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WHO THE SMALL AND MEDIUM ENTERPRISES (SMEs) ARE

In different researches and contributions definition of small and medium enterprises (SMEs)
varies and mainly hinge on the taxation regime they adhere to. As such, there is a misconception
amongst the market players that SMEs are equivalent to the turnover tax payers, which in its
turn leads to serious misinterpretation of the term both for public authorities and business
representatives. Meanwhile, the only legal act that sets forth classification criteria for SMEs is
the RA Law “On state support to small and medium enterprises”. The latter distinguishes Micro,
Small and Medium enterprises in accordance with the number of employees and annual revenue

of the previous fiscal year:

MEDIUM

MICRO ’

SMALL

Up to 10 employees

Up to 50 employees

Up to 250 employees

The previous fiscal vyear’s
revenue up to 100 million AMD
or the balance value of the
assets by the end of the year is
less than 100 million AMD.

The previous fiscal year’s
revenue up to 500 million
AMD or the balance value of
the assets by the end of the
year is less than 500 million
AMD.

The previous fiscal year’s
revenue up to 1500 million
AMD or the balance value of
the assets by the end of the
year is less than 1500 million
AMD.

Hence, this research will operate in accordance with the above-mentioned classification and
apply data obtained from the Armenian Statistical Office, as well as data provided by the RA

Ministry of Finance and RA Ministry of Economic Development and Investments.

SME TAXPAYERS

Small and medium enterprises in Armenia take on a wide range of legislative forms registering
as sole proprietors, limited liability company (LLC), closed or opened joint stock company (CJSC
or 0JSC), etc. Depending on the SME field of operation, structure and annual turnover the

enterprises fall under one of the following tax regimes: turnover tax, VAT tax along with tax on



retained earnings, income tax, fixed or privileged payments. At the same time, several taxation

schemes have been introduced in recent years targeting specific groups of taxpayers:

9 the RA Law on “State support to the IT Sector” implying exemption of all the
performance related taxes and lowered income tax of 10% for start-ups in the IT
sector for 5 years;

 RA Tax code which ensure exemption of all state taxes for the family
entrepreneurships;

9 the RA Law “On taxation privileges to self-employed people” implying exemption of all
the performance related taxes in case individuals and/or individual entrepreneurs are

engaged in the specified activity independently, e.g. are self-employed.

In order to derive an accurate analysis of the SMEs in the taxation system and assess
comprehensively the role of SME taxpayers in the general tax revenues it is essential to
distinguish active taxpayers vs. taxpayers registered in the RA State Registry. For the purposes of
the current research, active taxpayers are defined as taxpayers (sole proprietor, LLC, CJSC and
other commercial organization), who have submitted reports to the tax authorities in the two
preceding quarters. As opposed to the active taxpayers, the overall number of taxpayers
registered in the RA State Registry differs considerably given the fact that in all the cases when
an entrepreneur suspends his/her business activities by means of submitting a relevant
application, it continues to be considered registered in the State Registry as an existing
taxpayer. This was the reason that the RA Law “On liquidating companies and removing
individual entrepreneurs from state registry that fail to submit tax reporting by January 1, 2014”
was adopted, as a result of which 54.000 companies will liquidated by January 1, 2019.

The importance to distinguish the active taxpayers from the registered ones is emphasized once
referring to the numbers at hand. As such, according to the State Registry at the end of 2017
there were about 180 000 registered taxpayer entities, out of which only 106 596 (or 59.2%)
comprise the active taxpayers. At the same time, as shown in Graph 1, the number of active

taxpayers in 2017 has increased by 5 593 compared to the previous year. Such a big discrepancy
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between active and registered taxpayers lies in the complicated liquidation process which forces

businesses to freeze their activities applying suspension rather than closure.

