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CHAPTER ONE 

I NTRODUCTI ON 

1. 1 Background of the Study 

Gover nment need massive revenue t o support its progra ms. Tax is a source of revenue.  

Gover nments fi nance t heir operati ons and programs t hrough taxati on, ai d or debt. Government use 

tax t o bri ng equalit y among citizens. Tax revenue finance public expendit ure for econo mi c 

devel opment i n additi on to expansi on of soci al services li ke healt h, education t o strengt hen t he 

positi on of weaker citizens. The i mplication is t hat for citizens to enj oy public good and servi ces 

they must pay taxes, therefore, Government would li ke t o collect as much tax as possi bl e.  This 

st udy focus on what t he tax aut hority require t o maxi mi ze on tax collection. The starti ng poi nt 

woul d be t o understand how t axpayers make tax-rel ated decisi ons.  

The sources of tax revenue are i ncome tax on i nco me and expendit ure, propert y taxes, cust oms 

dut y, commodit y taxes or taxes on goods and services. In Kenya, t he taxes are i ncome tax, rent al 

income tax, val ue-added tax, exercise dut y, capital gai ns tax and agency revenue. An aspect of 

income tax is turnover tax.  

1. 1. 1 Turnover Tax and Co mpli ance 

Tur nover Tax ( TOT) is a tax charged on gross sales of a busi ness as per Sec. 12 (c) of t he Inco me 

Tax Act. The tax is payabl e by resi dent persons whose gross t urnover is more t han Ksh 1, 000, 000 

but less t han Ksh 50, 000,000 i n any gi ven year ( Kenya revenue aut hority2012).  Small and 

medi um busi nesses are thought not t o be payi ng enough taxes. The Co mmi ssi oner for Do mestic 

taxes at the Kenya Revenue Aut horit y, Elizabet h Me yo,  asserti on is t hat tur nover tax is t o “bri ng 

the infor mal sect or i nt o the tax bracket and ensure equitabl e distri buti on of the tax burden” (Jali o, 

2020). 

Kenya Revenue Aut hority ‘attri buted t he growt h in revenue t o i mpr oved tax compli ance, enhanced 

acti ve surveillance, enforce ment operations and t he i mpl e ment ati on of the Vol unt ary Tax 

Di scl osure Progra m ( VTDP)’ (St andard Ne wspaper, 2022). Turnover tax was introduced i n Kenya 

in 2006 but shel ved because of issues surrounding its admi nistrati on. It was repl aced by t he 

presumpti ve tax in 2018 and t hen re-i ntroduced t hrough Fi nance Act of 2019.  
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Tur nover tax compliance is the taxpayers’ capacity and willi ngness t o obey t he t urnover tax laws 

and pay t he right amount of taxes ( Or gani zati on for Econo mi c Co- Operation and Devel opment, 

2004).  Tax perfor mance is t he a mount collect ed by tax aut hority and a good i ndi cat or of tax 

compli ance. The Co mmi ssi oner for Do mestic Taxes at the Kenya Revenue Aut hority, Elizabet h 

Me yo,  asserti on is t hat turnover tax is t o “bri ng t he infor mal sect or i nt o t he tax bracket and ensure 

equitabl e distri buti on of t he tax burden” (Jali o, 2020). The Government t o mi ni mi ze 

nonco mpli ance, increased det errence; i ncreased infor mati on reporti ng; decreased compli ance 

costs; and i ncreased benefits, introduced t urnover tax.  

  

Theories t hat expl ai n tax compliance and perfor mance are, expected utility t heory (econo mi c 

theory), behavi oral approach t heory and det errence theory. Expected utility theor y is about t he best 

choi ce in t he face of uncertai nt y. It suggests t hat tax is pai d by t hose who expect t o benefit from   

it ( Ki bret, 2021; von Neumann and Oskar Mor genstern; 1944; Allingha m and Sand mo, 1972).  

Benefit theory, ability t o pay t heory and Det errence t heory e mer ges from expect ed utility t heor y. 

Taxati on is meant t o maxi mi ze welfare of all citizens, whet her t hey pay tax or not.  Art hur Seal 

Pi goh   devel oped t he ability t o pay as criteria for chargi ng tax (Pi goh 1932). The benefit theory is 

linked t o( Eric Li ndahi 1958).  

Behavi oral approach t heor y focuses on t he moral, psychol ogi cal, and soci al reasons t hat i nfl uence 

tax compliance by t he taxpayer ( Mc Kerchar and Evans2009). The e mphasis in t his t heory is t hat 

peopl e pay tax t o be good citizens but t hat t here are t hose who do not compl y (Frey 2003). 

Det errence t heory relate to probabilit y of det ecti on and t he penalt y rate and model nonco mpli ance 

as a cri me ( Sand mo, 2004). The assumpti on i n t his theory is t hat no taxpayer wi shes t o pay tax 

(Frey and Fel d 2002). 

 

Tur nover tax ( TOT) is a charge on gross t urnover from a busi ness and not on profits of fir ms. The 

uni queness of TOT, compared t o PAYE collect ed by the e mpl oyer or VAT collect ed at the sal e 

poi nt, is that the decisi on to opt for it is an i ndi vi dual decisi on.  Rent al i nco me, professi onal and 

trai ni ng fees, and i ncome that is subj ect t o a fi nal wi t hhol di ng tax are not incl uded i n TOT ( Kenya 

Revenue Aut horit y, 2021). TOT t arget s mall and medi um busi nesses (Ou ma, Nj eru, Ka mau, 

Khai nga & Kiri ga, 2007). 
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Busi nesses disli kes t his tax because it is based on gross t urnover (sales), meani ng even fir ms 

reporti ng l osses pay TOT. This tax is costl y t o t he taxpayer because it is pai d mont hl y and requires 

subst antial accounti ng time. It is a proporti onal tax i n t hat t he rate of tax re mai ns unchanged 

regardl ess of t he level of turnover. From t he Kenya Revenue Aut horit y perspecti ve, TOT is a 

si mplified tax syste m targeti ng mi cro busi ness. The i dea behi nd TOT is t o lower tax rates, repl ace 

income tax, capital gai ns tax and ot her taxes as specified under t he law. The obj ecti ve of t his tax 

is to expand t he tax base and have more citizens payi ng taxes.  

 

Tax compliance is a taxpayer' s decisi on t o observe tax laws and regul ati ons by payi ng accurat e tax 

on ti me. ( Togl er and Schnei der 2007) view is that det errence, soci ol ogical and psychol ogi cal 

fact ors coul d expl ai n co mpli ance levels. Taxpayers are aware, if they fail to observe tax 

require ments as specified by tax collecting aut hority, they will be subj ect ed to additi onal tax and 

penalties equal t o t he defaulted a mount and i nt erest. They can be jailed.  

