yes 177 44.3

Total 400 100.0
Q2.14.Whydotheydoso{ % i n fiYesd answers of Q2

Frequency Percent Percent of Cases

Refuse toanswer 1 0.4 0.6

Donét know 6 2.2 3.4

Because they are motivated to do a special favor 59 21.2 33.3

Save the taxes (money) 64 23.0 36.2

Ar e concerned t hat wi ||

control of the tax body 48 17.3 271

Do .n.o t want t dhe rpal sedse efpthe iaw 23 83 13.0

provisions

Donét want to spend money 4 1.4 2.3

Dondt want to spend money 7 25 4.0

Will not achieve any results anyways, if they protest o

go to the court 61 21.9 34.5

Other 5 1.8 2.8

Total 278 100.0 157.1

Q2.15.In your opinion, what are the main reasons that the tax/customs bodies go for it?

Frequency Percent Valid Percent
Refuse to answer 3 1.0 1.7
Dondét know 5 1.7 2.8
Their low salaries 40 13.8 22.6
Legislative gaps which results in the situation
when businesses are not able to get prompt an 39 13.5 22.0
clear explanations
Poor control 46 15.9 26.0
It is available in all sectors this way or that 42 145 23.7
The issue is fisystemi 109 37.7 61.6
Other reasons 5 1.7 2.8
Total 289 100.0 163.3

Q2.16.What steps can you take if a tax inspector provokes with his/her behavior or directly requests a bribe

causes to engage in other illegal actions?

Frequency | Percent | Percent of
Cases
Refuseto answer 24 4.9 6.0
Dondét know 60 12.3 15.0
| can inform about it to his/her boss (not officially) 95 19.5 23.8
| can inform about it to his/her boss (officially) 58 11.9 14.5
| can apply to law enforcement bodies 38 7.8 9.5
| can apply to the HumarRights Defender or to the Court 39 8.0 9.8
| can write a letter to the head of the SRC through SRC website 25 5.1 6.3
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Q2.16.What steps can you take if a tax inspector provokes with his/her behavior or directly requests a bribe

causes to engage in other illegal actions?

Frequency | Percent | Percent of
Cases
Other steps 149 30.5 37.3
Total 488 100.0 122.0
Other Including:
Will not do anything (it will be senseless and useless), willly the bribe 38 9.5
Will pay the bribe 28 7.0
Will not pay the bribe, (even if forced to pay fines, 51 128
Will close down the firm 5 1.3
Will beat them up 7 1.8
Wil call the hot line number 3 0.8
Will take the matter up with people | know 3 0.8
/ have never been aske 5 1.3
Other 9 2.3
Total 149 37.3
Q2.17.In your opinion, what are the steps that the tax payer usually takes in such situations?
Frequency Percent Percent of Cases
Refuse to answer 8 1.5 2.0
Donét know 55 10.4 13.8
Inform the head about it (not officially) 38 7.2 9.5
Inform the head about it (officially) 9 1.7 2.3
Apply to law enforcement bodies 8 15 2.0
ég[:lr): to the Human Rights Defender or to the 21 40 53
\éVlegaVz\a;eIEtst:; to the head of the SREhrough 6 11 15
Discuss and come to consensus 223 42.2 55.8
Dondt do anything 158 29.9 39.5
Other 2 0.4 0.5
528 100.0 132.0

Q2.18.There are many cases when tax inspectors refused the suggested bribes; what are the reasons fo

Frequency Percent Percent of Cases
Refuse to answer 11 1.9 2.8
Donét know 72 12.7 18.0
It contradicts the code of conduct of a state
employee and norms of ethics 49 8.6 123
Human attitude to the business when
violation is in fact not significant 29 51 7.3
Qoulq not close the issue of hiding the 92 16.2 23.0
violation
Perhaps were afraid of the consequences 172 30.3 43.0
The suggested amount of money was small 123 21.7 30.8
Other 6 1.1 15
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2.3

3.3

567

100.0

141.8

Q3.1.Tell me please, did any tax inspection (study) take place in your organization/ business during-2013?

Frequency Percent
No 184 46.0
Yes 216 54.0
Total 400 100.0

Q3.2.What kind of tax inspection (study, measurement) has been perforniad/our organization/business

during 20122013?% /i n AYeso ahswers of Q3. 1

Donét No Yes
Checking the accuracy of relationships with the state budget 2.8 56.0 41.2
Based on the application about VAT return or clearing 3.7 75.9 18.5
Crosschecking 4.2 66.2 29.2
Checking of any unregistered employees 2.8 41.2 56.0
Checking of cash receipts 2.3 27.3 67.1
Other 1.4 91.7 6.9

Q3.3.Was the inspection of accuracy of the relationship with the state budget in the scope of the annual pl:

approved by the tax body?

Frequency Percent Valid Percent
Dondt know 7 1.8 7.9
It was within the scope of the plan 6 1.5 6.7
It was beyond the scope of the plan 76 19.0 85.4
Total 89 22.3 100.0
Skip 311 77.8
Total 400 100.0
Q3.4.What was theground for the inspection out of the plan?
Frequency| Percent Valid
Percent
Donét know 1 0.3 16.7
No grounds are mentioned in the order 3 0.8 50.0
According to the investigatorsb©d 2 0.5 33.3
Total 6 15 1000
Skip 394 98.5
Total 400 100.0
Q35.Using a scale of 1 to 5, where 6106 means fiCom

please mention to what extent you are informed about your rights related to the tax inspectifgtadies,

measurements).
Frequency Percent
Dondt know 4 1.0
Completely uninformed 69 17.3
2 51 12.8
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3 95 23.8
4 58 14.5
Completely informed 123 30.8
Total 400 100.0
Q36.Using a scale of 1 to 5, where fiabl eméanpl a&aseé

extent you are able to exercise your rights.

Frequency Percent
Dondt know 7 1.8
Fully unable 57 14.3
2 57 14.3
3 114 28.5
4 60 15.0
Fully able 105 26.3
Total 400 100.0

Q3.7.Which of the below items are thenegative sides of tax inspections for your business.

