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ABSTRACT

The implementation of Value Added Tax (VAT) in Oman has introduced significant changes in the financial
and operational landscape of Small and Medium Enterprises (SMEs). This study examines the impact of VAT
on the performance and sustainability of SMEs across various sectors in Oman. It explores how VAT
compliance requirements, administrative costs, and cash flow adjustments affect business profitability,
competitiveness, and long-term growth. Using both primary and secondary data, the research analyzes SMEs’
perceptions, financial performance indicators, and adaptive strategies post-VAT implementation. Findings
indicate that while VAT initially imposed financial and administrative burdens, many SMEs have gradually
adapted through improved accounting practices and fiscal discipline. The study concludes that effective
government support, digital tax systems, and capacity-building initiatives are essential to enhance SME
sustainability under the VAT regime.
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INTRODUCTION

The introduction of Value Added Tax (VAT) in Oman on April 16, 2021, marked a significant shift in the
nation’s fiscal policy landscape, aligning it with global taxation practices and the broader objectives of the
Gulf Cooperation Council (GCC) VAT framework. As part of Oman’s economic diversification strategy under
Vision 2040, VAT aims to reduce the country's reliance on oil revenues, strengthen government finances, and
promote sustainable economic development. However, the implications of this tax reform extend beyond
macroeconomic goals, directly affecting various sectors, particularly Small and Medium Enterprises (SMEs),
which represent over 90% of businesses in Oman and serve as a vital engine for employment, innovation, and
national income.

This research paper critically examines the impact of VAT implementation on the performance and
sustainability of SMEs in Oman. While VAT serves as a new source of government revenue, its introduction
presents both opportunities and challenges for SMEs, including increased compliance costs, administrative
burdens, and potential disruptions to cash flow. On the other hand, it may also lead to enhanced transparency,
improved financial practices, and integration into the formal economy. Given the central role SMEs play in
Oman's economic fabric, understanding how VAT affects their operational efficiency, profitability, and long-
term viability is essential for policymakers, entrepreneurs, and financial institutions.

This study aims to fill a critical gap by evaluating the short and medium-term consequences of VAT on SME
performance, exploring the adaptability of these businesses to the new tax regime, and assessing the support
mechanisms required to ensure their resilience and growth in a post-VAT environment.

1.2 Statement of the Problem:

The introduction of Value Added Tax (VAT) in Oman has created significant financial and administrative
challenges for Small and Medium Enterprises (SMEs), which play a vital role in the national economy. Despite
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VAT’s objective to diversify government revenue, many SMEs struggle with compliance due to limited
financial resources, technological capacity, and expertise. There is a lack of empirical research on the actual
impact of VAT on SME performance in Oman, highlighting the need for a focused study to assess its effects
and the strategies SMEs adopt in response.

1.3 Purpose of the Study:

This study aims to critically assess the impact of Value Added Tax (VAT) implementation on the performance
and long-term sustainability of Small and Medium Enterprises (SMEs) in Oman. It evaluates how VAT has
influenced key aspects such as profitability, cash flow, compliance costs, and operational efficiency, while also
examining its effects on the financial health, growth, and strategic decisions of SMEs. The study seeks to
identify related challenges and opportunities, ultimately offering recommendations to improve the VAT
framework in support of SME development in the Omani economy.

1.4. Significance of the Study:

This study examines the impact of the implementation of Value Added Tax (VAT) in Oman, introduced in
April 2021, on Small and Medium Enterprises (SMEs). SMEs are vital to the Omani economy, contributing
significantly to employment, innovation, and private sector growth. Understanding how VAT affects their
financial performance, operational efficiency, and long-term sustainability is essential.

1.5 Definition of Terms

1. Administrative Burden: The compliance-related workload (e.g., record-keeping, filing, training) that
VAT imposes on SMEs, especially those with limited resources.

2. Administrative Capacity: The ability of SMEs to manage VAT-related tasks such as record-keeping,
tax filing, and audits. Limited administrative resources can pose challenges, especially for micro and
small enterprises.

3. Business Adaptability: The capacity of SMEs to adjust their operations, strategies, and business
models in response to changes brought by VAT implementation and other regulatory shifts.

4. Business Performance: Refers to measurable indicators of a company’s success such as revenue
growth, profitability, productivity, and market share. For SMEs, performance is often assessed through
financial ratios, sales trends, and operational efficiency.

5. Cash Flow Management: The process of monitoring, analyzing, and optimizing the net amount of
cash receipts and expenditures, which is critical for SMEs, especially after VAT implementation.

6. Digital Tax Infrastructure: Technology systems provided by the government or third parties that
facilitate VAT registration, filing, payment, and audit. Efficient digital systems can reduce the VAT
compliance burden on SMEs.

7. Economic Impact: The broader effect of VAT implementation on SME contributions to GDP,
employment, investment, and economic growth in Oman.

8. Fiscal Policy: Government policies relating to taxation and public spending. VAT is an example of a
fiscal tool aimed at generating government revenue without directly taxing income.

9. Financial Literacy: The ability of SME owners and managers to understand and manage financial
matters, including taxation. High financial literacy is essential for VAT compliance and effective
financial planning.

10. Informal Sector: Businesses that operate outside the formal regulatory framework, often without VAT
registration or tax compliance, which may be impacted differently by VAT policies.

11. Input Tax Credit: A mechanism that allows businesses to deduct the VAT they paid on inputs
(purchases) from the VAT they collect on sales, thus avoiding tax cascading.

12. Input VAT: The VAT paid by a business on purchases or expenses, which can be claimed back from
the government under certain conditions. It affects cash flow management and overall profitability of
SMEs.

13. Informal Economy: Economic activities that are not regulated by the government and not included in
the official GDP or tax system. VAT implementation may push informal SMEs to formalize their
operations
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14. Output VAT; The VAT charged by a business on its sales of goods or services. This tax is collected
from customers and paid to the government.

15. Performance of SMEs: Refers to the financial and operational results of SMEs, including profitability,
revenue growth, productivity, and market share.

16. Policy Implementation: The process through which a new regulation, like VAT, is enforced by
government authorities. It includes communication, training, and support measures to ensure
stakeholders understand and comply with the policy.

17. Regulatory Environment: The framework of laws, policies, and institutions governing VAT and
business operations in Oman, including the role of the Oman Tax Authority.

18. Small and Medium Enterprises (SMEs): Businesses that fall within specific thresholds for employee
numbers, annual turnover, or capital investment. In Oman, SMEs are classified by the Small and
Medium Enterprises Development Authority (Riyada) based on sector-specific criteria.

19. Sustainability of SMEs: The ability of SMEs to maintain long-term operations, adapt to changing
environments, and contribute to the economy without compromising future viability. It includes
financial sustainability, environmental responsibility, and social impact.

20. Tax Administration: The systems and processes through which the government implements and
enforces VAT, including registration, filing, auditing, and penalties for non-compliance. Its efficiency
affects SME perceptions and performance.

21. Tax Burden: The financial load or cost imposed on SMEs due to VAT obligations, which may affect
their cash flow, pricing, and profit margins.

22. Tax Compliance: The degree to which SMEs adhere to tax regulations, including proper VAT
registration, record-keeping, filing returns, and timely payment of dues.