 

1. 1. 2 Factors affecting t urnover tax co mpli ance 

An effecti ve tax system must be si mpl e, effici ent, and equitabl e. The det er mi nants of tax 

compli ance e mer ge from t he t heories cited above. Tax compli ance is partl y expl ai ned by t he 

taxpayer behavi or and collecti ng aut hority   (Ja mes, 2012). The focus is on fact ors t hat taxpayer' s 

fact or i n t heir tax compliance decisi on.  Tax literature i dentify tax dri vers. In t his st udy, t he focus 

is on the foll owi ng dri vers: taxpayer' s level of i ncome, taxpayer level of educati on, tax rat e, tax 

rewar ds, tax audit and penalties, moral and et hical reasons and percei ved fairness of t he taxes 

( Ki bret, 2021). These fact ors are assumed t o shape taxpayer attitude towar ds taxes. The 

assumpti on is t hat compliance is i nfl uenced by taxpayer attitude t owar ds taxes, and t hat t hese 

fact ors feed i nt o the taxpayer attitude.  

1. 1. 2. 1 Taxpayer’s level of i nco me 

Level of i ncome is t he combi ned i ncome of a taxpayer from all sources. Evi dence elsewhere shows 

that fl uct uati ons in i ncome of s mall and medi um busi nesses i mpact on t heir tax compliance level 

( Nadee and Pre marat na, 2020). The starti ng poi nt for tax calcul ation is gross revenue (t urnover); 

and t urnover tax is based on t he revenue from business. Busi nesses wit h fluct uati ng i ncomes are 

not likel y to opt for t urnover tax.  
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1. 1. 2. 2 Taxpayer’s level of educati on 

Level of educati on is about e mpoweri ng taxpayers t o understand tax rul es and pri nci pl es t o 

enhance t heir tax compl iance. Level of Education expl ai n a taxpayer' s capacit y t o grasp tax 

regul ations (Fauzi ati, Minovi a, Musli m & Nasrah, 2016). Accordi ng t o KRA t ax, educati on 

pr ovi des knowl edge and skills that shape citizen' s attitude and percepti on about taxati on ( Kenya 

Revenue Aut horit y, 2020). A survey by ( Al- Tt affi, Bi n- Nashwan, Amr ah 2020) on tax knowl edge 

and t he behavi or of taxpayers concl ude t hat knowl edgeabl e taxpayers tend to be tax compliant. It 

is possi bl e t hat knowl edgeabl e t axpayers, because t hey are more tax i nfor med resort to tax a 

voi dance.   

1. 1. 2. 3 Tax rate  

Tax rate or rate of taxati on is t he percent age of t he taxabl e a mount t hat is paid as tax. For exa mpl e, 

if your taxabl e a mount is Shs. 100, 000, and you pay a tax of Shs. 20, 000, then your tax rat e is 20 

percent. Int uiti vel y taxpayer woul d prefer a l ower tax rate because a hi gher tax rate i ncreases t he 

tax burden, an argument  supported by The Laffer Cur ve t heory ( Miravete, Sei mb and Thur k, 

2018). Laffer curve is a theoretical relati onshi p bet ween tax revenue and rates of taxes, suggesti ng 

that, at extre me tax rates of zero (0) percent or one hundred (100) percent, no tax is collect ed.  

1. 1. 2. 4 Tax benefits and re wards 

Tax benefit and rewar ds relate t o tax laws t hat help taxpayer reduces tax liabilit y. It is debat abl e 

whet her tax benefits or rewar ds encourage tax co mpli ance.   It is i mportant knowi ng whet her 

taxpayer val ue the benefits or not. Different taxes have different benefits, and an exa mpl e woul d 

be a tax credit for a qualified expense such as a donati on. Tax rewar ds are offered t o t hose who 

are good taxpayers and credi bl e i nfor mers who report a tax fraud, t o encourage good behavi or. 

( Br ockmann, Genschel, and Seel kopf 2016) st udied t he effect of positi ve re war ds on i nco me t ax 

evasi on behavi or, concludi ng t hat rewar ds si gnificantl y affected taxpayer behavi or. Carrill o, 

Castro and Scartasci ni (2016) reported t hat “rewardi ng taxpayers for good behavi or wit h a durabl e 

and visi ble public good has large positi ve effects. "  
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Tax is also beneficial if tax payer see tangi bl e benefits, specifically whet her t he government use 

tax collected t o safeguard the econo mi c and soci al int erest of t he citizenry. There shoul d be moral e 

to pay tax. However, tax moral e and confi dence is built over a peri od of ti me and dri ven by 

hist orical- and cult ural fact ors (Fel d and Frey, 2007).  

1. 1. 2. 5 Tax audit and penalties 

Tax audit is an exa mi nation of taxpayer’s tax ret urn by t he tax aut hority starting wit h the decl ared 

taxabl e i ncome. Tax penalt y is a fi ne charged by the tax aut hority for tax non-compliant, e. g. for 

payi ng taxes late or for understati ng taxabl e i ncome.    The i dea is t o fi nd out and punish t hose who 

are not tax compliant. Will the fear of penalties make taxpayers tax compliant, specificall y t urnover 

tax compli ant? Will taxpayers be rel uct ant t o register as a taxpayer when t hreat ened wit h tax audits 

and penalties? Assumi ng a taxpayer is a utility maxi mi zer, then one woul d expect t he taxpayer t o 

avoi d payi ng taxes as l ong as t he benefit of tax evasi on is hi gher t han the cost of avoi dance 

( Milliron and Toy, 1988). 

Tax aut horities use the threat of punishment t o det er noncompli ance ( Mohdalia, Isa and Yusoff, 

2014). ( Mohdalia, Isa and Yusoff 2014) found that a t hreat to punishment has no effect on 

taxpayers level of compliance but make t he m l ess compliant. (Park and Hyun 2003) found a 

positi ve relati onshi p between penalties and tax co mpli ance, yet ( Al m, Jackson and Mc Kee 1992) 

report a negati ve relati onshi p.  

1. 1. 2. 6 Moral and ethi cal reasons 

Mor alit y is about ri ght or wr ong and good and bad behavi or. Is it unet hi cal or i mmoral not t o be 

tax compli ant? Tax payers who consi der it moral or et hical payi ng taxes are at hi gher compli ance 

levels t han t hose who are not.  Therefore, a hi gher val ue of et hi cs is expected t o lead t o better tax 

compli ance. ( Dell’ Anno 2009) found t hat tax moral e is dri ven by t he taxpayers’ i ntri nsic attit udes 

to honest y and soci al choices. 