Graph 1. Number of active and registered Graph 2.Number of SMEs among active
taxpayers taxpayers, 2017

2016 2017 m Micro m Small

B Number of Active Taxpayers = Medium

B Other active taxpayers
B Number of Non-Active Taxpayers

The latter practice, thus, has led to the increase of the total number of inactive taxpayers and
distorted the overall statistics. It can be traced from graph 2 that as of 2017, SMEs account for
77% of the overall active taxpayers comprising 82 209 entities, out of which 76 615 are
represented by micro businesses (or 72% of active taxpayers), 4570 are small businesses (4% of

active taxpayers), 1024 — medium businesses (1% of active taxpayers).

SMEs account for 77% of Active

Taxpayers in Armenia.




SMEs TURNOVER AND JOBS

Being the backbone of the Armenian economy, SME turnover has comprised around third of
Armenia’s GDP throughout the past 3 years. In the year of 2017, GDP of Armenia amounted to 5
580.1 bin. AMD, while turnover generated by the SMEs in the same year was 1 920.3 bin. AMD
(14.2% growth as compared to 2016), or 34.4% of Armenia’s GDP. At the same time, as shown in
Graph 4, micro-sized businesses accounted for 11.1% of the country’s GDP (or 619 bln. AMD),
small-sized businesses — for 11.7% (or 655 bln. AMD), and medium-sized businesses — for 11.6%

(or 644 bin. AMD).

Graph 3. Share of SMEs in GDP, in % Graph 4.Contribution of SMEs in generation of
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Overall SMEs provide an average of

35% of the country’s GDP

Having a big share in the GDP formation, in 2017 SMEs also provided 246 702 jobs (8391 more
jobs than in 2016) which comprises 30.3% of total jobs (deducted jobs in the state institutions)

for the given year, where 76 615 micro businesses provide 122 142 jobs (or 15 % of total number
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of employees), 4570 small businesses create 63 144 work places (or 7.7 % of total number of
employees), 1024 medium businesses open up 61 416 work places (or 7.5 % of total number of
employees).

Each micro-sized enterprise provides employment for an average of 2 people, having on average
turnover of around 8.07 million AMD (10% growth in comparison with 2016 indicator).
Meanwhile, each small-sized enterprise provides a workplace for an average of 14 people and
generate on average 143.3 million AMD. Last, but not the least, each medium-sized enterprise
creates on average 60 workplaces and has an average annual turnover of 628.9 million AMD

(4.8% growth in comparison with 2016 indicator).

Table 1. Employee / Turnover indicators for SMEs, 2017

Type of SME Actual (average) | In accordance with SME definition
Number of employees

Micro 2 10

Small 14 50

Medium 60 150
Annual turnover (min. AMD)

Micro 8.07 100

Small 143.3 500

Medium 628.9 1500

As articulated in Table 1, there are huge discrepancies between the actual numbers and
legislative thresholds defining the size of the SME. In this context, it should be mentioned, that
compared to 2016, the discrepancies have shortened when it comes to the annual turnover:
back in 2016, each micro business generated on average 7.3 min. AMD, small business — 143
min. AMD, medium business — 607.6 mIin. AMD. Nevertheless, when it comes to the number of
employees the discrepancy has increased: back in 2016, each micro business provided on

average 2 workplaces, small business — 15 workplaces, and medium business — 65 workplaces.

In 2017, SMEs provided 30.3% of the

overall labor market. 7




GEOGRAPHIC AND ACTIVITY DISTRIBUTION OF SMEs

Graph 5. SME structural organization in Graph 6.SME structural organization in the
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Derivation of the full picture on SMEs operation and successful performance requires a closer
look at the structural organization of the latter according to the activity areas. As can be traced
from Graph 5, structural organization of the SMEs in Armenia is not diversified with the main
area of SMEs activities being retail and wholesale trade, though it should be mentioned that in
comparison with the year of 2016 the trade sector share has shrinked from 59% to 57%, while
service sector has increased from 17% to 21% share. The number of SMEs registered in the trade
sector in 2017 amounts to 46 954 (1311 entities more than in 2016), with 95% being
concentrated amongst micro-sized enterprises. At the same time, the given patterns are
consistent for the past several years with the number of SMEs in the trade sector steadily
growing irrespective of the enterprise size. As shown in Graph 6, the number of micro
businesses in the trade sector has grown by 921 (or by 2%), small businesses — by 362 (or 27%),
medium businesses — by 39 (or 13.4%). On the other hand, it would be useful to have a more