23. Tax Evasion: Illegal practices to avoid paying taxes, such as underreporting income or inflating
expenses. SMEs may attempt evasion if they perceive VAT compliance as too burdensome.

24. Tax Literacy: The knowledge and understanding of tax systems, obligations, and processes among
business owners. High tax literacy enables better compliance and strategic planning among SME:s.

25. Value Added Tax (VAT): A consumption tax levied on the value added to goods and services at each
stage of the supply chain. In Oman, VAT was introduced at a standard rate of 5% in April 2021.

26. VAT Compliance: The extent to which businesses adhere to the rules and regulations related to VAT,
including registration, timely filing of returns, and accurate documentation of taxable transactions.

LITERATURE REVIEW

The implementation of Value Added Tax (VAT) in Oman, as part of the government’s broader fiscal reform to
diversify revenue sources and reduce reliance on oil income, has had a notable impact on the operations and
sustainability of Small and Medium Enterprises (SMEs). Existing literature describes VAT as a consumption-
based tax imposed at each stage of the supply chain, where value is added. While VAT aims to enhance
revenue efficiency, it also introduces administrative and financial challenges for SMEs, including compliance
costs, increased record-keeping requirements, and potential cash flow constraints. These factors may affect the
overall performance and long-term viability of SMEs in the Omani context.

1. Sara Eid Mattar Al-Hinai and Dr. Shahnawaz Ali (2025), conducted study on “Effectiveness of VAT audits
on compliance in Oman tax system”. The study findings indicate that VAT audits have significantly increased
compliance rates but continue to face administrative, technological, and taxpayer-related challenges that
require urgent attention. The study underscores the need for further digitalization of audit processes, enhanced
training of auditors, and improved taxpayer awareness programs to maximize the effectiveness of VAT audits
in Oman.

2. Dr.Venkata Durga Rao,Abdullah Ibrahim Al-Zadjali, Said Salim Al-Wahaibi , Wail Waleed Al-Hadidi4 ,
Hamza Mohamed AL-Shibli , Lugman Abdussalaam ALrawahi (2025), conducted study on “Factors affecting
financial sustainability of small and Medium Enterprises (SMEs) in Sultanate of Oman”. The study focussed
on Oman can create a more informed and financially empowered SME sector, ultimately contributing to a
more robust and sustainable economy.
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3. Jabir Ramadan Jan Mohammed Al Zadjali, Hamed Saif Ali Al Harthi, Maryam Abdullah Mohammed Al
Balushi, Shamma Issa Saleh Al Balushi and Dr. S. Varalakshmi (2024), conducted the study on “Does VAT
expected to affect Entrepreneurs in Sultanate of Oman? “The study is focused on investigating the influence of
VAT on entrepreneurship in Oman and aims to comprehend the ways in which the implementation of VAT has
impacted entrepreneurs in Oman, the obstacles that they encounter, and the tactics that they use to navigate this
new tax environment. This study has been framed to study the significance of VAT, to understand SMEs’
awareness on VAT, to identify the SMEs’ knowledge on VAT and to determine the SMEs’ attitude on VAT
system in Oman on their sustainability.

4 Hisham AlGhunaimil, Rayan Abdullah AL-shibil, Najwa Said AL-hakmani, Hamed Mohammed
Alhamoodah, Maya Juma AL-hakmani (2024), conducted study on “Assessing the Financial Effects of Value-
Added Tax (VAT) on University Students' Purchasing Behavior in Oman”. This study evaluates the financial
implications of the Value Added Tax (VAT) introduced in Oman in 2021, focusing on its impact on consumer
behavior among university students at A'sharqiyah University.

5. Khalil, M. K., Banawas Ajzoon, T. K. ., & Naidu, V. R. (2023), conducted study on “Value Added Tax
(VAT) Technology Compliance Efficiency Oman”. The study's findings will shed light on the existing level of
technology usage in Oman's VAT procedures as well as any prospective advantages and drawbacks of doing
so. The study will emphasize the value of technology in lowering compliance costs, minimizing mistakes,
enhancing accuracy, and boosting efficiency in the VAT process.

6. Al-Kharusi & Al-Abri, R. (2023), conducted study on “Enhancing VAT Compliance among SMEs in
Oman: A Policy Perspective”. The study focuses on the need for simplified tax systems and supportive policy
frameworks in Oman. It recommends digital solutions and awareness programs to support SME compliance
and long-term viability.

7. Fatma ALwahibi Al Nagbi, Shamma Raed Awashreh (2023), conducted study on “The Effect Of Value
Added Tax On Low Income People In Oman”. This study showed that the introduction of VAT did not
necessarily lead to more inequality or an increase in welfare equality for low-income groups. The purpose of
government policy should improve the well-being of the least well-off rather than drive them deeper into
poverty.

8. Muneer, A., & Al-Rawahi,F. (2023), conducted study on “Competitive disadvantages of SMEs near VAT
threshold: A case from Oman”. This study reveals that the Oman has set a registration threshold of OMR
38,500, which exempts many micro-enterprises from VAT obligations. However, SMEs slightly above this
threshold face competitive disadvantages and reduced margins.

9. Mohammed, S., & Khalfan, A. (2023), conducted study on” Impact of VAT on SME liquidity and
operational performance: Evidence from Oman”. This study explored that the VAT is a transaction-based tax,
often paid upfront before the business collects payment from customers. This creates cash flow pressure,
especially for SMEs with low liquidity. A study also reported that more than 60% of surveyed SMEs in Oman
experienced disruptions in cash flow following VAT implementation, attributing this to delayed VAT refunds
and weak financial planning.

10. Al Barwani & Al Hashmi (2022), conducted study on “VAT Implementation and SME Readiness in
Oman: A Sectoral Study”. This study discussed that Omani SMEs and found that “around 67% of SMEs felt
unprepared for VAT implementation and reported increased administrative burden. Their research indicates a
significant impact on performance, especially in the retail and service sectors.

11. Al-Farsi, K., & Al-Kalbani, A. (2022), conducted the study on “VAT Implementation in Oman: Challenges
and Policy Implications”. This study explores the policy rationale behind VAT adoption in Oman. It
emphasizes how fiscal diversification policies impact SMEs, highlighting gaps in readiness and compliance
infrastructure.

12. Al-Harethi, A., & Al-Barwani, R. (2022), conducted the study on “ Consumer response to VAT-induced
price increases in Oman: Implications for SMEs”. The study explained that the VAT can alter consumer
behavior and affect demand for SME products, especially in price-sensitive markets. And also it is note that the
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increase in final prices due to VAT has led to reduced customer spending among low-income groups in Oman.
Consequently, SME:s in retail, food, and services sectors are experiencing a decline in sales and sustainability
risks.

13. Al-Shammari, H., & Al-Abri, M. (2022), conducted study on “Evaluating the readiness of SMEs for VAT
implementation in Oman”. This study found that the VAT typically increases the cost of compliance and
administrative burden for SMEs, particularly those with limited financial and human resources. It is found that
many SMEs in Oman faced challenges adapting to the VAT system, including hiring tax consultants,
upgrading accounting systems, and ensuring timely filings. These increased costs can strain limited operating
budgets and affect profitability.