1. 1. 2. 7 Percei ved fairness of taxes 

There shoul d be moral e to pay tax. However, tax mor al e and confi dence are built over a peri od of 

ti me and dri ven by hist orical- and cult ural fact ors, around how fair taxes are (Fel d and Frey, 2007)  

A fair tax syste m all ows a taxpayer t o keep most of t he money t hey make; it does not leave t he 

taxpayer worse off ( Ri chardson, 2005).  Fairness can be procedural, distributi ve and retri buti ve. 
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Pr ocedural justice is fairness i n t he processes (rules and regul ations) t hat resolve tax disput es ( Li nd 

and Tyl er, 1988). Distri buti ve justice is the apparent fairness of out comes or resource allocati ons, 

in t his case tax out come;  the tax syst e m shoul d not be discri mi nati ve ( Ada m, 1965). Retri buti ve 

justice is about punishment for wr ong doi ng. It is the belief t hat those who do wr ong are punished 

and t he vi cti ms shoul d be compensat ed, but fairl y; there shoul d be punishment for peopl e who do 

not pay taxes and rewar ds to t hose who are tax compli ant ( Wal en, 2015).  

 1. 1. 3 Tax i n Western Kenya 
Kenya Revenue Aut hority for effecti ve admi nistration of tax and move cl oser t o tax payers have 

mapped t he country int o si x regi ons, wit h regi onal offices at El doret, Nakur u, Kisumu ( West ern 

Regi on), Mo mbasa, Embu, Nyeri and Headquarters i n Nairobi. This st udy focus on West ern regi on 

and covers t he ol d Nyanza and West ern Kenya provi nces. 

Tur nover tax was i ntroduced t o maxi mi ze tax collecti on from s mall and medi um busi nesses, such 

busi nesses are preval ence in West ern Kenya as eit her large compani es do not exist in t his areas, or the ones 

that exist e. g. sugar companies have collapsed or, are under recei vershi p. These are l ow tax regi ons. 

Ho wever of late due t o i mprove ment i n i nfrastruct ure i n counties such as Kaka mega and Busi a, many s mall 

busi nesses are comi ng up. Such busi nesses will have to be taxed and it is i mportant capt uri ng t he attit ude 

of tax payers i n t hese regi ons.  

 

1. 2.  St ate ment of the probl e m 

The Government i ntroduced t urnover tax to encourage s mall and medi um busi nesses t o be tax 

compli ant. Small and medi um busi nesses were thought not to be payi ng enough taxes due t o 

lengt hy and det ailed tax compli ance require ment. The assumpti on was t hat tax based on t urnover 

woul d encourage s mall and medi um busi nesses t o be tax compli ant. However t he government have 

realized t hat negati ve gap bet ween government expendit ure and revenue is largel y due t o tax 

nonco mpli ance; and t he government is aski ng KRA t o collect more tax. Therefore it is i mport ant 

understandi ng fact ors t hat taxpayers consi der t o be tax compliant. 

Tax compli ance is about observi ng tax laws by payi ng taxes as required.  ( Or gani zati on for 

Econo mi c Co- Operati on and Devel opment, 2004). Tax compliance is central to t he a mount of 

taxes collect able; synonyms of not payi ng taxes is tax evasi on and tax avoi dance. ( Alli ngha m and 
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Sand mo, 1972; Kassa, 2021) suggest ed t hat managing tax compli ance require an understandi ng of 

fact ors t hat dri ve taxpayers t o tax evasi on and avoidance.  

( Ndungu 2013) asserts t hat staff moti vati on, e mployee compet ency, i nfrastruct ure, tax legislati on 

i mpacts on tax collection.  However, even wit h these i n place, the tax compliance level is low. Thi s 

suggests a mi sunderstanding bet ween tax payer and collect or. Therefore, it is necessary expl ai ni ng 

the gap bet ween t he tax collected and tax that was expected t o be collected.  ( Worl d Bank 2021) 

report indi cat es t hat fi nanci ng gap for devel oping countries is about $2. 5 trillion annuall y. 

Devel opi ng countries like Kenya face seri ous challenges in collecting taxes. The report 

recommends appropri ate tax policies and practi ces. As at Dece mber 2017, Kenya’s nati onal debt 

st ood at Shs. 4. 585 trillion and t his j umped t o Shs.  8. 206 trillion as at December 2021, an i ncrease 

of Shs. 3. 621 trillion or an i ncrease of 79 percent, and t his is partl y because not enough tax is bei ng 

collected. ( Kenya Revenue Aut horit y 2021) report shows t hat Kenya’s tax gap re mai ns hi gh and 

there is a need t o expand the tax base. In fact, the idea behi nd t urnover tax is to i ncrease t he tax 

base.  

  

Tur nover tax target self-e mpl oyed and s mall businesses, as t his group exhi bits l ower rates of 

vol unt ary compliance (Al i, Cecil and Knobl ett, 2001). Hence t he need t o underst and l ow 

compli ance rates. A number of fact ors are menti oned i n t he literat ure as expl ai ni ng non tax 

compli ance. However, the fact ors surveyed i n t his st udy as havi ng an i mpact on t he a mount of 

collected tax are: taxpayer' s level of i ncome, taxpayer level of educati on, tax rate, tax rewar ds, tax 

audit and penalties, moral and et hical reasons and percei ved fairness of t he taxes. The precedi ng 

fact ors mi ght appl y to all taxes, but for better manage ment, it woul d be i mportant i dentifyi ng whi ch 

of t hese fact ors is specific t o t urnover tax. For exa mpl e, taxpayer’s attitude shaped by level of 

educati on is exa mi ned t o establish their effect on tax compli ance ( Tedel e 2015).  

  

Furt her more, there is no agree ment as t o whet her thi s fact or have negati ve or positi ve effect on tax 

compli ance and tax collect abl e. Some tax payers disli ke TOT because it is based on gross t urnover 

(sales); ot hers like it because it is si mpl e. TOT is mai nl y targeti ng SMEs on t he assumpti on t hat 

S MEs don’t pay taxes, whi ch mi ght not be true (Jali o, 2020).  
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Whil e ( Mohdalia, Isa and Yusoff 2014) found t hat a t hreat to punishment  have no effect on tax 

payer’s level of compli ance, (Park and Hyun 2003) found a positi ve relati onshi p bet ween penalties 

and tax compli ance, but ( Al m, Jackson and Mc Kee 1992) report a negative relati onshi p. (Johns 

and Sl e mr od 2008) found that those wit h less i ncome do not decl are t he correct amount of taxabl e 

income. ( Dur ha m, Manly, & Ritse ma, 2014) found no relati onshi p bet ween overall compli ance 

and t he taxpayer i ncome level. ( Yitzhaki 1974) argued t hat t he i ncome t he tax payers report as 

taxabl e get less as tax rate i ncreases. ( Allingha m and Sand mo 1972) found no connecti on bet ween 

reported taxabl e i ncome and tax rate. While i ntention of tax benefits and re war ds is to enhance 

compli ance, wit hdrawi ng the benefit or tax i ncentive reduce compli ance ( Acl an and Levy, 2013; 

Gneezy, Mei er and Rey-Bi el. 2011). However, the fi ndi ngs are mi xed. (Feinstei n 1991), report a 

negati ve relati onshi p between tax rates and tax evasi on when t he dat a for 1982 and 1985 are 

anal yzed separatel y, but a positi ve relati onshi p i n the pool ed dat a.  