detailed analysis on the types of activities SMEs are engaged in. Table 2 compiles the types of
8



activities micro, small and medium-sized enterprises are engaged in specifying on one hand,

their shares in the given activities and on the other hand, their shares in the total number of the

enterprises. As such, the following top activities have been identified:

T

58.6% of micro-sized enterprises are concentrated in wholesale and retail trade, 9.4% —

in other services and 9.2% — in manufacturing;

37.4% of small-sized enterprises are concentrated in wholesale and retail trade, 12% — in

manufacturing and 7.7% — accommodation and catering;

31% of medium-sized enterprises are concentrated in wholesale and retail trade, 15% - in

manufacturing and 12.4% - in public health and social work activities.

Table 2. SMEs in accordance with the type of activity

Micro (number)

Small (number)

Medium (number)

Share in | Share in | Share in | Share in | Share in | Share in
total the given | total the given | total the given
number of | type of | number of | type of | number of | sector
micro activity small activity medium
businesses businesses businesses
Activities of foreign 0 0
companies 0.01% 100% 0% 0% 0% 0%
Activities of 11 2 0
households 0.01% 84.6% 0.04% 15.4% 0% 0%
Public 40 1 0
administration 0.05% 97.5% 0.02% 2.5% 0% 0%
Water supply, 62 3 )
sewerage, waste
0.08% 86.1% 0.17% 11.1% 0.19% 2.8%
management
Electricity, ga§, 123 138 12
steam and air
o 0.16% 45% 3.01% 50.5% 1.17% 4.5%
conditioning supply
Agriculture, 531 42 11
hunting,  forestry | 0.69% 91% 0.92% 7.1% 1.48% 1.07%
and fishing
Mining and 305 35 8
quarrying 0.4% 87.6% 0.82% 10% 0.63% 2.4%




Education 409 79 21
0.53% 80.3% 1.7% 15.5% 2.05% 4.2%
Arts, entertainment 625 35 10
and recreation 0.81% 93.2% 0.76% 5.2% 0.97% 1.6%
Financial and 802 43 23
insurance activities | 1.04% 92.4% 0.9% 5% 1.9% 2.24%
Transportation and 1198 227 46
warehouse 1.5% 81.4% 5% 15.4% 4.5% 3.2%
activities
Public health and 808 152 127
social work | 1.05 % 74.3% 3.3% 14% 12.4% 11.7%
activities
Construction 1054 327 74
1.4% 72.4% 7.1% 22.4% 9.2% 7.2%
Real estate 1472 94 20
activities 1.92% 92.8% 2.05% 6% 1.95% 1.2%
IT and 1849 241 52
communication 2.4% 86.3% 5.2% 11.2% 5.07% 2.5%
o g
Ppo! 2.27% 89.8%  |3.32% | 78% |43% 2.4%
activities
Accommodation 3021 352 55
and catering | 3.9% 88.1% 7.7% 10.2% 5.3% 1.7%
services
Professional and 3373 216 BE
scientific activities | 4.4% 93.1% 4.7% 5.9% 3.2% 1%
Other service 7199 163 14
activities 9.4% 97.6 % 3.6% 2.2% 1.3% 0.2%
Manufacturing 7058 551 154
9.2% 91% 12.05% 7% 15% 2%
Wholesale and 44924 1712 318
retail trade 58.6% 95.6% 37.4% 3.6% 31% 0.8%
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At the same time, below are presented the dynamics in a range of selected sectors.