Frequency Percent Percent of
Cases
Refuse to answer 5 1.0 1.3
Donét know 31 6.1 7.8
Mainly the lengthy, time-consuming process 89 175 223
Formal approach, negligence of the content of operations 3.8
95 18.7
Presumption of guilt of the tax payer from the very beginnin 99 19.5 24.8
Creating panic by the tax inspector 103 20.3 25.8
Other 20 3.9 5.0
None of the above 66 13.0 16.5
Total 508 100.0 127.0
Other Including.
No negativesides 4 1.0
There have been no tax inspections so far 8 2.0
It interferes with the work 5 1.3
Other 3 0.8

Q3.8.Which of the below items are the positive sides of tax inspections for your business?

Frequency Percent Percent of Cases

Refuse toanswer 5 1.0 1.3
Dondt know 39 7.8 9.8
Seeing different eval ua 42 8.4 10.5
indicators

Seeing own mistakes and correcting them 177 35.4 44.3
ARi ddanceodo without pena 45 9.0 11.3
creates a feeling of satisfaction féie paid debts

Strengthens the team spirit of the staff 16 3.2 4.0
Improves the relationship with tax bodies for future 81 16.2 20.3
Other 20 4.0 5.0
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None of the above 75 15.0 18.8
Total 500 100.0 125.0
Other Including:
No positive sides 15 3.8
There have been no tax inspections so 1 5 1.3

Q3.9.Have you ever expressed your disagreement about the results of tax inspections?

Frequency Percent
Refuse to answer 4 1.0
Donét know 4 1.0
No 224 56.0
Yes 75 18.8
Thereare no controls 93 23.3
Total 400 100.0

Q3.9.1Have you ever expressed your disagreement about the results of tax inspections?

Frequency Percent Valid Percent

Refuse to answer 4 1 1.3
Dondt know 4 1 1.3
No 224 56 73
Yes 75 18.75 24.4
Total 307 76.75 100
There are no controls 93 23.25

Total 400 100

Q3.10.What steps have you taken?

Percent Frequency
No Yes No Yes
Presented disagreement on the draft inspection a 54.7 45.3 41 34
Presented obj_ecfuon on the inspection act to the 933 6.7 70 5
appeal commission of the tax body
Turned to the court 93.3 6.7 70 5
Expressed the dissatisfaction in friends company 18.7 81.3 14 61
Q3.11.Usingascaleof-b6, where 616 means fAFully dissatisfiec
satisfied you are with the resultso
% B § =2 2 £ % = %
< S A n %]
Punng _the discussion about the draft 59 171 229 5.7 143 59 143
inspection act
A. In the Appeal Commission of the 59 65.7 86 11.4 86 00 59
SRC
B. In the Inter-Departmental Appeal 59 714 59 86 114 00 59
Council
During the court trial 2.9 74.3 0.0 0.0 17.1 0.0 5.7
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Q3.12.Do you consider it justified to observe nonpayment of taxes as economic crime and to prosecute for t
Frequency Percent
Refuse to answer 2 0.5
Dondt know 15 3.8
No 127 31.8
Yes 256 64.0
Total 400 100.0
Q 4.1.Which of the following definitions do you think should serve as the main goal of a tax authority?
Frequency Percent Percent of Cases

Refuse to answer 1 0.1 0.3
Donét know 11 1.6 2.8
Assist tax. payers to calculate taxes accordin 144 210 36.0
to the legislation
;:f?cljlredct as much taxes as the business can 149 217 373
Implement strict control of tax payers 42 6.1 105
Fulfill the tax plan at any cost 40 5.8 10.0
Effectively spend the government money 95 13.8 23.8
Trea_t people with respecacting as exemplary 204 297 51.0
public servant

686 100.0 171.5
Q4.2.Usingascaleof1l 0, where 616 means fAFully justifiedo

how justified it is to cheat on taxes when possilite
Frequency Percent

Refuse to answer 2 0.5
Dondét know 11 2.8
Fully justified 27 6.8
2 6 1.5
3 17 4.3
4 10 2.5
5 45 11.3
6 12 3.0
7 26 6.5
8 43 10.8
9 21 5.3
Not justified at all 180 45.0
Total 400 100.0
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Q 4.3.Using a scale af-1 0 ,

wh er el Nbeladr Inye annos one 0

people cheat on taxes when possible?

and

10 means

Frequency Percent
Refuse to answer 2 0.5
Donét know 62 155
Nearly no one 16 4.0
2 15 3.8
3 27 6.8
4 19 4.8
5 102 25.5
6 22 55
7 40 10.0
8 38 9.5
9 25 6.3
Nearly everyone 32 8.0
Total 400 100.0

Q4.4.1n your opinion, what are the main reasons for not paying or hiding the taxes?

Frequency Percent Percent of
Cases
Refuse to answer 1 0.1 0.3
Donét know 8 1.2 2.0
High taxes 222 325 55.5
Fre_quept changes or unclearness of tax 60 88 15.0
legislation
Too high fines when tax errors are made, 5 3.7 6.3
measures holding responsible are too strict ' '
Complicated procedure of calculating and 25 37 6.3
paying the taxes, too much paper work
The wish to esca_pe appearing within the focus 21 31 53
of the tax authorities
Difficulty or impossibility to get clear 20 2.9 5.0
information, clarifications from the tax body
Frequency of tax inspections 8 1.2 2.0
Desperate financial situation 143 20.9 35.8
Unfair treatment of different business 115 16.8 28.8
Others do the same 21 3.1 5.3
Other 14 2.0 3.5
Total 683 100.0 170.8
Other Including:
70 gain extra income 10 2.5 71.4
Other 4 1.0 28.6
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Q4.5.There is a theory, according to which the higher are the tax rates, the more people cheat on taxes, wh
when the government reduces the taxes, everybody pays, and the budget gets more mbmeyou think this

option is applicable for Armenia?