The fact ors   introduced above appl y to taxes i n general. However, it is not clear whi ch of t hese 

dri vers is specific t o t urnover tax in west ern Kenya. This st udy will answer t he questi on: What 

fact ors dri ve taxpayer decisi on t o compl y wit h turnover tax i n west ern kenya? 

 1. 3 Research Objecti ve 

The st udy i ntends t o establish fact ors t hat dri ve taxpayer decisi on t o compl y wit h turnover tax.  

1. 4 Val ue of the St udy 

The government, the tax aut hority and ot her stakehol ders can use the findi ngs t o i ncrease tax 

perfor mance a mong s mall taxpayers subj ect to tur nover tax and general tax collecti on i n our 

country, hence boosti ng econo mi c growt h. The findi ng can be used t o revise tax laws.  

 

Practitioners will use t he fi ndi ngs to i mpr ove on t heir tax manage ment.  

 

Schol ars and researchers who need t o grow and/or advance t heir expertise i n t he fiel d of tax 

compli ance and admi nistrati on will be i nterested in t he st udy.  

The fi ndi ngs will add t o the tax literat ure and for m a useful i nput t o tax trainers.  
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CHAPTER TWO 

LI TERATURE REVI E W 

2. 1 Introducti on 

In chapt er one t he background of t he st udy, state ment of research probl e m and research obj ecti ve 

is presented. This chapt er discusses literat ure review on t he theoretical fra me wor k and fact ors 

affecti ng tax compli ance.  The literat ure revi ew is linked t o t he obj ecti ve of the st udy, specificall y 

literat ure on fact ors t hat dri ve t urnover tax compliance.  

 

2. 2 Theori es 

Tax t heories expl ai n tax compli ance behavi or of taxpayers. The t heories relevant t o t his st udy 

incl ude expected utility theory, behavi oral theories on taxati on, t he benefit and abilit y t o pay 

theory.  

 2. 2. 1 Expected utility theory  

The ori gi n of t his t heory is di mi nishi ng mar gi nal utility. Tax payers recei ve decreasi ng utilit y from 

each additi onal shilling as i ncome i ncreases. The expect ed utility t heory is useful when t he payoff 

is uncertai n (John von Neumann and Oskar Mor genst ern, 1944). This t heory is a about t he best 

choi ce in t he face of uncertai nt y. The benefits of tax t o taxpayers appear t o be uncertai n, therefore 

whet her t o pay tax or not is built around expect ations.  This t heory suggest that tax is pai d by t hose 

who expect t o benefit fro m t he tax ( Allingha m & Sand mo, 1972). The taxpayer is faced wit h 

cal culati ng t wo probabilities, na mel y t he probability of benefiting and not benefiti ng from t ax pai d. 

Thi s t heory of tax evasi on, predi cts a negati ve relationshi p bet ween tax rates and evasi on whenever 

fi nes are i mposed on t he evaders  ( Yitzhaki 1974);  An i ncrease in tax rate assumi ng no change i n 

tax benefits lower i nvestor’s level of satisfacti on from t ax, hence t hey resort to evasi on. The 

expected utility t heory (EUT) predicts a negati ve relati onshi p bet ween tax rates and evasi on 

whenever fi nes are i mposed on t he evaded tax. Therefore taxpayers exhi bit decreasi ng absol ut e 

risk aversi on ( Yitzhaki 1974). The concl usi on is that compliance is a bout maxi mi zi ng t he out come 

for t he taxpayer and not necessaril y t he tax collector ( Hashi mzade, Myl es, & Tran- Na m, 2013). 
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 2. 2. 2 Behavi oral theori es on taxati on 

Thi s t heory hel p i n understandi ng tax payer behavi or. This t heory suggest that tax compli ance is 

shaped by soci ol ogi cal attit ude and beliefs (Smith and Ki nsey, 1987). Behavi oral theori es on 

taxati on rel y on psychology and soci ol ogy t o understand how and why citizens pay or refuse t o 

pay taxes. The assumption is t hat taxpayi ng depends on t he soci al sit uation of t he tax payer. 

Behavi or is shaped by attitude, experience and beliefs ( Kent. and Kar yl. 1987). Behavi oral model 

woul d expl ai n tax positi on of t he tax payer not expl ai ned by econo mi c model as discussed under 

expected utility t heory.  

2. 2. 3 The benefit and ability to pay theori es 

These are aspects of expect ed utility t heory wit h focus on public fi nance. This theory eval uat es t he 

efficiency of taxes and was advanced by ( Wi cksell 1896) and ( Li ndahl 1991). The benefit t heor y 

states t hat those recei vi ng t he benefit shoul d pay mor e taxes t han t hose not recei vi ng t he benefit. 

Practicall y busi nesses with t he hi ghest t urnover benefit more from t he soci ety and shoul d pay more 

for t he benefits. It bases taxes t o pay for public-goods, expendit ures on a politicall y-reveal ed 

wi lli ngness t o pay for benefits recei ved.  

The abilit y-t o-pay pri nciple assumes t hat everyone well-bei ng depends upon a sche me of 

cooperati on wit hout which t here will be no satisfact ory life for all. ( Rawal 1971) view is t hat 

inequalit y is accept abl e onl y if it hel ps lift the life of t hose who are worst -off. The abilit y-t o-pay 

pri nci pl e, whi ch is t he most accept ed t heory of taxati on, is interpreted t o mean t hat a progressi ve 

tax rate struct ure is put in pl ace as opposed t o t urnover tax whi ch is at a const ant rate. English 

phil osophers John Locke and Tho mas Hobbes di d not support ability-t o-pay pri nci pl e, argui ng t hat 

equit y shoul d be measured by what is spent and not what is earned ( Britanni ca 2022). Taxes li ke 

VAT are consumpti on-based and are dri ven by t he ability-t o-pay pri nci pl e.  

2. 3 Empi ri cal St udi es 

2. 3. 1 Turnover tax 

The i ntroducti on of t urnover tax is based on t he assumpti on t hat s mall and medi um ent erprises are 

not tax compl ai nt under the conventi onal tax syste m ( Smul ders, Sti gli ngh,  and Franzsen, 2017); 

and t urnover tax is a mi cro- busi nesses’ tax meant to reduce compliance costs. It is an all-i ncl usi ve 
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tax t hat repl aces a number of taxes such as i ncome tax and capital gai ns tax.  For t his tax, t he tax 

rate was reduced from 3 percent t o 1 percent ( Kenya Revenue Aut hority, 2022).   . 

  

( Li ndeque 2012) fi nds j ustificati on for t urnover tax. That is, taxpayers, on their own can file t heir 

tax ret urns, thus reduci ng their tax compliance costs. Those who opt for TOT will not require t he 

servi ces of tax practitioner. The evi dence of t he successful t urnover tax syste m is less reliance by 

taxpayers on tax practitioner t o file tax ret urns.  