Graph 7. SMEs in agriculture, hunting, forestry Graph 8. SMEs in manufacturing 2016-2017
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Given the graphs above, we can state the following for the given areas businesses operate:

U number of SMEs operating in the agricultural sector has increased by 268 entities or
84.8%: micro businesses — by 265, or 99.6%, small businesses — by 6, or 16.6%, whereas
number of medium businesses has decreased from 14 to 11;

U number of SMEs engaged in manufacturing has increased by 660 entities or 9.2%: micro
businesses — by 590, or 9.1%, small businesses — by 51, or 10.2%, medium businesses — by
19, or 14%;

U number of SMEs engaged in transportation and warehouse activities has increased by 594
entities or 67.7%: micro businesses — by 547, or 84 %, small businesses — by 42, or 22.7%,
medium businesses — by 5, or 12.1%;

U number of SMEs engaged in other services activities has increased by 966 entities or 15%:
micro businesses — by 957, or 15.3 %, small businesses — by 8, or 5.1%, medium
businesses —by 1, or 7.1%;

U number of SMEs engaged in IT and Communications has increased by 400 entities or
22.9%: micro businesses — by 353, or 23.5 %, small businesses — by 41, or 20.5%, medium
businesses — by 6, or 13%;

U number of SMEs engaged in arts, entertainment and recreational activities has increased
by 126 entities or 22.3%: micro businesses —by 117, or 28.9 %, small businesses —by 5, or
16.6%, medium businesses — by 4, or 66.6%.

The vast majority of the SMEs, 52.8%, are located in Yerevan and mainly, the adjacent regions of
Kotayk — 8%, Ararat — 5.3%, Armavir — 6.8% (see Graph 13). The number of SMEs operating in
Yerevan amounts to 43 378 entities, out of which 39 492 are micro-sized, 3003 are small-sized
and 883 are medium-sized businesses, with the close second being Kotayk — 6553 enterprises,
out of which 6206 are micro businesses, 321 — small businesses and 26 — medium businesses
(see Graph 14). At the same time it should be noted, that the situation of SMEs non-diversified
geographic distribution has been persistent over the past 4 years. The latter should also be

deemed in the context of the size of the region as proxy for its potential
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Graph 13. SMEs in the regions of Armenia in

Graph 14.Number of SMEs in the regions of

2017,in %
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As can be traced from Table 3, there is high unfulfilled potential in the regions of:

U Aragatsotn covering 4.4% of population has 2.7% of SMEs

U Gegharkunik covering 7.8% of population has 4% of SMEs

U Shirak covering 8.3% of population has 4.7% of SMEs

U Ararat covering 8.6% of population has 5.3% of SMEs

U Armavir covering 8.8% of population has 6.8% of SMEs

Whereas Yerevan covering 35.1% of population has accumulated 52.8% of the SMEs in Armenia.

Table 3. Comparative statistics of region’s size and its SME concentration

Share in the total

Share of SMEs in the given

population of Armenia region
Vayots Dzor 1.7% 1.7%
Tavush 4.3% 3.6%
Aragatsotn 4.4% 2.7%
Syunik 4.7% 4.5%
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Lori 7.8% 5.9%
Gegharkunik 7.8% 4%
Shirak 8.3% 4.7%
Kotayk 8.4% 8%
Ararat 8.6% 5.3%
Armavir 8.8% 6.8%
Yerevan 35.1% 52.8%

In 2017, 57% of SMEs were engaged in

trade, 52.8% of SMEs operate in Yerevan.

SMEs IN TAXATION

In line with the new regulations on the IT start-ups, family and borderline businesses, in 2017
2536 entities falling in one of those categories received exemption of the taxes and have been
working under the privileged status, overall covering 4.8% of all SMEs. At the same time, as can
be spotted in the Graph 16, turnover tax payers totaling 54 331 entities comprise 66% of the

operating SMEs.