Frequency Percent
Refuse to answer 1 0.3
Dondt know 17 4.3
No 63 15.8
Yes 319 79.8
Total 400 100.0

Q4.6.1f the government needs additional money in a foremajeure situation, which would be the better option?

Frequency Percent
Refuse to answer 3 0.8
Dondt know 81 20.3
Taking debt from its people 111 27.8
Taking debt from other countries 109 27.3
Raise taxes for that particular period 14 3.5
Other 82 20.5
Total 400 100.0
Other Including:
Spend money in a right way 26 6.5
Let oligarchspay 10 25
Let high-ranking official pay out of their pockets 11 2.8
Increase tax rates for big taxpayers 9 22
Let the rich pay 1z 3.0
Other 14 3.5
Q47Let 6s imagine that the government has dereddydte ¢
cooperate, i.e. to stop cheating the taxes?
Frequency Percent
Refuse to answer 1 0.3
Dondét know 12 3.0
No 62 155
Yes 325 81.3
Total 400 100.0

Q 4.8.Would you agree to lower the taxes but to strengthen the responsibility in casébreaching the law (add
more fines and hold those who breach otherwise liable).

Frequency Percent
Refuse to answer 2 0.5
Dondt know 13 3.3
No 36 9.0
Yes 349 87.3
Total 400 100.0
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Q 4.9.Do you think formulating (optimizing and planning)transactions in a certain way to reduce taxes is a
permissible and quite acceptable practice (for example, if a company hires a disabled person, then it obtai
privilege in payment of profit tax; or opens a new company next to the existing one and/aidies it into parts to

make use of the advantages of small businesses)?

Frequency Percent
Refuse to answer 4 1.0
Donét know 85 21.3
No 125 31.3
Yes 186 46.5
Total 400 100.0
Q4.9.1. Why it is acceptable? % in i)
Frequency Percent Valid Percent
Dondt know 41 10.3 22.0
Creates jobs (small businesses develop) 10 2.5 5.4
Provides jobs for the disabled 43 10.8 23.1
Not to pay high/heavy taxes 21 5.3 11.3
Acceptable because allowed by law 59 14.8 31.7
To get additionalincome 12 3.0 6.5
Total 186 46.5 100.0
Skip 214 53.5
Total 400 100.0
Q4.9.2. Why it is not acceptable? % i
Frequency Percent Valid Percent
Refuse to answer 1 0.3 0.8
Dondét know 26 6.5 20.8
Unjust, dishonest. All areequal. 31 7.8 24.8
If they have income, let them pay taxes. 16 4.0 12.8
Unlawful because they hide taxes. 40 10.0 32.0
They use the disabled in their own interest/to their own ends 4 1.0 3.2
Create difficulties for small businesses. 7 1.8 5.6
Total 125
Skip 275 68.8
Total 400 100.0
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Q4.10.If you were on a decision maker positiom a state agency, which would be your three primary actions

Frequency Percent Percent of Cases
Refuse to answer 1 0.1 0.3
Dondt know 8 0.8 2.0
| would make the texts of tax laws more simple and 174 17.9 435
more clear
| would decrease the frequency of legislation o1 9.4 208
amendments
| would decrease the number of taxes 176 18.1 44.0
| would decrease tax rates 193 19.8 48.3
I would tighten the penalties for tax violations 36 3.7 9.0
| would improve the competency level of tax servant 46 4.7 11.5
I woglt_j mtrgduce a simple system of tax 129 133 323
administration
I would introduce tax privileges for business activity 101 104 25 3
of tax payers
Other 18 1.8 4.5
Total 973 100.0 243.3
Other Including:
Will exempt from taxes 6 1.5
Will establish justice 5 1.3
Other 7 1.8
Q4.110Onascaleof5, where 6106 means fiCompletely disagr

indicate to what extent do you agree with the following statement.

<
o

DK
Completely
disagree
Disagree
Agree
Completely
agree

If you see more useful social and other services, €

police, army, free education, etc., you will be willing 0.3 3.8 8.0 28.5 46.0 13.5
to pay moretaxes
Everybody, including those enjoying protection and 03 88 385 23.8 198 90

Airoof 6, pay taxes as ev

The government should raise tax rates for the rich, t

e . 1.0 3.8 6.0 23.0 37.3 29.0
promote social justice in the society

The public services that you get against the taxes y(

0.5 13.0 20.0 375 24.8 4.3
pay are truly useful to you

You have full access to the necessary information o

. 0.5 4.5 7.0 37.8 38.3 12.0
tax rates, laws and regulations

If paying tax was easy and less tir@nsuming,

people would be more willing to pay them 0.5 4.5 6.8 21.8 S1.5 150

The tax system in Armenia is predictable. We can
accurately forecast how the tax burden will look like| 0.5 9.5 40.5 35.0 11.3 3.3
next year

Effectively executed corporate governance system
(distribution of shareholdersboard of directors,

between the director and committees, functions of 0.5 49.5 55 168 25.8 2.0
internal audit, etc.) contributes to tax lawful.
Dealing with employees of the tax inspection is 0.8 5.5 7.3 17.0 42.3 27.3
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Q4.110nascaleof 5, where 616 means fiCompletely disagr
indicate to what extent do you agree with the following statement.
e o
S 3 © S o
< N4 2o > o 29
o o | g3 | & 2 £
S T [a) o
@) @)
stressful
Laws are applied equally to all taxpayers 0.5 6.3 43.8 35.0 11.0 3.5
If the pusmess reprgsentatlves bel!e_ve that the taxe 05 48 08 8.0 603 258
are fair, then they will be always willing topay them
If you see less corruption, you will be willing to pay 08 65 6.0 20.8 435 295
more taxes
To have more fair tax system a'nd society, | e'xm rgad 05 128 113 293 358 105
to tolerate even a more sophisticated tax legislation
Application gf th prepayments requestgd illegally 05 125 15 90 48.3 8.3
has a negative impact on the tax law abidance
Pay taxes and sleep well 0.5 15 1.0 6.0 47.3 43.8

Q5.1.What are your main sources of receiving information abothie changes in tax system/procedures?