  

( Rahi m 2015) usi ng dat a in Republic of Sout h Africa does not t hi nk TOT syste m is t he best for 

s mall busi nesses because it ignores t he key aspects of an effecti ve tax system,  such as deducti bl e 

expenses and capital all owances. Gl uckman and Tur ner (2018) concl uded that TOT syst e m is not 

fair because it ignores modern tax pri nci pl es ment ioned i n ( Rahi m 2015).  

2. 3. 2  Tax Co mpli ance 

Co mpli ance has t wo si des. Tax collect or is assumed t o take decisi ons that maxi mi ze tax collect abl e 

whil e taxpayers woul d want reduced tax payments; however, bot h tax collect or and taxpayer must 

judici ousl y follow taxation gui deli nes ( MC Kerchar and Evans 2009). There are also moral, 

econo mi c and soci al factors t hat i mpact on tax compli ance. Peopl e pay tax to be good citizens – 

the theory of tax moral e (Frey 2003). The dri vers of tax compliance from t he taxpayer perspecti ve 

incl ude fear and respect for tax collecti ng aut hority ( Doyl e, Keegan, Reeves, 2020).  

 2. 3. 3 Deter mi nants of Tax Co mpli ance 

The dri vers of tax compliance and tax collectibl e incl ude taxpayer' s level of income, taxpayer level 

of educati on, tax rate, tax rewar ds, tax audit and penalties, moral and et hi cal reasons and percei ved 

fairness of t he taxes.  

2. 3. 3. 1 Tax payer’s level of i nco me 

( Nadee and Pre marat na 2020) st udy on s mall and medi um l evel busi ness found t hat fl uct uati ons 

of t he taxpayer’s level of income i mpact on taxpayer’s compliance. The amount of tax payabl e is 

dri ven by t he taxpayer’s level of i ncome. (Johns and Sle mr od 2008) found t hat t hose wit h less 

income do not decl are the correct a mount taxabl e, the result is less tax collect able. Ot her 
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researchers fi nd no relationshi p bet ween overall co mpli ance and t he income ( Dur ha m, Manl y, & 

Ritse ma, 2014).  

2. 3. 3. 2 Tax payer level of educati on 

Lo w l evel of educati on woul d mean failure t o i nternalize t he turnover tax syste m. Turnover tax is 

not adopt ed by taxpayers due t o t heir ignorance and l ow l evel of educati on (Labuschagne, 2018).  

Tax educati on is maki ng taxpayers understand why taxes are pai d and t he process of collecti ng 

taxes ( Aksnes, 2011). Tax i nfor med payer is aware of critical tax policy princi pl es (Fauzi ati et al., 

2016; Loo, 2016); ( Loo et al., 2014) found t hat under t he self-assess ment syst e m, educat ed, 

taxpayers show a hi gher level of tax compliance. A survey by ( Al- Tt affi, Bi n- Nashwan and Amr ah 

2020) on t he infl uence of tax knowl edge on t he behavi or of taxpayers found t hat knowl edgeabl e 

taxpayers tend t o be tax compli ant.  ( Kasi ppilai and Jabbar 2013) concl uded t hat a good 

understandi ng of taxes leads t o hi gher tax performance rate. Their concl usi on was based on t he 

observati on t hat, 97 percent of respondents had tax awareness, and SMEs in Mal aysi a adheres t o 

tax legislati on. In any case educated, taxpayers are more li kel y to correctly cal culat e tax liabilit y 

than t he uneducat ed group. ( Harris 2013),found t hat SMEs i n t he United Kingdo m are tax-savvy, 

as most of t he m are educat ed and aware of tax legislati on.  

  

In Kenya, ( Gitaru, 2017) concl uded t hat “stakeholder' s sensitizati on is positi vel y related t o t he 

taxpayers'  educati on t o correctl y cal culate t he tax payabl e, wit h a correlati on coefficient of 0. 810. " 

Ho wever, the i nterest in thi s st udy will be t he effect of educati on on t urnover tax. ( Hansford 2015) 

observed t hat s mall business taxpayers were una ware of tax require ments, the result bei ng 

uni nt enti onal tax non-compli ance. However, there is evi dence t hat t he level of educati on is not 

linked t o evasi on or avoidance ( Hit e, 1995).  

 2. 3. 3. 3 Tax rate 

Tax rate is at the center of conflict bet ween taxpayer and tax collect or i n t hat the taxpayer prefers 

a l ower rate. However, tax collect ors prefer a hi gher rate; and, t his expl ai ns why tax refor ms focus 

on tax rates ( Gal e and Samwi ck, 2014). St udi es on the relati onshi p bet ween report ed i ncome, act ual 

income and tax rate show mi xed fi ndi ngs,. ( Yitzhaki 1974) argued t hat the i ncome t he taxpayer' s 
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report reduces as tax rate increases; however, ( Allingha m and Sandmo 1972) found no connecti on 

bet ween reported taxabl e income and tax rate.  

  

Invest ors who are tax payi ng prefer a l ower tax rate because they prefer t o pay less tax i n order t o 

have a hi gher i ncome t hat enabl e t he m  fi nance their consumpti on and save..   ( Alli ngha m and 

Sand mo 1972) argue t hat risk averse consumers choose tax evasi on under certai n circumst ances 

because hi gher tax rate reduce disposabl e i ncome.   

  

The argument advanced by ( Gal e and Sa mwi ck 2014) is t hat tax rate cuts encourage i ndi vi duals 

to wor k, save, and i nvest. This happen when savings from t he tax cuts are i nvest ed i n i ncome 

generati ng proj ects. If resulti ng i ncome is subj ected t o additi onal taxati on,  the tax collect or also 

benefits. The alternati ve argument is that when tax rates are t oo hi gh, t he taxpayer will underst at e 

their taxabl e i ncome t hus becomi ng non-compli ant (Fei nstei n, 1991). For exa mpl e when Russi a 

e mpl oyed a flat tax rate, tax revenues increased (Papp and Takáts, 2008). The concl usi on was t hat 

tax rate cuts i ncrease tax revenues through tax co mpli ance. Equall y l ower taxes transl at e i nt o 

hi gher i ncome because the taxpayer will pay fewer taxes ( Allingha m and Sand mo, 1972). As 

menti oned above, t he fi ndi ngs of (Fei nstei n 1991) are mi xed.  