Graph 15. Distribution of SMEs in accordance  Graph 16. SMEs by tax regimes in 2017

with tax regime, 2017
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In 2017, number of borderline businesses has increased from 813 to 904 or by 11%, number of IT
certified start-ups — by 189 or by 111%, family businesses — by 1157 or by 74.5%. In 2017,
turnover tax paid by SMEs amounted to 18.28 bin. AMD, which is 66% of the taxes paid by the
SMEs. The proportion of turnover tax in the cumulative amount of tax incomes for 2017 covers
3.7%, in 2016 — 1.43%. Even though the proportion is still insignificant, it should be mentioned
that share of turnover taxes in 2017 doubled, in 2017 the turnover tax incomes have increased
by 18% (or 2.8 bIn. AMD). The reasons behind the given increase can be several legislative
changes:

U Starting from July 1, 2015 turnover tax threshold was increased from 58.35 min. AMD to
115 min. AMD?;

U Starting from July 1, 2015 turnover tax rate for SMEs engaged in trade has changed from
5%. Taxpayers have gained an opportunity to reduce the rate to 1.5% level if presenting
documentation on the costs related to the acquisition of the product.

These amendments have entailed change of the average turnover tax rate for trade companies
to the level of 2.5% according to the data provided by the RA State Revenue Committee (SRC).

Graph 17. Dynamics of taxes paid by the SMEs (left handside), in bin. AMD and number of SMEs

(right handside) in the years 2014-2017
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Nonetheless, the dynamics presented in the Graph 17 show that the taxes paid by the SMEs
have reduced in 2017 by 2.3% (or by 4.9 bln AMD) in comparison with 2016 and amounted to
209.3 bin. AMD, while the number of SMEs has steadily been growing since 2014 by 3% on
average. It’s worth to mention that in 2017 the number of operating SMEs has increased by
5046 or 6.5%, which is the highest growth in recent 5 years. The latter inconsistency can be
explained by the increase of the number of SMEs that enjoy full tax exemption or other tax

privileges leading to lower overall tax payments coming from the SMEs.

Since 2014, number of SMEs has been increasing
on average by 3%. In 2017, number of SMEs

increased by 5046, highest growth within 5 years.

Graph 18. SMEs in tax revenues, 2016 Graph 19.SMEs in tax revenues, 2017
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Further closer look at the composition of the SMEs in tax revenues presented in Graph
18, 19 show that tax payments by SMEs in the total tax revenues have decreased,
occupying now the share of 16.7% as opposed to 19.8% in the year of 2016. The tax
payments decrease is mainly fueled by lower portion contributions from small and
medium businesses as articulated in the graphs.
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SUMMARY

Having conducted the needs analysis on SMEs operation, establishment and liquidation, the
EBRD Business Support Office (BSO) experts in the past years have introduced several reforms
schemes, including but not limited to the turnover tax introduction, laws on “state support to the
IT sector” and “taxation privileges to self-employed people”, which have proven to improve the
business environment for the SMEs in Armenia. The BSO team is planning to conduct similar
researches on an annual basis, aiming to present actual and updated information related to the
development of micro, small and medium-sizes enterprises to contribute to a more targeted

policy relevant for the SME development in Armenia.

The current contribution reinstates the importance of the SME development and its definition as
backbone of the Armenian economy. In the studied period, the SMEs accounted for 77% of the
Active taxpayer, provided an average of 35% of country’s GDP and 30.3% of its labor market,
whereas the tax revenues coming from small and medium enterprises accounted for 16.7% of

total tax revenues.

We believe that the strategies and regulations developed by the state bodies, the concepts
forwarded by public institutions, and the activities the latter imply, are necessary to be deemed
and assessed from the viewpoint of SMEs in the first place, so as the proposed regulations do not
impede the activities of SMEs and be centered around bettering their performance in the due

time.

The EBRD Business Support Office staff hopes that this research will be useful for the structures

operating in the field and conducting researches.
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