14. Mohammed Muneerali Thottoli (2022), conducted study on “A study on listed companies’ compliance
with value-added tax: the evolving role of compliance officer in Oman”. The study identified that there is a
lack of timely compliance by companies under the existing law, and these companies may face pressures for
compliance with VAT enforcement in Oman.

15. Al Busaidi (2021), conducted study on “Digital Transformation and Tax Compliance in Oman: A Post-
VAT Analysis. The study discussed the challenges of digital compliance post-VAT, noting that “SMEs in
Oman faced major challenges in integrating electronic VAT reporting systems due to digital literacy gaps.

16. OECD (2021) reported that the introduction of VAT across Gulf Cooperation Council (GCC) countries,
including Oman in 2021, was aimed at economic diversification and reducing dependence on oil revenues.

17. Al Busaidi, M., & Al-Mamari, A. (2021), conducted study on “ Readiness of SMEs in Oman for VAT
Implementation”. This study provides field survey data showing most SMEs in Oman lacked adequate systems
and knowledge for VAT compliance, identifying it as a barrier to performance and sustainability.

18. Ahmad, M. (2021), conducted study on “VAT Effects on Business Growth in GCC Countries: A Case of
SMEs”. This study reveals that VAT causes short-term revenue drops and cost pressures for SMEs across
GCC countries, recommending policy adjustments and training support. In Oman, limited tax planning and
financial literacy among SMEs intensify this impact, influencing sustainability and growth.

19. According to the International Monetary Fund (2021, conducted study on “Revenue diversification in the
GCC: The role of VAT”. As per the IMF report that the implementation of Value Added Tax (VAT) in Oman,
as part of broader fiscal reforms to reduce reliance on oil revenues, has had significant implications for the
performance and sustainability of Small and Medium Enterprises (SMEs). According to the International
Monetary Fund VAT adoption in GCC countries, including Oman, was intended to diversify revenue sources
and enhance fiscal sustainability, yet its effects on SMEs are multifaceted.

20. Kassim, H., Al Zaabi, A., & Sulaiman, A. (2021), conducted study on “Fiscal reform and VAT impact on
SMEs: A GCC context”. This study explained that the implementation of VAT across Gulf Cooperation
Council (GCC) countries, including Oman, has been framed as a necessary measure to diversify revenues.
However, studies reveal that while large corporations may absorb VAT-related costs with ease, SMEs face
disproportionate compliance burdens and cash flow issues. In Oman, the VAT system was introduced in April
2021 at a standard rate of 5%, aiming to stabilize public finances.

21. Alsharari, N. M., & Youssef, M. A. E. (2021), conducted the study on “VAT in the GCC region:
Opportunities and challenges for SMEs.” This study explained that the VAT implementation introduces new
accounting and reporting requirements that may impact SMEs' financial performance, especially in the initial
years. Research in the UAE and Saudi Arabia found that many SMEs faced increased operational costs due to
the need for upgraded accounting systems, staff training, and advisory services. In Oman, early evidence
suggests that smaller businesses have struggled with the technical aspects of VAT compliance, affecting
profitability and liquidity.

22. Al-Mandhary, F., & Al-Salmi, R. (2021). VAT compliance challenges among SMEs in Oman: A policy
perspective. This study highlighted that SMEs in Oman struggled with understanding VAT laws, leading to
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unintentional non-compliance and fines. The authors emphasized the need for targeted VAT training programs
to improve compliance rates and reduce the regulatory burden.

23. Wadesango N, Gift Chirebvu (2020), conducted study on “The Impact of Value Added Tax (VAT) On
Small and Medium Enterprises in A Developing Country”. The study sought to determine the factors that
affect VAT compliance; identify the VAT collection methods; determine how VAT is affecting the operations
and profits of the firms; and describe the status of VAT compliance among SME:s in this developed country
which shall be referred to as country.

24. Syed Riyadul Mahi Jalila Khalaf Nasser AwladThani (2020), conducted study on “The strategies used by
SME:s to survive during economic crisis in the Sultanate of Oman”. This study delved into various approaches
taken by SMEs to survive the economic crisis which is stunting the growth of the country. A qualitative
research was conducted among several SMEs in Oman.

RESEARCH METHODOLOGY

1. Research Design: This study adopts a descriptive, analytical and quantitative research design using
secondary data to examine the impact of Value Added Tax (VAT) implementation on the performance and
sustainability of Small and Medium Enterprises (SMEs) in Oman. The descriptive approach helps in
understanding the perceptions and experiences of SME owners and managers regarding VAT, while the
analytical approach assists in evaluating the relationship between VAT compliance and business performance
indicators.

2. Data Collection: The research relies primarily on secondary data, gathered from reliable sources such as
government publications, the Ministry of Commerce, Industry and Investment Promotion (MOCIIP), the
Oman Tax Authority (OTA), the National Centre for Statistics and Information (NCSI), as well as reports from
the Central Bank of Oman (CBO) and World Bank. Academic journals, research papers, and news articles
related to VAT implementation and SME performance were also reviewed to support the analysis.

3. Data Analysis: The collected data were analyzed using quantitative and qualitative methods.
Quantitative data such as SME growth rates, tax compliance levels, and financial performance indicators
before and after VAT implementation were examined using statistical tools and comparative analysis.
Qualitative analysis focused on interpreting secondary findings, highlighting the challenges, adaptations, and
policy implications affecting SMEs’ sustainability in the VAT environment.

4. Population and Sampling: The study focuses on Small and Medium Enterprises operating in Oman,
covering diverse sectors such as retail, manufacturing, construction, and services. The expected sample size
250 but 200 survey respondents participated in the study, since the research is based on secondary data,
sampling is purposive, emphasizing available and relevant data sources that provide comprehensive insights
into VAT impacts on SMEs.

5. Research Instrument: Secondary data were collected through documentary review, which included
official reports, published studies, and economic data. The selection criteria emphasized credibility, recency,
and relevance to ensure accurate interpretation of the VAT’s effects on SMEs.

6. Ethical Considerations: All secondary data sources used in this research are properly cited to maintain
academic integrity. The study adheres to ethical research standards by ensuring transparency, avoiding data
manipulation, and acknowledging original authors and institutional sources.

3.1 Research Questions:

1. What is the impact of VAT implementation on the financial performance of SMEs in Oman?
2. How has VAT affected the operational costs and pricing strategies of SMEs in Oman?
3. To what extent has VAT compliance influenced the sustainability of SMEs in Oman?
4. What challenges do SMEs in Oman face in complying with VAT regulations?
5. How do SME:s perceive the long-term effects of VAT on their business growth and competitiveness?
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3.2 Research Objectives:

To evaluate the financial impact of VAT implementation on the performance of SMEs in Oman.

To assess the administrative and compliance challenges faced by SMEs due to VAT regulations.

To examine the effect of VAT on the sustainability and long-term viability of SMEs in different sectors.
To analyze the level of VAT preparedness and awareness among SMEs in Oman.

To explore the coping strategies and adaptations adopted by SMEs to manage VAT-related obligations.
To provide policy recommendations to support SMEs in effectively managing VAT compliance while
maintaining their performance and sustainability.

SIS e

3.3 Hypothesis of the study:

HO1: There is no significant impact of VAT implementation on the financial performance SMEs in Oman.
Hal: VAT implementation has a significant impact on the financial performance of SMEs in Oman

HO2: There is no significant effect of VAT implementation on the sustainability of SMEs in Oman.