2. 3. 3. 4 Tax Benefit  

(Fochmann and Kr oll 2016) reported t hree findi ngs: t hat the relati onshi p bet ween rewar ds and 

perfor mance is negati ve; rewar ds have no effect on decisi ons made by those rewar ded, but 

negati vel y affect those not rewar ded. It is not clear whet her t o use rewar d or not. The t hird fi ndi ng 

was ‘an i nverse u-shaped relati onshi p bet ween public good contri buti on and tax compliance’, 

suggesti ng t hat use of tax benefits and rewar ds increase' s compliance up t o an opti mu m poi nt, but 

furt her use of tax benefits and rewar ds has negati ve effects on compli ance. (Br ock mann, Genschel 

and Seel kopf 2016) raised t he questi on: ‘ Can government i ncrease tax by rewar di ng honest 

taxpayers? They found that rewar d affect ed taxpayer behavi or but t here is a level of obscurit y. 

They asserted t hat t he level of response t o rewards differed bet ween men and wo men. When t he 

rewar d syst e m was i ntroduced, wo men were more tax compli ant than men.  
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2. 3. 3. 5 Tax Audit and penalties 

( Al m’s 2013) evi dence confir ms wi despread tax avoi dance and evasi on across countries. An audit 

wi t h a hi gher likeli hood of det ecti ng or uneart hi ng non- compliance encourage compli ance. An 

audit that hi ghli ght t he pr obabilit y t hat non tax compli ant will be discovered and punished is 

expected t o encourage compli ance. ( Asna wi 2016) found an i ncrease i n tax compli ance when t he 

possi bility of a tax audit is great. ( Witte and Woodbur y 1985) report mi xed fi ndi ngs, that is, t he 

audit may have a positi ve, negati ve, or no relati onshi p wit h compli ance.  

The det errence t heory tells us t hat tax payer reported income and tax payabl e is expl ai ned by t he 

pr obabilit y of det ecti on and t he penalt y (Sri ni vasan, 1973). Co mpli ance will be hi gher, the great er 

the risk of det ecti on ( Heine mann and Kocher, 2000).  

 2. 3. 3. 6 Moral or et hical reasons 

The propositi on is that tax payers who believe in et hi cs are tax compliant than t hose who are not; 

that is indi vi dual' s tax compli ance decisi ons are driven by t hat i ndi vi duals ethi cs ( Al m and Tor gler, 

2011). ( Devos 2014) i n Australia concl uded t hat tax morals, tax fairness i mpact on taxpayer 

compli ance. ( Henderson and Kapl an 2005) found a relati onshi p bet ween ethi cal eval uati on and tax 

compli ance. ( Al m and Tor gler 2011) asserted t hat i ndi vi duals are not always selfish and self-

interested as assumed under t he standard neocl assical paradi gm; and, t here is no unifor mit y i n 

et hi cs across i ndi vi duals, addi ng t hat differences matt er when it comes t o tax compli ance. ( Al m 

and Tor gl er 2011) concluded t hat compli ance relies on trust and how et hi cal taxpayers are.  

Taxpayer’s will compl y if they believe it is i mmoral not t o pay tax ( Torgler, 2008).  ( Asna wi 2016) 

report that et hics i mpact on tax compliance at all audit levels.  

2. 3. 3. 7 Percei ved fairness of the taxes and tax syste m 

A t axpayer attitude t owards taxati on can be negative or positi ve ( Al a m2021). Taxpayer' s mi ndset 

i mpact on tax compliance behavi or ( Al a m 2021). Al a m (2021) reported a negati ve relati onshi p 

bet ween taxpayer attitudes and non- compliance behavi or.  (Joshitta, Di vya and Pri ncitta 2013) 

and ( Nkwe, 2013) bot h concl uded t hat percei ved fairness of taxes expl ai ns tax compli ance 

behavi or. Taxpayer will be rel uct ant i n payi ng taxes if taxati on i nduces econo mi c dist orti ons t hat 

transl ate i nt o welfare l osses ( Gal e and Sa mwi ck, 2014).   
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A fair tax syste m is one, whi ch is equitabl e t o all citizens. This is linked t o t wo t heories, na mel y 

benefits recei ved and ability t o pay. In ( Kirchler 2007), the proposal is that taxpayers, in t heir 

compli ance decisi on, evaluate how fair the tax syste m is. This suggests t hat fewer taxes will be 

collected when t he tax syste m is unfair.( Saad 2012) compares t he tax fairness and tax compli ance 

bet ween Ne w Zeal and and Mal aysi a, concl udi ng that, indi vi dual attitude towar ds compli ance 

expl ai ned t he difference in compli ance levels. The obj ecti ve of tax manage ment is to ensure fair 

tax assess ment, efficient and equitabl e tax collection t o maxi mi ze on tax revenue ( Worl d Bank 

2015). Taxes whi ch are fair i mpr ove t he moral e of taxpayers ( Torgler and Schnei der (2007).  

  

(Fai zal and Palil 2015) exa mi ned tax fairness and tax compliance in Mal aysia, concl uded “Result 

shows t hat the respondents believe i n percepti on t hat fairness coul d i nfl uence t heir tax compli ance 

behavi or. However, only procedural fairness has positi ve and si gnificant correlati on wit h tax 

compli ance. Meanwhil e, di stri buti ve and retri butive fairness onl y bears positi ve but i nsi gnificant 

correl ati on. "   

The ot her aspect of fairness is efficient admi nistrati on of taxes. Efficient admi nistrati on of tax 

require t hat tax laws are precise, predictabl e, cost-effecti veness, and convenient ( Britanni ca 2022). 

Taxes must be under an account able aut hority, such as Kenya Revenue Aut horit y, to gai n t he 

confi dence of taxpayers as t o questi on t he taxes they are asked t o pay. The cost of compli ance 

must be reasonabl e i n ter ms of paper wor k and labor ti me. Co mpli ance costs i ncl ude: costs of 

keepi ng records, filing of tax ret urns and reduced tax liability ( Hudson and Teera, 2005).  Hi gh 

compli ance costs woul d under mi ne level of compliance ( Hudson and Teera, 2005).  

2. 4 Su mmary of Literature Revi ew 

The literat ure i dentified theori es t hat anchor t his study. It also identified t he pot ential dri vers of 

tax compliance. The drivers ranges from variations i n tax payer’s level of i ncome t o percei ved 

fairness i n taxes.  

The e mpirical st udi es are on t urnover tax compliance and its deter mi nants whi ch incl ude taxpayers’ level 

of i ncome, taxpayers’ level of educati on, tax rate, tax benefit, tax audit and penalties, moral and et hi cal 

reasons and percei ved fgairness of taxes. The t heories revi ewed e mphasi ze on taxpayers behavi our and 

reacti on t o taxes and t here is a need t o establish whi ch of t heories appl y t o t urnover tax. This is done by 
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questi oni ng taxpayers. A nu mber of questi ons on factors present ed t o t he taxpayers are anchored on t hese 

theories, the most popul ar one bei ng ability t o pay t heory. Questi ons on whet her taxpayers benefit from t he 

tax t hey pay is linked t o expect ed utility t heory. Tax payers are unhappy when tax is not beneficial, one 

researcher asserted t hat an increase i n tax assumi ng no change i n tax benefits lower invest or’s satisfacti on 

from t ax. Not surprisi ngly ( Yitzhaki 1974) concl ude t hat taxpayers exhi bit decreasi ng absol ut e risk 

aversi on. It is clear that taxpayers are not tax averse as i nt uition tell us. It emerges t hat tax compliance is 

about maxi mi zi ng out come for taxpayers and not tax collect or.  