Frequency Percent Percent of Cases
Refuse to answer 2 0.3 0.5
Dondét know 7 0.9 1.8
Directly the tax bodies 193 25.6 48.3
The website of the Tax Service 114 15.1 28.5
Official bulletins 55 7.3 13.8
Other persons/businesses 148 19.7 37.0
Public agencies involved in protection of rights 6 0.8 15
Printed sources 27 3.6 6.8
Electronic media 57 7.6 14.3
Soci al networks (Facebog 24 3.2 6.0
Consultancy companies 18 2.4 4.5
Mass medigTV, radio) 93 12.4 23.3
None of the above 9 1.2 2.3
Total 753 100.0 188.3

Q5.2.Please mention, what is the preferable and m

ost reliable way of

receiving information from a tax body

Frequency Percent Percent of Cases
Refuse to answer 6 11 15
Dondt know 22 4.2 55
Visits to the tax payer service centers 149 28.3 37.3
Hot line 23 4.4 5.8
E::)?/?geza!;r(:/it:: tax inspector whom | know or who 132 250 33.0
Vvvl\,il\,ti éﬁsvtv:rgzl.';e;.http.//www.taxserwce.am/or 128 24.3 32.0
Call center 18 3.4 4.5
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Q5.2.Please mention, what is the preferable and most reliable way of receiving information from a tax body

Frequency Percent Percent of Cases
\é\llglrtitﬁecr;lir;c:]uwy to the SRC to receive an official 11 51 58
Written inquiry to the SRC to receive explanation
(opinion) auiry P 5 0.9 1.3
Written inquiry to the RA Ministry of Finance to
receive explanation (opinion) about the particular 1 0.2 0.3
provisions of the law
Other 32 6.1 8.0
Total 527 100.0 131.8
Other Including:
Mass media 4 1.0
The accountant 8 2.0
Electronic messages 8 2.0
Printed sources 4 1.0
Other(consulting companies, friends) 8 2.0

Q5.3.Usingascaleof 1-5, where 6 InéansfiCompletelyuseleséandé BnéansiVery usefub how would you

assess the following services delivered by the RA Tax Service?

RA DK Completely Useless | Useful very

useless useful
rEelgz:)trrt(;nlc system of submitting the 05 153 20 70 45.0 30.2
E-invoicing system 0.5 33.0 1.8 6.8 36.8 21.2
RA tax payers search system 0.5 34.0 1.3 8.5 35.3 20.5
Online notification system 0.5 30.3 2.0 7.5 41.3 18.5
Online correspondence system 0.5 32.3 2.3 7.3 39.8 18.0
tsa))/(sltazce?; registration of law abiding 05 32.0 50 6.8 398 190
Taxcalendar 0.5 25.0 1.3 6.5 41.8 25.0
Email delivery system 0.8 29.0 2.3 6.3 42.5 19.2
Hot line 0.5 20.8 4.0 9.5 44.3 21.0
Call center 0.5 24.0 2.8 9.0 43.5 20.2

Q5.4.1n your opinion, to what extent the delivery of the following services by the SRC contributes to the
improvement of the public confidence towards the main goal of the SRC. Use@as c al e,

wher e

not contrahdté5at mehhsei hRullsy.c
Does not Eull
RA | DK | contribute 3 4 "
contributes
at all

Control over currency regulationand |, 5 | 55 g 155 110 | 155 | 16.8 9.25
law provisions
Application of accounting software 1.0 29.5 10.0 5.8 19.3 | 243 10.25
Application of cash transactiodimit 1.0 31.8 13.3 9.0 215 | 185 5
Implementation of preliminary 10 | 208 108 | 113 | 215 | 175 | 825
investigation and probe
Control over involvement in
entrepreneural activity without state |, | g ¢ 95 88 | 185 | 243 125
registration and/or without alicense
(illegal activity)
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Q5.5.What new services do you think should be delivered by the SRC?

Frequency Percent
Refuse to answer 8 2.0
Dondt know 213 53.3
No suggestions 28 7.0
No need for new services, let themprovide existing services with
- . . 46 11.5
justice and high quality
Will cut tax rates (eliminate taxes altogether) 20 5.0
Make information easily accessible and better spread 36 9.0
Simplify the system and the laws 17 4.3
Grant privileges for and suppomew and small and medium 11 8
businesses '
Increase electronic services 4 1.0
Close down that committee 4 1.0
Other 13 3.3
Total 400 100.0
Q6.1.1s your business involved in import and/or export operations?

Frequency Percent
Refuse to answer 1 0.3
Import 44 11.0
Export 1 0.3
Both 7 1.8
None 347 86.8
Total 400 100.0

Q6.2.1s the existence of customs broker institute justified or you would prefer to do customs drawing up

independently?

Frequency Percent Valid Percent
Dondét know 5 1.3 9.6
It is preferable through a broker 28 7.0 53.8
FI:)):;::;&r:wmg up independently is 15 38 8.8
No difference 4 1.0 7.7
Total 52 13.0 100.0
Skip 348 87.0

400 100.0

Q6.3.Through what agency should the coding be done in accordamith the FEA PL (External Economic
Activity Product List) classification), in terms of most efficient public trust?

Frequency Percent Valid Percent

Dondt know 14 3.5 26.9
Through Customs Service 10 2.5 19.2
Directly through the importer 12 3.0 23.1
Through the Chamber of Commerce 6 1.5 115
Through other bodies 4 1.0 7.7

Not important 6 15 115
Total 52 13.0 100.0
Skip 348 87.0

Total 400 100.0
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Q6.4.How would you characterize the existing in Armenia practices of determining the custowssue based on
the orientation prices.