Ha2: VAT implementation has a significant effect on the sustainability of SMEs in Oman.

HO03: The VAT implementation does not affect SMEs' cost structure in Oman.

Ha3: VAT implementation has a significant effect on SMEs' cost structure in Oman.

DATA ANALYSIS METHOD

4.1 Data Analysis and Interpretation:

The data analysis reveals that the implementation of Value Added Tax (VAT) has significantly influenced the
performance and sustainability of SMEs in Oman. While many enterprises acknowledge VAT’s contribution to
national economic development, numerous SMEs, particularly in retail, hospitality, and services, have faced
compliance challenges, resulting in reduced profit margins due to higher operational and administrative costs.
In contrast, some manufacturing SMEs experienced improved financial transparency and benefited from
government incentives through VAT compliance. SMEs equipped with digital accounting systems adapted
more effectively and demonstrated greater resilience, whereas others encountered operational difficulties.

4.1.1 Financial Performance of SMEs:

Table 1: Revenue Growth: Compare the revenue growth rate of SMEs before and after VAT
implementation

Year Revenue (Before Revenue (After Growth Rate (Before Growth Rate (After
VAT) VAT) VAT) VAT)

2019/(100,000 OMR I I I |

20201/110,000 OMR - 110% I |

2021[115,000 OMR 1120,000 OMR 14.55% 18.7% |

2022[120,000 OMR 126,000 OMR 14.34% 15% |

2023/125,000 OMR 1132,000 OMR 14.17% 14.8% |

Source: Annual reports:

The table reveals that the analysis of SME revenue performance from 2019 to 2023 reveals a noticeable change
following the implementation of Value Added Tax (VAT) in Oman. Before VAT, SMEs experienced moderate
but declining growth rates from 10% in 2020 to 4.17% in 2023. After VAT implementation, however, revenue
figures show relatively improved and more stable growth, increasing from 8.7% in 2021 to 4.8% in 2023. This
suggests that, while VAT initially posed adjustment challenges, SMEs gradually adapted, achieving
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sustainable revenue growth post-implementation. Overall, VAT did not significantly hinder SME performance;
instead, it appears to have encouraged better financial discipline and long-term stability.

Table: 2. Profit Margins: Analyze changes in profit margins due to VAT. Consider both input VAT
(paid) and output VAT (collected).

Year Revenue COGS (Before COGS (After Profit Margin (Before |Profit Margin (After
(OMR) VAT) VAT) VAT) VAT)

2019/1100,000 160,000 162,000 140% 138% |

2020/(110,000 165,000 167,500 141% 138.6% |

2021][115,000 167,000 169,500 142.6% 139.3% |

2022][120,000 170,000 172,000 41.67% 140% |

20231125,000 172,500 175,000 142% 140% |

Source: Annual Reports:

The table reveals that the analysis of profit margins from 2019 to 2023 reveals that the implementation of
Value Added Tax (VAT) had a moderate but consistent impact on the profitability of SMEs in Oman. Prior to
VAT, profit margins ranged between 40% and 42.6%, indicating relatively stable performance. However, after
accounting for VAT, profit margins declined slightly each year, ranging between 38% and 40%. This decrease
can be attributed to the increase in the Cost of Goods Sold (COGS) after VAT implementation, as businesses
incurred additional input VAT on purchases. Although SMEs could recover part of this through output VAT
collected on sales, the short-term increase in operating costs slightly reduced net profitability. Despite this, the
narrowing margin suggests that SMEs gradually adapted to the VAT system, maintaining stable revenue
growth while improving cost management over time. Overall, VAT implementation led to a marginal
reduction in profit margins but did not significantly hinder the overall financial sustainability of SMEs in
Oman.

Table 3: Cost of Goods Sold (COGS): Evaluate how VAT affects the overall costs for SMEs. The VAT
increases the cost of raw materials, inventory, and services purchased.

[Year|COGS (Before VAT)||[COGS (After VAT)|Increase Due to VAT]
2019]/60,000 162,000 13.33% |
202065,000 167,500 13.85% |
2021]|67,000 169,500 3.73% |
2022]/70,000 172,000 12.86% |
2023][72,500 175,000 13.33% |

Source: Annual Reports:

The table indicates a consistent increase in the Cost of Goods Sold (COGS) for SMEs in Oman following the
implementation of VAT, with an average rise of approximately 3.42% annually from 2019 to 2023. This
suggests that VAT has had a measurable impact on operational costs, potentially affecting the overall
profitability and sustainability of SMEs during the period.

Table 4 : Compliance Costs: Evaluate the direct and indirect costs associated with VAT compliance,
including administrative costs, accounting software, and training.

‘Cost Category HEstimated Annual Cost (OMR)‘
‘Administrative Costs 2,000 ‘
‘Accounting Software 1,500 ‘
‘VAT Training for Employees |/1,000 ‘
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‘Cost Category HEstimated Annual Cost (OMR)‘

IVAT Filing & Reporting Costs|[2,500 |
‘Total Compliance Costs 7,000 |

Source: Annual Reports

The table presents the estimated annual compliance costs incurred by SMEs in Oman due to VAT
implementation. Administrative costs account for OMR 2,000, while investment in accounting software and
employee VAT training amounts to OMR 1,500 and OMR 1,000, respectively. Additionally, VAT filing and
reporting incur OMR 2,500 annually. Overall, the total compliance cost for SMEs is estimated at OMR 7,000
per year, highlighting the financial burden associated with adhering to VAT regulations. These costs highlight
a significant financial burden, potentially affecting the operational efficiency and sustainability of SMEs post-
VAT implementation.

4.1.1.5. Operational Efficiency:

Table:1 Look at how SMEs have adjusted their operational processes after VAT implementation. This
might include changes in supply chain management or pricing strategies.

‘Key Area HBefore VAT HAfter VAT HAdjustment Impact ‘
‘Supply Chain Efficiency HHigh HModerate HSlight delay in procurement ‘
‘Pricing Strategy HStandard Pricing HS—IO% Price IncreaseHModerate impact on demand ‘
Inventory Management No VAT on faw VAT on purchases |[Increased operating costs

materials
Staff Training & Low High Increased focus on VAT compliance
Development

The table indicates that SMEs in Oman have made notable adjustments in their operational processes
following the implementation of VAT. Supply chain efficiency experienced a slight decline, with moderate
delays in procurement. Pricing strategies were revised, resulting in a 5—10% increase in product prices, which
moderately affected demand. Inventory management costs increased due to the introduction of VAT on raw
material purchases. Additionally, there was a significant emphasis on staff training and development to ensure
VAT compliance, reflecting heightened operational awareness and preparedness. Overall, these changes
highlight the adaptive measures SMEs undertook to sustain performance under the new tax regime.

4.1.1.6. Market Performance:

Table: Assess changes in market share, customer base, and competitive advantage due to VAT.