Fr o m t he e mpirical st udi es, there is no agree ment on t he fact ors t hat dri ve t urnover tax compliance. 

Therefore t he literat ure helped i n i dentifyi ng research gap and provi di ng a platform t o discuss fi ndi ngs i n 

the study as is present ed i n Chapt er four. From t he literat ure revi ew a concept ual fra me wor k e mer ges 

as presented bel ow.  
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CHAPTER THREE 

RESEARCH METHODOLOGY 

  

The previ ous chapt er presented t he theories anchori ng t his st udy and revie wed and synt hesi zed 

pri or st udi es related t o the research probl e m under i nvesti gati on and research obj ecti ve.  This 

chapt er presents and j ustifies t he choi ce of research desi gn, popul ati on of the st udy and sa mpl e 

and sa mpli ng fra me.  

The ot her parts are t he data collection i nstrument and how t he dat a was analyzed.  

 

3. 1 Research Desi gn 

Br y man and Bell (2007) not e t hat a well-struct ured st udy desi gn is t he key from hypot hesis writi ng 

to dat a anal ysis. The st udy adopt ed a descri ptive research desi gn. This appr oach is appropri at e 

because t he researcher int ends to survey fact ors that taxpayers consi der in t heir turnover tax 

compli ance. The ai m is to i dentify tax compliance fact ors t hat are consi dered by taxpayers.  

3. 2 Popul ati on of the study 

The st udy chose t he taxpayers i n Ki sumu, i n t he Do mestic Taxes Department Small Taxpayers 

offices i n Ki sumu as t he mai n unit of anal ysis. This is because t urnover taxpayers fall under t his 

depart ment. The t otal number of t hose who pay tur nover tax are 235 taxpayers. ( Kenya revenue 

aut hority2022). 

3. 3 Sa mpl e and sa mpli ng fra me 

 Usi ng t he Krej cie and (Mor gan 2012) tabl e, shared t he sa me for mul a wi th ( Cochran 1967), t he 

sa mpl e size from a populati on of 235 t urnover taxpayers around Ki sumu city will be 147, all owi ng 

an error mar gi n of 5% and a confi dence level of 95%.  To choose t he 147 from a popul ation of 235, 

SPSS statistical package random generat or will be empl oyed.  
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 3. 4. Dat a Collecti on Instruments  

The st udy was a survey on det er mi nants of TOT co mpli ance from t he perspecti ve of t he taxpayers. 

It is about capt uri ng taxpayers'  attitudes t owar d t urnover tax. It empl oyed pri mar y dat a collect ed 

through a questi onnaire to capt ure t he response of the indi vi dual taxpayer. Gi ven t he large nu mber 

of tax payers, the questi onnaire was self-admi nistered, t hat is deli vered i n paper-and-pen for mat. 

The st udy e mpl oyed a close-ended questi onnaire that all ows t he respondent  to assi gn a number or 

val ue to each ans wer for ease of anal ysis. The aim was t o capt ure, summarize and compare t he 

responses of different i ndivi duals; and get hi gher response rate.  

3. 5 Dat a Anal ysis 

The use of cl ose ended questi onnaire all owed for t he deri vati on of descri ptive statistics. 

Frequenci es were cal culated t o get basic i nfor mation. Each questi on responded t o was descri bed 

in ter ms of mean, medi an, mode, mi ni mu m, maxi mu m, and standard deviation whi ch enabl ed 

ranki ng of fact ors. 

The st udy used fact or anal ysis t o i dentify key fact ors t hat expl ai ned t urnover tax compli ance.  

Fact or anal ysis hel ped t o identify a s mall number of fact ors t hat expl ai n most of t he variance.  
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CHAPTER FOUR 

DATA ANALYSI S, FI NDI NGS AND DISCUSSI ONS 

4. 1 Introducti on  

The previ ous chapt er present ed t he overall research desi gn and met hods of anal ysis. In t his chapt er, 

the results of the survey are present ed. The collected dat a was used t o address research obj ecti ve 

whi ch was t o establish fact ors t hat dri ve taxpayer decisi on t o compl y wit h turnover tax. Descri pti ve 

statistics and fact or analysis is used t o capt ure and filter i nfor mati on from t he dat a suppli ed by 

respondents. Summar y and discussi on of t he fi ndings is present ed at the end of t his chapt er.  

4. 2 Response Rate 
In chapt er Four t he total nu mber of t hose who pay t urnover tax are 235 taxpayers, and a sa mpl e 

size of 147 was consi dered appropriate, this sa mple size gi ve a confi dence level of 95 % t hat t he 

real val ue is wit hi n ±5 % of t he surveyed val ue. One hundred and fort y-seven (147) questi onnaires 

were sent out and fift y-five ret urned, gi vi ng a response rate of 37. 4 percent; for a survey such as 

this a response rate of at least 30 percent is accept abl e.  

4. 3 Respondents Background Infor mati on 
The taxpayers sa mpl ed have been i n busi ness for a peri od of one (1) t o ten years, the maj orit y 

(74. 5 percent) have been in busi ness bet ween 2 years and 8 years. This means that the respondent s 

have enough experience wi t h t urnover tax as shown i n Tabl e one.  

 

Tabl e 1: Age of your busi ness 

 

 Frequency Percent Vali d Percent Cu mul ati ve Percent 

Vali d 

0-1 Years 9 16. 4 16. 4 16. 4 

2-3 Years 24 43. 6 43. 6 60. 0 

4-6 Years 11 20. 0 20. 0 80. 0 

7-8 Years 6 10. 9 10. 9 90. 9 

9-10 Years 5 9. 1 9. 1 100. 0 

Tot al  55 100. 0 100. 0 
 

 

Source of Dat a: Pri mary Dat a 
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The i nfor mati on i n tabl e one suggest t hat the respondents have been i n busi ness l ong enough t o 

understand and effecti vely comment about t he effect and struct ure of t urnover tax.  

The respondents were asked when t hey started payi ng t urnover tax and results present ed i n tabl e 

2. The i dea is t o establish whet her overti me t here is i mpr ove ment i n collection of t urnover tax, by 

way of more fir ms opti ng for t his tax. In tabl e 2, onl y one j oi ned i n 2012 whil e 13 j oi ned i n 2019 

and 2021. This suggest tur nover tax awareness. (See tabl e 2). It appears t hat overti me, t here is an 

increase in tax payers opting for t his tax.  

 

Tabl e 2: When di d you start payi ng turnover tax? 