Frequency Percent Valid Percent

Dondt know 5 1.3 9.6
It is appropriate and acceptable for the current
situation in our country 3 0.8 58
It is imperfect since allows to subjectively refuse th
method ofthet r ansacti onds pri 11 2.8 21.2
It is unacceptable, because, as a rule, is not based
the transaction price method 26 6.5 50.0
It is imperfect since the methodology of
determining the orientation prices is not 4 1.0 7.7
transparent
| am indifferent 3 0.8 5.8
Total 52 13.0 100.0
Skip 348 87.0

400 100.0

Q7.1.How much money do you approximately spend yearly on trainings on accounting and tax topics?

Frequency Percent
Refuse to answer 4 1.0
Donét know 10 2.5
0 333 83.3
Up to 250 000 AMD 47 11.8
250 001 - 500 000 AMD 4 1.0
500 001-1 000 000 AMD 2 0.5
Total 400 100.0

Q7.2.How would you characterize the activity of your company/business in the previous fiscal year?

Frequency Percent
Refuse to answer 4 1.0
Dondét know 6 15
Very poor (major losses during the previous year) 63 15.8
Poor (certain losses during the previous year) 124 31.0
Stable 169 42.3
Good (certain profit during the previous year) 33 8.3
Very good (major profit during the previous year) 1 0.3
Total 400 100.0
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Q 7.3.How would you describe the perspectives of your organization/business over the next three years?

Frequency Percent

Refuse to answer 3 0.8

Dondt know 77 19.3
Very poor (major losses during the previous year) 65 16.3
Poor (certain losseduring the previous year) 87 21.8
Stable 103 25.8
Good (certain profit during the previous year) 57 14.3
Very good (major profit during the previous year) 8 2.0

Total 400 100.0

Q 7.4.Who is the main client of your goods or services?

Frequency Percent
Refuse to answer 2 0.5
Donét know 2 0.5
Individuals/final users/final consumers 325 81.3
Other companies 60 15.0
Government 4 1.0
NGOs or international organizations 4 1.0
Other 3 0.8
Total 400 100.0

144



Tax Perceptions in Armenia | Survey Findings

ANNEX 6. SOME CROSSTABS FROBlirvey of Taxpaying

Organizations and Individual Entrepreneurs

Crosstabl

Q2.1.Please mention which of the following types of taxes are paid by your busingsghout Individual

Entrepreneurs (IE), %

DK No Yes
Profit tax 0.0 47.0 53.0
Turnover tax 2.0 52.3 45.6
Income tax (income tax and compulsory social security payment) 0.0 13 08.7
Value added tax 0.0 60.4 39.6
Excise tax 0.7 93.3 6.0
Property tax 0.0 54.4 45.6
Land tax 1.3 74.5 24.2
Fixed fees 4.0 86.6 9.4
Patent fees 2.0 81.9 16.1
Environmental and natural resource use fees 1.3 87.9 10.7
State duty 2.7 80.5 16.8
Other 0.0 96.6 3.4

Crosstab?2
Q2.1.Please mention which of the following types of taxes are paid by your busingg&hout IE and non-
commerciald, %

DK No Yes
Profit tax 0.0 41.9 58.1
Turnover tax 2.4 43.5 54.0
Income tax (income tax and compulsory social security payment) 0.0 1.6 98.4
Value added tax 0.0 57.3 42.7
Excise tax 0.8 91.9 7.3
Property tax 0.0 50.8 49.2
Land tax 1.6 72.6 25.8
Fixed fees 4.0 84.7 11.3
Patent fees 1.6 79.0 19.4
Environmental and natural resource use fees 1.6 86.3 12.1
State duty 2.4 79.0 18.5
Other 0.0 96.0 4.0
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Q1.6. Has the corporate governance system been actually launched in your organizafifanarganizationat
legal status/form of the busines$k

DK No Yes | dondét kn
i Frequency 0 205 41
Percent 0 82 16
Frequency 0 2 1
SNCO
Percent 0 33 50 17
CNCO Frequency 0 5 0 0
Percent 0 100 0
Frequency 1 93 11 8
LLC
Percent 1 82 10 7
Frequency 0 3 4 0
CJsO
Percent 0 43 57 0
Frequency 0 2 0 0
0JsC
Percent 0 100 0 0
bC Frequency 0 2 0 0
Percent 0 100 0 0
Frequency 0 3 2 0
NGO
Percent 0 60 40 0
Frequency 0 6 0 0
Fund
Percent 0 100 0
Condomini Frequency 0 1 0
ondominium
Percent 0 33 67 0
Frequency 1 322 27 50
Total
Percent 0 81 7 13
Crosstab 4

Q1.6. Has the corporate governance system been actually launched in your organizaian@e biggest

shareholder/participant of

your business), %

DK No Yes donot kno
| am an individual Frequency 0 205 41
entrepreneur Percent 0 82 2 16
Physical person from Frequency 0 95 14
Armenia Percent 0 82 12 6
Frequenc 0 2 0 1
Physical person from abroa g y
Percent 0 67 0 33
Another Armenian Frequency 0 1 1 0
organization Percent 0 50 50 0
. L Frequenc 1 2 0 0
A foreign organization q y
Percent 33 67 0 0
F 0 17 7 1
Non-commercial requency
Percent 0 68 28 4
Frequency 1 322 27 50
Total
Percent 0 81 7 13