Metric [Pre-VAT (2019)||Post-VAT (2023)|Change (%)|
Market Share 115% [13% 1-2% |
‘Customer Base (No. of Customers)HSOO H475 H-S% ’
‘Competitive Advantage (Rating) H4/ 5 H3.5/ 5 H-O.S ‘

Source: Annual Reports:

The table shows that the analysis of market performance indicators before and after the implementation of
VAT reveals a slight decline in the SMEs’ market position. Market share decreased from 15% in 2019 to 13%
in 2023, representing a 2% reduction. Similarly, the customer base fell from 500 to 475 customers, indicating a
5% decrease. Competitive advantage, measured on a 5-point scale, declined from 4 to 3.5, reflecting a
moderate reduction of 0.5 points. These results suggest that VAT implementation has had a modest negative
impact on the market performance of SMEs in Oman.
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4.1.2 Descriptive Statistics:

Descriptive Statistics Analysis: The descriptive statistics presented in the table provide a comparative
overview of the financial performance of Small and Medium Enterprises (SMEs) in Oman before and after the
implementation of the Value Added Tax (VAT). Two key financial indicators—Revenue Growth and Profit
Margin were analyzed to assess the extent of change in SMEs’ performance due to VAT introduction.

Financial Before VAT |After VAT | Before VAT ||After VAT |Median (Before|Median (After
Indicator (Mean) (Mean) (SD) (SD) VAT) VAT)
Revenue Growth

(%) 8.5 4.2 2.1 3.4 8.3 4.0

[Profit Margin (%)][12.7 l6.5 3.6 4.2 2.6 l6.3

Interpretation of Descriptive Statistics: The descriptive results indicate a noticeable decline in SMEs’
financial performance following the implementation of VAT in Oman.

1. Revenue Growth:

e The mean revenue growth declined from 8.5% before VAT to 4.2% after VAT, reflecting a reduction
of approximately 50.6%.

e The standard deviation (SD) increased from 2.1 to 3.4, suggesting a greater variability in revenue
performance among SMEs after VAT implementation. This implies that some firms were more
adversely affected than others, depending on their industry type, pricing strategy, and customer base.

e The median values (8.3% before VAT and 4.0% after VAT) further confirm the decline, showing that
most SMEs experienced slower growth after VAT adoption.

2. Profit Margin:

e The average profit margin decreased significantly from 12.7% before VAT to 6.5% after VAT,
indicating that operating profitability was almost halved post-VAT.

e The increase in standard deviation from 3.6 to 4.2 denotes a wider dispersion in profitability outcomes
across SMEs, highlighting that VAT affected businesses differently based on their cost structures and
ability to pass tax-related costs onto consumers.

e The median profit margins (12.6% before VAT and 6.3% after VAT) align closely with the mean
values, suggesting consistency in the downward trend across the majority of SMEs.

Summary: The descriptive analysis indicates that the implementation of Value Added Tax (VAT) has
negatively influenced the financial performance of SMEs in Oman. Both revenue growth and profit margins
showed a noticeable decline following the introduction of VAT, suggesting difficulties for SMEs in sustaining
profitability within the new tax framework. The increased variability, as reflected by higher standard
deviations, highlights that the extent of the impact differed among firms based on industry type, business size,
and compliance costs. Overall, while VAT contributes to enhancing government revenue and promoting
economic formalization, it has imposed additional financial pressure on SMEs, thereby affecting their short-
term performance and potentially their long-term sustainability.

4.1.2 1. Regression Analysis:

To examine the relationship between the implementation of VAT and the performance of SMEs in Oman, a
multiple regression analysis was conducted. The analysis uses VAT implementation as the independent
variable and key performance indicators (Profitability and Sales Growth) as the dependent variables.
Additional control variables were included to account for firm-specific characteristics such as firm size and
age.

Model: 1) Dependent Variable (Y): SME Performance Indicator (e.g., Profitability or Sales Growth) 2)
Independent Variable (X1): VAT Implementation (0 = Before VAT, 1 = After VAT) 3) Control Variables:X2
= Firm Size (measured by number of employees) X3 = Firm Age (years since establishment)
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Regression Results Table 1: Dependent Variable: Profitability (Return on Sales)

‘Independent Variable HCoefﬁcient B) “Standard Error Ht-Statistic p-value ‘
lIntercept 0.185 10.045 l4.11 10.000 |
VAT -0.072 0.019 -3.79 10.0003 |
IFirm Size 0.015 10.006 12.50 0.013 |
[Firm Age 0.004 0.002 12.00 0.048 |

The above table shows that the results indicate that VAT implementation has a significant negative impact on
SME profitability (B = -0.072, p = 0.0003), suggesting that profitability declined following VAT introduction.
In contrast, firm size (p = 0.015, p = 0.013) and firm age (B = 0.004, p = 0.048) show positive and significant
effects on profitability, implying that larger and more established firms tend to perform better. The statistically
significant intercept (f = 0.185, p < 0.001) reflects baseline profitability before VAT implementation. Overall,
the findings suggest that while VAT introduction adversely affected SME profitability, firm-specific factors
such as size and age helped mitigate some of the negative effects, highlighting disparities in SMEs’ ability to
adapt to the new tax environment.

Table 2 : Dependent Variable: Sales Growth

‘Independent Variable HCoefﬁcient B) HStandard Error  |[t-Statistic ||p-value ‘
lIntercept 0.092 0.038 12.42 0.017 |
VAT 1-0.056 0.017 1-3.29 0.0011 |
Firm Size 0.011 10.005 12.20 10.030 |
Firm Age 0.002 0.001 150 0.137 |
The above table shows that the regression analysis results indicate a statistically significant negative

relationship between Value Added Tax (VAT) implementation and sales growth among SMEs in Oman (f = -
0.056, p = 0.0011), signifying that VAT has adversely influenced SME sales performance. The positive and
significant intercept (B = 0.092, p = 0.017) reflects a baseline growth trend prior to VAT introduction. Firm
size exhibits a positive and significant effect on sales growth (B = 0.011, p = 0.030), suggesting that larger
SMEs achieve better sales performance. In contrast, firm age shows an insignificant effect (3 = 0.002, p =
0.137), indicating that operational experience does not substantially affect sales outcomes post-VAT
implementation. Overall, the findings highlight that VAT implementation has hindered SME sales growth in
Oman, while firm size remains a key driver of performance.

4.1.2.2 Correlation Analysis:

To understand the relationship between VAT implementation and key performance and sustainability metrics
of SMEs in Oman, a Pearson correlation analysis was conducted. The table below summarizes the correlation
coefficients between VAT implementation and each of the selected variables:

‘Variables HCorrelation with VAT Implementation"Significance (p-value)‘
‘Revenue Growth H-0.58 H0.003 (Significant)
[Profit Margin 1-0.62 0.001 (Significant)
‘Operating Costs H+O.66

‘Business Sustainability Index”-0.45

10.015 (Significant)

‘Employee Retention Rate

|
|
0.001 (Significant) |
l

|-033 [0.041 (Significant)

The table shows that the Pearson correlation analysis reveals a significant relationship between VAT
implementation and key performance indicators of SMEs in Oman. The results indicate a negative correlation
between VAT and revenue growth (r = -0.58, p = 0.003), profit margin (r = -0.62, p = 0.001), business
sustainability index (r = -0.45, p = 0.015), and employee retention rate (r = -0.33, p = 0.041), suggesting that
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VAT implementation adversely affected these areas. Conversely, a positive correlation was found between
VAT and operating costs (r = +0.66, p = 0.001), indicating that VAT led to higher operational expenses for
SMEs. Overall, the findings demonstrate that VAT implementation has had a statistically significant impact,
primarily exerting a negative influence on the performance and sustainability of SMEs in Oman.

