To the Prime Minister of the Republic of Armenia Mr. T.Sargsyan

Dear Mr.Sargsyan, 

Getting acquainted with the requirements of the RA Law on Income Tax (№ 246 Ն, December 2010), I think it’s reasonable to appeal to you on the socio-economic impact of the Law in the short and long term perspectives.
I believe we must welcome the decision of the Government of the Republic of Armenia to bring the domestic tax system in line with international practice, which is a timely and constructive step.
However, it’s unacceptable when a foreign practice, even an advanced one, is introduced into our domestic practice without taking into consideration the social and economic reality which characteristic for our country at this stage of its development.

1. Thus, according to Paragraph 1 of Article 5 “Gross income shall constitute the aggregate of all incomes to be received by the taxpayer during the reporting period.” 

Following the "letter of law" a domestic taxpayer is to take into account the value of private transfers he receives from abroad while determining his total income.  This is acceptable only for the countries in which the amount and the number of private transfers are incommensurable with the budget of the country and are not mass in nature.

Each year, according to the official data, about 2.5-3 billion of private transfers enter the republic, most of which are sent by people to maintain a minimum level of well-being of their families living in Armenia. As a rule, the average value of one private transfer is about 200-300 USD per month, and this amount is spent by our countrymen to satisfy their daily needs. The republican retail and service industry is stimulated mainly by the support of these transfers: that is small and medium businesses is stimulated. 
Must a law-abiding taxpayer declare this income and pay the appropriate tax? What does it lead to? 
· A priori, the sum of private (single) transfer falls under double taxation, which  makes the sender side search other ways (outside the banking system) for providing financial assistance for their relatives and families; 
· Local Revenue Service will strengthen the fiscal system with the help of the banking system of the Republic in order to increase tax revenues, and it will stimulate corruption, which, in its turn, will stimulate migration (Some foreign countries legally establish tax-free quota for private transfers. Why don’t we do the same?)

· Increased migration, in its turn, will contribute to reduction of the retail sales and service delivery to the population, that is, to reduction of small and medium businesses and to a new phase of unemployment.  
I wouldn’t have paid much attention to the mentioned problem, if there were provisions in Article 6 of Chapter 2 “Deductible Incomes” referring to private provisions. 

2. The system of the income tax calculation with the new interest rates is given in Chapter 3 (Article 10).
Adhering to the "letter of law" to maintain salary levels as of December 2012 an employer must pay for each employee with the salary:
· 38090 AMD – additional 363 AMD
· 50000 AMD – additional 406 AMD
· 170609 AMD – additional 2050 AMD
· 283307 AMD – additional 1933 AMD
· 1000000 AMD – additional 1220 AMD
If we consider the above mentioned salary scale with the correlation of the employed population of the Republic in small towns and in Yerevan, for the majority of workers in small cities salaries mostly range from 35,000 to 50,000 AMD and in Yerevan from 60,000 to 150,000 AMD. Consequently, an employer must find additional funds in the average volume of 1000 AMD for maintaining the required level of wages for each employee. It’s not a small sum for an employer, considering the fact that mainly labor-intensive sectors, such as trade and the provision of public services are developed in the Republic.  Consequently, the employer will have to:

· Cut down staff number with salaries over 100000 AMD;

· Increase the price of market goods and the services, which, in its turn, will lead to an increase in income tax and VAT;
· Maintain a double-entry for concealing the volume of realized goods and services;
· Pay for labour without its due consideration.
Summarizing the above mentioned, we can state that in practice the economy will face the following:
· Reduction of jobs;
·  Increase in the “shadow” sector;
· Increase in the level of corruption in the relationship between an employer and the tax system;
· Reduction of small and medium businesses, which, in its turn, will boost the flow of emigration.
3. The third important factor is the required condition for the employer to report to the tax system in electronic form.

If this condition is still something you can do in the cities of Yerevan and Gyumri, in the small towns of the Republic it is almost impossible for a number of financial, technical and human reasons. According to this requirement, the employer must have a computer, Internet connection and the right to an electronic signature. All these are additional costs.
Can we now ensure the availability of components marked on the ground? Moreover, a significant number of small and medium-sized businesses, in practice, operate without financial services, and where they do, a professional level of employees, as a rule, is usually very low. All this means is that in making such a crucial law for the socio-economic life of the Republic, it’s necessary to previously undertake a series of activities to promote and implement the law without any problems.
Perhaps it’s possible to test all requirements of this law on an example of one major city or a region and not to create "surprises", which, in the worst-case scenario can lead to serious financial consequences (I don’t even mention the moral damage).
Taking into account the above mentioned, it would be wise to "freeze" the implementation of the law for a certain period to:

· clarify some of its provisions (based on the principle of "do no harm");
· implement a number of training activities for preparing small and medium-sized businesses to the new environment and taxation technology;

· develop electronic technology relations between the employer with the tax authorities.

Without the appropriate changes, amendments and refinements that law will not contribute to the postulate of "Facing the people".

Best regards,

Levon Nersisyan

Director of the A.D.Sakharov Armenian Human Rights Centre

PS.  I wonder if an average employer (even with higher economic education) can understand and learn a number of provisions of the law without anybody’s assistance. 
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