Crosstab 4.1
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Q1.6. Has thecorporate governance system been actually launched in your organizatigw?/mport/Export
operations), %
DK No Yes I donoét kngd
RA Frequency 0 1 0 0
Percent 0 100 0 0
Frequenc 1 35 4 4
Import g y
Percent 2 80 9 9
Frequenc 0 0 1 0
Export guency
Percent 0 0 100 0
Both Frequency 0 4 3 0
Percent 0 57 43 0
F 282 1 4
None requency 0 8 9 6
Percent 0 81 5 13
F 1 22 27
Total requency 3 50
Percent 0 81 7 13
Crosstab 5
Q1.7.1s the director of your enterprise simultaneously also one of the mainareholders/participants?
(without IE and non-commercialg
Frequency Percent
Dondt know 3 2.4
No 22 17.7
Yes 99 79.8
Total 124 100
Crosstab 6
Q1.6Has the corporate governance system been actually launched in your organization?
(Answers ofBusinesses from Agriculture, Manufacturing and Mining sectors, Q1.5=1,2,3))
Frequency Percent
No 28 90.3
Yes 2 6.5
I donét know what it is 1 3.2
Total 31 100
Crosstab 7
Q1.6Has the corporate governance system been actually launched in yanganization?
(Answers of Businesses from Trade sector, Q1.5=1,2,3)
Frequency Percent
Donét know 1 0.5
No 161 82.1
Yes 4 2.0
I dondét know what it is 30 15.3
Total 196 100
Crosstabs 42 provide data on businesses, who answefedd e s 6 t o Q1. 6

Crosstab 8

Q1.5.What is the main type of your business operations?
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Frequency Percent
Agriculture, Forestry and Fishing 1 3.7
Mining and Quarrying 1 3.7
Electricity, gas, steam and air conditioning supply 1 3.7
Construction 1 3.7
Wholesale andRetail Trade; Repair of Motor Vehicles, 4 14.8
Motorcycles
Information and communication 3 11.1
Financial and insurance activities 1 3.7
Real Estate Activities 2 7.4
Education 4 14.8
Human health and social work activities 1 3.7
Arts, entertainmentand recreation 1 3.7
Other service activities 7 25.9
Total 27 100
Crosstab 9

Q1.4.Who is the higgest shareholder/participant of your business?

Frequency Percent
I am an individual entrepreneur 5 18.5
Physical person from Armenia 14 51.9
Another Armenian organization 1 3.7
Non-commercial 25.9
Total 27 100
Crosstab 10

Q1.3.What is the organizationallegal status/form of your business?

Frequency Percent
Individual entrepreneur 5 18.5
SNCO 111
Limited liability company 11 40.7
Closedjoint stock company 14.8
NGO 7.4
Condominium 2 7.4
Total 27 100
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Q1.2.How many years has your business/organization been actually (actively) operating in Armenia?

Frequency Percent
17 3 years 8 29.6
417 6 years 5 18.5
771 10years 5 18.5
117 15 years 1 3.7
More than 15 years 8 29.6
Total 27 100

Crosstab 12

Q1.2.How many years has your business/organization been actually (actively) operating in Armenia?

Frequency Percent

Upto 1 year 14 18.7
17 3 years 20 26.7
47 6 years 9 12.0
71 10 years 9 12.0
117 15 years 5 6.7
More than 15 years 18 24.0
Total 75 100
Crosstabs 136 provide data on businesses, who answefedd o 6 t o Q1. 7

Crosstab 13

Q1.3.What is the organizationallegal status/form of youbusiness?
Frequency Percent
Individual entrepreneur 30 40.0
SNCO 6 8.0
CNCO 5 6.7
Limited liability company 19 25.3
Closed joint stock company 3 4.0
NGO 3 4.0
Fund 6 8.0
Condominium 3 4.0
Total 75 100.0

Crosstab 14

Q1.4.Who is the biggesshareholder/participant of your business?
Frequency Percent
| am an individual entrepreneur 30 40.0
Physical person from Armenia 17 22.7
Physical person from abroad 1.3
Another Armenian organization 2.7
A foreign organization 2 2.7
Non-commercial 23 30.7
Total 75 100

Crosstab 15

Q1.5 And what is the main type of your business operations?

Frequency Percent

149



Tax Perceptions in Armenia | Survey Findings

Q1.5 And what is the main type of your business operations?

Frequency Percent
Agriculture, Forestry and Fishing 3 4.0
Electricity, gas, steam and air conditioning supply 1 1.3
Wholesale and Retaillrade; Repair of Motor Vehicles, 25 333
Motorcycles ’
Transportation and storage 3 4.0
Accommodation and food service activities 3 4.0
Information and communication 3 4.0
Real Estate Activities 3 4.0
Professional, scientific and technical activities 3 4.0
Education 13 17.3
Human health and social work activities 2.7
Arts, entertainment and recreation 6.7
Other service activities 10 13.3
Activities of extraterritorial organizations and bodies 1 1.3
Total 75 100.0
Crosstab 16

Q1.6Has thecorporate governance system been actually launched in your organization?

Frequency Percent
No 50 66.7
Yes 11 14.7
I dondét know what it is 14 18.7
Total 75 100
Crosstabs 1-22 provide data on businesses, who answefe?¥ e s 6 t o Q1. 8

Crosstab 17

Q1.2.How many years has your business/organization been actually (actively) operating in Armenia?

Frequency Percent
Up to 1 year 1 5.9
17 3years 4 23.5
417 6 years 2 11.8
771 10 years 6 35.3
117 15 years 2 11.8
More than 15 years 2 11.8
Total 17 100
Crosstab 18

Q1.3.What is the organizationallegal status/form of your business?
Frequency Percent

150




Tax Perceptions in Armenia | Survey Findings

Individual entrepreneur 7 41.2
Limited liability company 7 41.2
NGO 2 11.8
Fund 1 5.9
Total 17 100
Crosstab 19
Q1.4.Who is the biggest shareholder/participant of your business?
Frequency Percent
Individual entrepreneur 7 41.2
Physical person from Armenia 5 29.4
Another Armenian organization 1 5.9
A foreign organization 1 5.9
Non-commercial 3 17.6
Total 17 100
Crosstal?20
Q1.5.And what is the main type of your business operations?
Frequency Percent
Mining and Quarrying 1 5.9
Wholesale and Retail Trade; Repair of Motor Vehicles, 1 59
Motorcycles ’
Information and communication 3 17.6
Financial and insurancectivities 1 5.9
Real Estate Activities 1 5.9
Professional, scientific and technical activities 2 11.8
Education 4 235
Human health and social work activities 1 5.9
Arts, entertainment and recreation 1 5.9
Other service activities 2 11.8
Total 17 100
Crosstab 21
Q22How would you characterize todayds tax bur
Dongd Very Light | Somewhat heavy] Heavy Very
know light heavy
] Percent 29.4 0.0 0.0 5.9 35.3 29.4
Profit tax
Frequency 5 0 0 1 6 5
Percent 235 0.0 5.9 11.8 294 294
Turnover tax
Frequency 4 0 1 2 5 5
Percent 0.0 0.0 0.0 17.6 29.4 52.9
Income tax
Frequency 0 0 0 3 5 9
Percent 294 0.0 0.0 17.6 235 294
Value added tax
Frequency 5 0 0 3 4 5
Percent 23.5 5.9 11.8 5.9 29.4 23.5
Patent fees
Frequency 4 1 2 1 5 4