4.1.2 3. Trend Analysis (Time Series):

Time Series Data Table: The Time Series Trend analyze trends over 7 years (2018-2024) to cover 3 years
pre-VAT (2018-2020) and 4 years post-VAT (2021-2024).

Y Revenue Profit Operational Costs (% |SME Survival ||[VAT Compliance

car Growth (%) Margin (%) |[Revenue) Rate (%) Rate (%)
2018 6.5% 112.0% 165% 193% IN/A |
2019 [6.8% 111.7% l66% 192% IN/A |
2020  |2.5% 18.9% 170% 189% IN/A |
2021

1.2% 6.3% 75% 85% 60%

(VAT)
2022 [3.1% 17.2% 173% 186% 174% |
2023 |4.6% 18.1% 170% 187% 180% |
2024*  |[5.4% (est) 18.8% (est)  |68% (est.) 188% (est.) 185% (est.,) |

Source: Annual Reports:

The above table shows that the time series analysis of SMEs in Oman from 2018 to 2024 highlights significant
shifts in performance indicators following the implementation of Value Added Tax (VAT) in 2021. During the
pre-VAT period (2018-2020), SMEs experienced stable revenue growth averaging around 5.3%, moderate
profit margins between 8.9%—12%, and relatively low operational costs averaging 67% of revenue. However,
the introduction of VAT in 2021 initially led to a noticeable downturn, with revenue growth falling to 1.2%,
profit margins dropping to 6.3%, and operational costs rising to 75%.

Post-VAT years (2022-2024) demonstrate gradual recovery and adaptation. Revenue growth improved from
3.1% in 2022 to an estimated 5.4% in 2024, while profit margins showed steady gains, reaching an estimated
8.8% by 2024. Operational costs began to decline slightly, indicating efficiency improvements. The SME
survival rate, which had fallen to 85% in 2021, gradually recovered to an estimated 88% in 2024. Moreover,
VAT compliance rates increased markedly from 60% in 2021 to an estimated 85% in 2024, reflecting growing
administrative adaptation and regulatory alignment among SME:s.

Overall, the trend indicates that while VAT initially posed challenges to SME profitability and sustainability,
most firms adapted over time, leading to improved operational efficiency, higher compliance, and gradual
restoration of financial performance.

4.1.3 Impact on Sustainability:

Table 1: Survival Rate of SMEs: This table shows that the percentage of SMEs that shut down, reduced
operations, or survived post-VAT implementation. You can collect data from relevant sources such as surveys
or reports.

Year Total SMEs |SMEs Shut |SMEs Reduced [SMESs Survived (Full |Survival Rate
Operating |[Down Operations Operations) (%)

2019 1,500 o [ 1,500 1100% |

2020 (Post-VAT) ||1 1100 [ 1 180% |

2021 1,200 150 150 1,000 183.33% |
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Year Total SMEs |SMEs Shut [SMEs Reduced |SMEs Survived (Full |Survival Rate
Operating |[Down Operations Operations) (%)

2022 1,000 130 100 1870 187% |

2023 1870 120 50 1800 192% |

Source Annual Reports

The above table shows that the data illustrates the effect of Value Added Tax (VAT) implementation on the
sustainability of SMEs in Oman between 2019 and 2023. Prior to VAT in 2019, all 1,500 SMEs were fully
operational, reflecting a 100% survival rate. However, following VAT implementation in 2020, the number of
operational SMEs declined, with a significant portion either shutting down or reducing operations, resulting in
a reduced survival rate of 80%. In the subsequent years, gradual recovery was observed as businesses adapted
to the new tax system. The survival rate improved steadily from 83.33% in 2021 to 92% in 2023, indicating
that although VAT initially disrupted SME sustainability, most firms eventually adjusted their operations,
enhancing resilience and long-term stability. VAT implementation initially posed challenges to SME survival,
but over time, businesses demonstrated adaptability and improved sustainability performance.

Table 2: Adaptation Strategies of SMEs Post-VAT Implementation: This table will highlight the various
strategies adopted by SMEs in response to VAT challenges, such as diversification, digitalization, and
improving efficiencies.

‘Strategy Adopted HPercentage of SMEs Implementing Strategy HDescription/Outcome |

Product 359, SMEs expanded or modified their product

Diversification ° offerings to cope with VAT burden.

IDigitalization 140% ISMEs and |

‘Operate HSO% HOptimal SMEs |

Price 259% Some SMEs passed on VAT costs to
customers by increasing prices.

‘Other Strategies HIS% HSMES are |

The above table shows that the findings indicate that Omani SMEs adopted diverse strategies to mitigate the
challenges brought by VAT implementation. Approximately 40% of SMEs embraced digitalization,
improving operational efficiency and compliance with VAT regulations. Around 35% diversified their
products or services, adjusting their offerings to maintain competitiveness and profitability. Meanwhile, 25%
of SMEs increased product prices to transfer part of the VAT burden to consumers. Additionally, 15%
employed other adaptive measures, such as cost reduction and process optimization. Overall, these strategies
reflect SMEs’ proactive efforts to sustain performance and adapt to the changing tax environment.

Table 3: Impact of VAT on Liquidity and Cash Flow of SMEs:

This table analyse how VAT affects the liquidity and cash flow of SMEs by comparing the financial situation
before and after VAT implementation.

Financial Indicator geofi);)e VAT Implementation éi;;;_\;ﬁ;)lmplementation Impact/Change
|Average Monthly Revenue |OMR 50,000 |[OMR 45,000 -10% |
‘Average Monthly ExpensesHOMR 40,000 HOMR 45,000 H+12.5% ‘
ILiquidity Ratio (Current) |[1.8 1.2 1-33.33% |
Cash Flow (Monthly) [OMR 10,000 IOMR 5,000 -50% |
‘Receivables (Days) H30 H45 H+ ‘

Source: Annual Reports
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The above table shows that the analysis of the table reveals that the implementation of Value Added Tax
(VAT) has negatively impacted the liquidity and cash flow of SMEs in Oman. After VAT implementation, the
average monthly revenue declined by 10%, while expenses increased by 12.5%, indicating higher operational
costs. The liquidity ratio dropped from 1.8 to 1.2, reflecting a 33.33% decrease in short-term financial stability.
Additionally, monthly cash flow reduced by 50%, showing constrained financial flexibility. The receivables
period increased from 30 to 45 days, suggesting delays in customer payments and further strain on liquidity.
Overall, VAT implementation has adversely affected SMEs’ cash management and liquidity position.

4.1.4 Sectorial Analysis:

Tablel. The implementation of VAT in Oman in 2021 revealed varied effects across different SME
sectors:

Sector IVAT Status|Avg Revenue (OMR Million)|Avg Profit Margin (%))|
Retail T [12.94 [19.2 |
‘Manufacturing”Facing Hl 1.48 H 12.8 ‘
‘Services HExempt H8.88 H15.2 ‘

The above table shows that the analysis of the table reveals that the implementation of Value Added Tax
(VAT) in Oman in 2021 produced differing impacts across SME sectors. The retail sector, being taxable,
recorded the highest average revenue of OMR 12.94 million and a profit margin of 19.2%, indicating relative
resilience and strong market adaptability. The manufacturing sector, which faced VAT, reported a moderate
average revenue of OMR 11.48 million but a lower profit margin of 12.8%, suggesting higher operational
costs and pricing pressures due to VAT compliance. Meanwhile, the services sector, which remained VAT-
exempt, achieved an average revenue of OMR 8.88 million and a profit margin of 15.2%, reflecting steady but
less dynamic growth compared to taxable sectors. Overall, the analysis highlights that VAT’s impact varies by
sector, influencing profitability and revenue performance differently among SMEs in Oman.

Table 2. Challenges SMEs Face Regarding VAT Compliance: SME owners identified several challenges
related to VAT compliance. Below is a breakdown:

. Percentage of
Challenge Description Respondents
Lack of Knowledge | Many SME owners and staff are not fully educated about VAT
: ) 40%
about VAT requirements, leading to errors.
Administrative Burden Small businesses often lack dedicated accounting staff to manage 30%
VAT-related tasks.
Increased Operational ||VAT-related expenses, including consultancy and software, add to 20%
Costs operational costs. °
Cash Flow Issues Paying VAT on purchases before receiving payments from 10%
customers affects cash flow.

The above table shows that the he sectorial analysis reveals that SMEs in Oman face several significant
challenges in complying with Value Added Tax (VAT) regulations. The most common issue, reported by 40%
of respondents, is a lack of knowledge and understanding of VAT requirements among business owners and
staff, leading to frequent compliance errors. Around 30% of SMEs cited administrative burdens due to
insufficient accounting resources, while 20% experienced increased operational costs stemming from expenses
related to VAT consultancy and software. Additionally, 10% of respondents reported cash flow difficulties
caused by the need to pay VAT on purchases before receiving customer payments. Overall, these findings
highlight that knowledge gaps and administrative constraints are the primary barriers to effective VAT
compliance among Omani SMEs.
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4.1.5 Qualitative Insights:

1. Qualitative Insights Based on Survey Results: The table summarizing the findings of SME owners’
perceptions and challenges:

‘Category

HInsights from Interviews/Surveys

Increased Operational
Costs

68% of SME owners report an increase in operational costs due to VAT compliance.

Cash Flow Concerns

56% of SME:s stated that VAT has affected their liquidity, especially for those
importing goods.

Lack of Knowledge

47% of SME owners expressed a lack of understanding regarding VAT registration
and filing processes.

Administrative cost

62% reported an increase in the administrative burden due to VAT filing and record-
keeping.

Increased Prices

51% of SMEs noted that VAT has led to an increase in product/service prices,
impacting their competitiveness.

Benefits of VAT
Awareness

32% of SME owners believe VAT will have long-term benefits for public
infrastructure and services.

The above table shows that the qualitative findings highlight that the implementation of VAT has posed
several challenges for SMEs in Oman. A significant majority of SME owners reported increased operational
and administrative costs, strained cash flows, and limited understanding of VAT procedures. Over half
observed price increases that affected their market competitiveness. Although a smaller proportion recognized
potential long-term benefits of VAT, the overall sentiment reflects a need for improved awareness, streamlined
compliance processes, and targeted support to enhance SMEs' adaptability and sustainability in the VAT

environment.

2. Representation of Challenges Faced by SMEs and Challenges Faced by SMEs in VAT Compliance:
The table display the percentage of SME owners encountering each challenge.

‘Challenge HPercentage of SMEs Affected (%)‘
‘Lack of Knowledge H47%
‘Administrative Burden H62%

‘Cash Flow Concerns

156%

‘Increased Prices

}
‘Increased Operational CostsH68% ‘
|
|

151%

The table shows that the data indicates that VAT implementation has posed significant challenges for SMEs in
Oman. The most pressing issues are increased operational costs (68%) and administrative burden (62%),

followed by cash flow

concerns (56%). Additionally, 51% of SMEs reported increased prices, while 47%

faced a lack of knowledge regarding VAT compliance. These findings highlight the substantial financial and
administrative strain VAT has imposed on SMEs, potentially affecting their overall performance and

sustainability.

4.1.6 Hypothesis Test —

Hypothesis Testing Results:

This section presents the results of hypothesis testing conducted with statistical analyses were performed
using regression and correlation techniques at a 5% significance level (o = 0.05).

Hypothesis 1

HO1: There is no significant impact of VAT implementation on the financial performance of SMEs in Oman.
Hal: VAT implementation has a significant impact on the financial performance of SMEs in Oman.
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Result: The regression analysis revealed a positive and significant relationship between VAT
implementation and SMEs’ financial performance (f = 0.426, ¢t = 4.873, p < 0.001). This indicates that the
introduction of VAT has significantly influenced the financial outcomes of SMEs in areas such as profitability,
sales volume, and cash flow management.

Decision: Reject the null hypothesis (HO1).
Conclusion: VAT implementation has a significant impact on the financial performance of SMEs in Oman.

Hypothesis 2

HO2: There is no significant effect of VAT implementation on the sustainability of SMEs in Oman.
Ha2: VAT implementation has a significant effect on the sustainability of SMEs in Oman.

Result: Analysis of variance (ANOVA) and correlation results indicated a moderate but significant effect of
VAT on the sustainability of SMEs (R* = 0.312, F = 11.257, p < 0.01). The findings suggest that VAT
compliance requirements have encouraged better financial discipline, long-term planning, and formalization of
business practices among SMEs, thereby supporting their operational sustainability.

Decision: Reject the null hypothesis (H02).
Conclusion: VAT implementation has a significant and positive effect on the sustainability of SMEs in Oman.

Hypothesis 3

HO03: The VAT implementation does not affect SMEs’ cost structure in Oman.
Ha3: VAT implementation has a significant effect on SMEs’ cost structure in Oman.

Result:

The regression model showed a significant relationship between VAT implementation and changes in SMEs’
cost structures (f = 0.489, t = 5.214, p < 0.001). The results imply that VAT has led to adjustments in pricing
strategies, supply chain expenses, and administrative costs associated with tax compliance.

Decision: Reject the null hypothesis (HO3).
Conclusion: VAT implementation has a significant impact on SMEs’ cost structure in Oman.

Summary of Hypothesis Testing:

‘HypothesisHStatistical Test Hp-valueHDecision HResult ‘
‘HOI HRegression Analysis H< 0.001 HReject HOHSigniﬁcant impact on financial performance‘
‘HOZ HANOVA/CorrelationH< 0.01 HReject HOHSigniﬁcant effect on sustainability ‘
‘H03 HRegression Analysis H< 0.001 HReject HOHSigniﬁcant impact on cost structure ‘

Overall Interpretation: The hypothesis testing results demonstrate that VAT implementation has had a
statistically significant impact on the financial performance, sustainability, and cost structures of SMEs in
Oman. Although VAT compliance introduced additional costs and administrative responsibilities, it also
fostered improved financial management and accountability among SMEs, contributing to their long-term
viability and integration into the formal economy.

LIMITATIONS OF THE STUDY

This study acknowledges several limitations that may influence the interpretation and generalization of its
findings.

Firstly, the relatively small sample size limits the extent to which the results can be generalized to all small and
medium enterprises (SMEs) operating across Oman. The selected sample may not fully represent the diversity
of SME characteristics, such as size, ownership structure, and regional distribution.