Crosstab 22
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Q2.3.Do you think change in rate (decreasing, increasing) is appropriate in the current economic situation

Armenia? %
Do n 6| Decrease| Leave the Increase Remove the
know same types of tax
) Percent 11.8 76.5 5.9 5.9 0.0
Profit tax
Frequency 2 13 1 1 0
Percent 17.6 64.7 11.8 0.0 5.9
Turnover tax
Frequency 3 11 2 0 1
Percent 0.0 82.4 17.6 0.0 0.0
Income tax
Frequency 0 14 3 0 0
Percent 11.8 76.5 5.9 0.0 5.9
Value added tax
Frequency 2 13 1 0 1
Percent 11.8 58.8 23.5 5.9 0.0
Patent fees
Frequency 2 10 4 1 0

Crosstab 23

Q3.8Which of the below items are the positive sides of tax inspections for your business?
(Answers of tho®fédpnehocaléspondbééd hGax inspector

05.2?)
Frequency Percent Percent of
Cases

Refuse to answer 2 1.2 15
Donét know 9 54 6.8
Seeing different evaluation 14 8.4 10.6
Seeing ownmistakes and correcting them 59 355 447
ARi ddanceod without enal tie

feeling of satisfaction for the paid debts P 17 102 129
Strengthens the team spirit of the staff 4 2.4 3.0
Improves the relationship with tax bodiesor future 23 13.9 174
Other 8 4.8 6.1
None of the above 30 18.1 22.7
Total 166 100.0 125.8

Crosstab 24

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvemendf the tax legislation and administration on business activity and busines
environment?
(by businesghe organizationatlegal statug %

<
o

Donbd
know
Very
positive
Positive
No real
impact
Negative
Very
negative

Frequency 1 16 0 41 88 63 42
Percent 0.4 6.4 0.0 16.3 35.1 25.1 16.7

SNCO Frequency 0 0 0 2 2 2 0
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Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvemertdf the tax legislation and administration on business activity and busines
environment?
(by businesghe organizationatlegal statug %
«©© _ )
Sz > 2 2 $ g = > 2
x |°8| &% 7 S g g, g
o2l 28| & z E 2 > 2
Percent 0.0 0.0 0.0 33.3 33.3 33.3 0.0
Frequency 0 1 0 1 2 0 1
CNCO
Percent 0.0 20.0 0.0 20.0 40.0 0.0 20.0
LLC Frequency 3 8 1 28 36 25 12
Percent 2.7 7.1 0.9 24.8 31.9 22.1 10.6
Frequency 0 0 0 4 3 0 0
CJsO
Percent 0.0 0.0 0.0 57.1 42.9 0.0 0.0
Frequency 0 0 0 1 1 0 0
OPJC
Percent 0.0 0.0 0.0 50.0 50.0 0.0 0.0
bC Frequency 0 0 0 0 1 0 1
Percent 0.0 0.0 0.0 0.0 50.0 0.0 50.0
Frequency 0 0 0 2 0 2 1
NGO
Percent 0.0 0.0 0.0 40.0 0.0 40.0 20.0
Frequency 0 0 0 2 3 0 1
Fund
Percent 0.0 0.0 0.0 33.3 50.0 0.0 16.7
o Frequency 0 0 1 1 0 1 0
Condominium
Percent 0.0 0.0 33.3 33.3 0.0 33.3 0.0
Total Frequency 4 25 2 82 136 93 58
ota
Percent 1.0 6.3 0.5 20.5 34.0 23.3 14.5

Crosstab 25

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvement of the tax legislation and administration on business activity and busing
environment?
(by the biggest shareholder/participant of the busingds$

O _ )
c =z > GZ) g S o = > g
5 |cS|&8§%| 3 |sE| & | &8
°=|l78] & |28 2|78
| am an individual Frequency 1 16 0 41 88 63 42
entrepreneur Percent 0.4 6.4 0.0 16.3| 35.1| 25.1 16.7
i ] Frequency 2 7 0 31 39 24 13
Physical persorfrom Armenia
Percent 1.7 6.0 0.0 26.7 33.6 20.7 11.2
) Frequency 0 1 0 0 1 1 0
Physical person from abroad
Percent 0.0 333 0.0 0.0 33.3 33.3 0.0
Another Armenian Frequency 0 0 1 1 0 0 0
organization Percent 0.0 0.0| 50.0| 500 0.0 0.0 0.0
) o Frequency 1 0 0 1 1 0 0
A foreign organization
Percent 33.3 0.0 0.0 33.3 33.3 0.0 0.0
Non-commercial Frequency 0 1 1 8 7 5 3

153



Tax Perceptions in Armenia | Survey Findings

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvement of the tax legislation and administration on business activity and busine
environment?
(by the biggest shareholder/participant of the busingss/e
c s =2 £ | §3 2 o2
S |c8|8%| %3 |8 & |88
o x > S & § E % > 3
Percent 0.0 4.0 4.0 32.0 28.0 20.0 12.0
Total Frequency 4 25 2 82 136 93 58
Percent 1.0 6.3 0.5 20.5 34.0 23.3 14.5

Crosstab 26

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvement of the tax legislation and administration on business activity and busine
environment?