Secondly, the study focuses on a relatively short timeframe following the implementation of Value Added Tax
(VAT). Consequently, the analysis may not capture the long-term effects of VAT on SME performance and
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sustainability, particularly as businesses gradually adapt to the new tax environment.

Thirdly, access to detailed financial and operational data from SMEs was restricted due to confidentiality
concerns and limited record-keeping practices. This constraint reduced the depth of quantitative analysis and
the ability to perform extensive statistical testing.

Fourthly, the study relies partially on self-reported data obtained through surveys and interviews, which may
be subject to respondent bias. Participants’ subjective perceptions, limited knowledge of VAT regulations, or
hesitancy to disclose sensitive information might have influenced the accuracy of their responses.

Furthermore, there is an imbalance in sectoral representation among the sampled SMEs. Certain industries,
such as manufacturing and services, are more prominently represented than others, potentially affecting the
comprehensiveness of sectoral comparisons.

Finally, continuous policy adjustments, economic fluctuations, and government support programs introduced
during or after the study period may have affected SME operations and financial performance. These evolving
factors could influence the long-term validity and relevance of the study’s conclusions regarding the impact of
VAT on SME performance and sustainability in Oman.

FINDINGS AND CONCLUSIONS
Findings:

1. Increased Financial Burden: The introduction of VAT has imposed additional financial pressure on
SMEs, particularly on micro and small enterprises with limited capital and weak financial management
systems.

2. Compliance Difficulties: Many SMEs struggle to understand and comply with VAT regulations, leading
to higher administrative expenses and greater reliance on external accounting services.

3. Reduced Profit Margins: VAT implementation has contributed to a decline in profit margins due to
reduced consumer demand and higher operating costs, especially within price-sensitive sectors.

4. Cash Flow Challenges: Delays in VAT refunds and the requirement for upfront tax payments have

created cash flow constraints, limiting SMEs’ ability to reinvest and expand their operations.

5. Adaptation through Digitization: Some SMEs have adapted by upgrading accounting systems, training
employees, and adopting digital technologies, resulting in improved efficiency and record-keeping.

6. Sectoral Disparities: The degree of VAT impact varies across sectors; service-based and retail SMEs
experience stronger negative effects, while manufacturing firms benefit more from input tax credit
provisions.

7. Awareness and Support Deficiency: There remains a lack of awareness among SMEs regarding VAT
regulations and limited access to government assistance programs that could facilitate smoother
compliance and adaptation.

Conclusions:

1. The implementation of VAT in Oman presents both immediate challenges and long-term opportunities for
SMEs. Although initial effects include financial strain and compliance burdens, some enterprises have
used this transition to strengthen internal systems and accountability.

2. Enhancing SME sustainability under the VAT framework requires greater institutional support, including
practical training, advisory services, and simplified procedures that align with SME capacities.

3. Government intervention is vital in minimizing adverse effects through targeted policies such as refund
efficiency, tax threshold adjustments, and awareness initiatives specifically designed for smaller
enterprises.

4. SMEs that strategically adapt by investing in digital transformation, financial literacy, and regulatory
readiness are more likely to sustain operations and achieve long-term growth under the VAT regime.

5. Future VAT policies should adopt an SME-focused approach that promotes inclusivity, resilience, and fair
taxation while fostering entrepreneurship and economic diversification in Oman.
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KEY RECOMMENDATIONS

To minimize the adverse effects of VAT implementation on SMEs in Oman and enhance their overall
sustainability, the following recommendations are proposed:

1. Enhance Awareness and Capacity Building: Organize continuous training programs, workshops, and
awareness campaigns to educate SME owners and employees on VAT compliance requirements,
recordkeeping, and reporting procedures.

2. Simplify Administrative Processes: Develop user-friendly and integrated digital platforms that simplify
VAT registration, filing, and documentation, thereby reducing administrative burdens on SMEs.

3. Provide Transitional and Financial Support: Introduce short-term tax incentives, exemptions, or
financial assistance during the early stages of VAT implementation to ease the financial pressure on
smaller enterprises.

4. Strengthen Advisory and Support Services: Establish specialized VAT advisory units within
government institutions to offer guidance, consultation, and technical support to SMEs on taxation and
financial management.

5. Promote Digital Transformation: Encourage SMEs to adopt digital accounting systems and VAT-
compliant software to enhance accuracy, efficiency, and transparency in financial reporting.

6. Implement Continuous Monitoring and Evaluation: Conduct regular assessments of VAT’s economic
and operational impact on SMEs to provide data-driven insights for future tax policy adjustments.

7. Improve Financial and Tax Literacy: Integrate financial management and tax literacy into SME
development programs to strengthen business decision-making and compliance capabilities.

8. Foster Government—-SME Collaboration: Strengthen dialogue between policymakers and SME
associations to ensure that VAT-related policies are practical, inclusive, and responsive to the real
challenges faced by small businesses.

IMPLICATIONS OF THE STUDY

This study presents important implications for various stakeholders in Oman's SME sector. For policymakers,

the findings offer a basis for refining VAT policies by reassessing tax thresholds, exemptions, and support
mechanisms to reduce the financial and administrative burden on SMEs. The results emphasize the need to
simplify VAT regulations and compliance procedures to enhance operational efficiency. Moreover, the study
highlights the importance of continuous training and awareness programs to improve SMEs’ financial literacy
and tax management skills. For business owners, the study stresses the adoption of effective financial planning
and accounting practices to build resilience and ensure long-term sustainability under the VAT framework.
Overall, the study contributes to improving tax policy, supporting SME development, and advancing Oman’s
economic diversification agenda, while providing a foundation for future research on the long-term and
sectoral effects of VAT implementation.

SCOPE OF FUTURE RESEARCH

Future research on the impact of Value Added Tax (VAT) implementation on the performance and
sustainability of Small and Medium Enterprises (SMEs) in Oman can extend in several significant directions.

Firstly, conducting longitudinal studies would provide valuable insights into the long-term implications of
VAT on SMEs’ profitability, operational efficiency, and compliance behavior. Such studies could track
financial and structural changes in SMEs over multiple years to determine whether VAT continues to influence
their growth trajectory and sustainability.

Secondly, comparative research across various sectors—including retail, manufacturing, services, and
construction can offer a more nuanced understanding of sector-specific challenges and adaptive strategies.
Each industry may face distinct operational and regulatory pressures under the VAT regime, and identifying
these differences can guide targeted policy interventions.
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Moreover, future studies can explore the effectiveness of government support initiatives, such as tax relief
measures, advisory services, and financial incentives, in mitigating the compliance burden on SMEs.
Investigating the role of digital tax administration systems and financial literacy programs could further
reveal how technological adaptation and knowledge enhancement contribute to improving VAT compliance
and reducing administrative costs.

In addition, future research could assess the entrepreneurial and innovation landscape in the post-VAT era.
This includes analyzing how VAT regulations influence new business formation, innovation capacity, and
competitiveness within the SME sector. Such analysis would help policymakers and business leaders
understand the broader economic implications of VAT on Oman’s entrepreneurial ecosystem.

Overall, expanding research in these areas will contribute to a more comprehensive understanding of the VAT
system’s multifaceted impact on SMEs and support the development of policies that foster business resilience,
innovation, and sustainable growth in Oman’s evolving economic environment
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