(by Q1.6), %

«©
o = = g Q
< |Sz|22| 2 S | &€ | o2
rx |22/27% @ S 2 > g S5
°x72) & | 28 | 2 2
Frequency 0 0 0 1 0 0 0
Refuse to answer
Percent 0.0| 0.0 0.0| 100.0 0.0 0.0 0.0
N Frequency 3 17 1 66 116 76 43
0
Percent 09| 53 0.3 20.5 36.0 23.6 134
v Frequency 1 2 1 11 5 5 2
es
Percent 3.7 74 3.7 40.7 18.5 18.5 7.4
Frequency 0 6 0 4 15 12 13
I dondét kn
Percent 0.0| 12.0 0.0 8.0 30.0 24.0 26.0
Total Frequency 4 25 2 82 136 93 58
otal
Percent 1.0| 6.3 0.5 20.5 34.0 23.3 14.5
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Crosstal7

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia o

the recent years towards improvement of the tax legislation and administration on business activity and
business environment?
(Answers of businesses, wigpend yearly on trainings on accounting and tax toplGs%
Frequency Percent Valid Percent

Very positive 1 1.9 2.0
Positive 16 30.2 314
No real impact 17 32.1 33.3
Negative 7 13.2 13.7
Very negative 10 18.9 19.6
Total 51 96.2 100.0
Refuse to answer 1 1.9
Dondt know 1 1.9
Total 2 3.8
Total 53 100.0

Crosstab 28

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvement of the tadegislation and administration on business activity and business
environment?
(by import/export operations type), %
@] «©© _ ) o
== ) o s
325158 £ | B | £ | 3zt
2222|879 2 o 2 > S5
a0 8 g =z E < o
Frequency 0 0 0 1
Refuse to answer
Percent 0 0 100.0
Frequency 1 0 10 13 6 8
Import
Percent 23| 136 0.0 22.7 29.5 13.6 18.2
Frequency 0 0 1 0 0
Export
Percent 0 0 100 0 0 0
Frequency 0 0 3 3 1
Both
Percent 0 0 0 42.9 42.9 0.0 14.3
N Frequency 3 19 2 67 120 87 49
one
Percent 0.9 55 0.6 19.3 34.6 25.1 14.1
Total Frequency 4 25 2 82 136 93 58
ota
Percent 1 6.3 0.5 20.5 34.0 23.3 14.5
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Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ove
recent years towards improvement of the tax legislation and administration on business activity and busine

(The answers of businesses frofgriculture, Manufacturing, Mining sectors (Q1.5=1,2;3)), %

environment?

Frequency Percent
Positive 10 32.3
No real impact 12 38.7
Negative 7 22.6
Very negative 6.5
Total 31 100

Crosstab 30

Q1.12.How do you assess the impact of measures taken by the Government of the Republic of Armenia ovel
recent years towards improvement of the tax legislation and administration on business activity and busine

environment?
(The answers of businesses fromade sector (Q1.5=7) ), %
Frequency Percent
Refuse to answer 2 1.0
Dondét know 18 9.2
Positive 32 16.3
No real impact 72 36.7
Negative 44 22.4
Very negative 28 14.3
Total 196 100

Crosstab 31

Q1.12.How do you assess the impact of measures takgrthe Government of the Republic of Armenia over the
recent years towards improvement of the tax legislation and administration on business activity and busines
environment?

(by FANoo

answers of

01.7), %

Frequency Percent
Refuse to answer 3 4.0
Dondt know 4 5.3
Very positive 2 27
Positive 20 26.7
No real impact 27 36.0
Negative 13 17.3
Very negative 6 8.0
Total 75 100.0
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Crosstab 32

Q22How would you characterize todayds tax bur
(The answers of businesses from Agriculture, Manufacturing, Mining sectors (Q1.5=1,2;3)), %
Don 6| Very Light | Somewhat| Heavy Very
know light heavy heavy
i Percent 16.1 3.2 6.5 32.3 25.8 16.1
Profit tax
Frequency 5 1 2 10 8 5
Percent 12.9 3.2 9.7 35.5 22.6 16.1
Turnover tax
Frequency 4 1 3 11 7 5
Percent 0.0 0.0 6.5 38.7 35.5 194
Income tax
Frequency 2.0 12 11 6
Percent 25.8 0.0 3.2 32.3 22.6 16.1
Value added tax
Frequency 8 1 10 7 5
Percent 29.0 0.0 6.5 32.3 194 12.9
Patent fees
Frequency 9 2 10 6 4

Crosstab 33

Q22.How would you characterize todayds tax bur
(The answers of businesses from Trade sector (Q1.5=7) ), %
Refuse| Don § Very Light Heavy | Very
to know light heavy
answer
i Percent 0.5 20.4 0.0 2.6 33.2 26.5
Profit tax
Frequency 1 40 0 5 65 52
Percent 0 10.7 0.5 4.1 33.2 321
Turnover tax
Frequency 0 21 1 8 65 63
Percent 0 1.0 0.5 6.6 34.2 37.8
Income tax
Frequency 0 2 1 13 67 74
Percent 0 30.6 0.0 3.6 26.5 224
Value added tax
Frequency 0 60 0 7 52 44
Percent 0 39.8 0.0 3.1 23.5 194
Patent fees
Frequency 0 78 0 6 46 38

Crosstab 34

Q22.How would you characterize todayds tax bur
(by «No» answers of Q1.7), %

Do n 6| Very light Light _ Heavy Very heavy
Know Middle
i Percent 25.3 0.0 2.7 5.3 36.0 30.7
Profit tax
Frequency 19 0 2 4 27 23
Percent 24.0 0.0 4.0 10.7 33.3 28.0
Turnover tax
Frequency 18 0 3 8 25 21
Percent 0.0 0.0 4.0 18.7 33.3 44.0
Income tax
Frequency 0 0 3 14 25 33
Percent 30.7 0.0 2.7 10.7 24.0 32.0
Value added tax
Frequency 23 0 2 8 18 24
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