 

 Frequency Percent Vali d Percent Cu mul ati ve 

 Percent 

Vali d 

2012 1 1. 8 1. 9 1. 9 

2013 2 3. 6 3. 7 5. 6 

2014 6 10. 9 11. 1 16. 7 

2015 2 3. 6 3. 7 20. 4 

2016 3 5. 5 5. 6 25. 9 

2017 4 7. 3 7. 4 33. 3 

2018 4 7. 3 7. 4 40. 7 

2019 13 23. 6 24. 1 64. 8 

2020 6 10. 9 11. 1 75. 9 

2021 13 23. 6 24. 1 100. 0 

Tot al 54 98. 2 100. 0 
 

Mi ssi ng Syst e m 1 1. 8 
  

Tot al  55 100. 0 
  

  

Source: Researcher 

The result of taxpayers level of educati on is presented i n tabl e 3. First, level of educati on i ndi cat es 

the ease wit h whi ch respondents woul d respond to t he questi ons in t he survey. All respondent s 

went beyond pri mar y educati on most bei ng undergraduat e (34. 6 percent) and techni cal or 

vocati onal (28. 8 percent) (see tabl e 3). Second, it indi cat es t he capacit y t o understand and compl y 

wi t h tax rul es. We expect any tax payer wit h secondary educati on and above t o be abl e t o 

understand basics of taxation or t o be aware t hat there are professi onal who assist on tax matters.  
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Tabl e 3: What is your level of educati on? 

 Frequency Percent Vali d 

Percent 

Cu mul ati ve 

Percent 

Vali d 

Secondary 9 16. 4 17. 3 17. 3 

Techni cal/ 

Vocati onal 
15 27. 3 28. 8 46. 2 

Undergraduat e 18 32. 7 34. 6 80. 8 

Post graduat e 9 16. 4 17. 3 98. 1 

Ot her 1 1. 8 1. 9 100. 0 

Tot al 52 94. 5 100. 0 
 

Mi ssi ng Syst e m 3 5. 5 
  

Tot al  55 100. 0 
  

 

 Source: Researcher 

 

Tur nover tax is popul ar wi t h t hose busi nesses wi th a t urnover of bet ween five hundred t housand 

shillings ( Kshs. 500, 000) and one milli on shillings (45. 5 percent) and less popul ar wit h t hose wit h 

a t urnover of shs. 4 million (see tabl e 4). Onl y 5. 5 percent wit h a t urnover of bet ween Kshs. 4 

mi lli on t o Kshs. 5 milli on opt for t urnover tax. This suggest that those wit h higher t urnover opt for 

ot her taxes. 
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Tabl e 4: Turnover per Year 

 

 Frequency Percent Vali d 

Percent 

Cu mul ati ve 

Percent 

Vali d 

Bet ween Kshs. 500, 000 t o 

Ks hs. 1 million 

 

25 45. 5 45. 5 45. 5 

Bet ween Kshs. 1 million t o 

Ks hs. 2 million 

 

13 23. 6 23. 6 69. 1 

Bet ween Kshs. 2 million t o 

Ks hs. 3 million 

 

11 20. 0 20. 0 89. 1 

Bet ween Kshs. 3 million t o 

Khs. 4 million 

 

3 5. 5 5. 5 94. 5 

Bet ween Kshs. 4 million t o 

Ks hs. 5 million 
3 5. 5 5. 5 100. 0 

Tot al  55 100. 0 100. 0 
 

 

  Source: Researcher 

4. 4 Fact ors Affecti ng Turnover Tax 
There were seven variables i n t his st udy na mel y; tax payer’s level of i ncome, tax payer’s level of 

educati on, tax rate, tax benefit, tax audit and penalties, moral and et hical reasons and percei ved 

fairness of taxes capt ured through a psychometric instrument. The assumptions is that the variabl es 

are i dentified as fact ors affecti ng t ur nover tax compli ance. Under each variabl e are ite ms, 

present ed i n ter ms of cl ose ended questi ons. Cl ose ended questi onnaire was e mpl oyed t o capt ure 

the percepti on of taxpayers on t urnover tax compliance. This enabl ed scali ng of responses as 

foll ows:  

Strongl y agree =1; Agree = 2; Neutral = 3; Disagree = 4 and Strongl y Di sagree =5.  

Thi s bei ng a survey, descri pti ve statistics was empl oyed. The Frequencies procedure is used t o 

pr ovi de statistics useful for descri bi ng fact ors and ite ms constit uting t he fact ors. For exa mpl e, 

under t he variabl e, tax payers level of i ncome, t here are fi ve items (questions), see tabl e 5.  The 

frequency tabl e shows t he precise frequenci es for each cat egory or item.  
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4. 4. 1 Tax Payers Level of Inco me 
Tabl e 5 provi de descri ption of variabl e t hat capture respondent’s attitude to taxpayer’s level of 

income as a det er mi nant of turnover tax compli ance. Fort y-si x (46) percent of respondents disagree 

that they do not pay tax because t hey do not qualify; however al most thirt y one (31) percent (11 % 

pl us 20 %) agree that at ti mes t hey do not qualify t o pay t urnover tax.  This is a poi nt er t hat 

fl uct uati ons in t urnover cannot be ignored i n a decisi on t o pay t urnover tax or not. The st andar d 

devi ati on of t he questi on TPLI 1 (1. 31) whi ch is great er t han 1, confir m lack of agree ment a mongst 

respondents. A subst antial number of respondents agree that instances arise when t hey qualify t o 

pay t urnover tax, 40 percent (15 % pl us 25 %) but they opt for ot her taxes; The ot her 40 percent 

di sagree (see variabl e TPLI 2. Ei ght y-ni ne (89) percent see ( Variabl e TPLI 3) agree that fl uct uati ons 

in sales is i mport ant in deci di ng t o pay t urnover tax, a standard devi ation of 0. 85 suggests 

concurrence on t his issue amongst respondents.  

 

Tabl e 5: Frequenci es- Tax Payers Level of Income  

  

Strongl y 

agree Agree Ne utral  

Di s-

agree 

Strongl y 

Di sagree Tot al    

 N 1 2 3 4 5    

  % % % % %  Mo de 

St d.  

Devi-ati on 

At ti mes I do not pay 

turnover tax because I do not 

qualify ( TPLI 1) 54 11 20 4 46 19 100 4 1. 31 

At ti mes I qualify t o pay 

turnover tax but I opt for 

ot her taxes( TPLI 2) 55 15 25 7 40 13 100 4 1. 33 

Fl uct uations in sales make it 

difficult compl yi ng wit h 

turnover tax 

require ment s( TPLI 3) 55 38 51 5 4 2 100 2 0. 85 

 

Source: Researcher 

4. 4. 2 Tax payers level of educati on 
 

Educati on refer t o tax educati on, specificall y knowl edge and skills that shape taxpayers attit ude 

towar ds tax compliance. The obj ecti ve was t o establish whet her tax payer level of tax awareness 

affect their turnover tax co mpli ance. Under t his variabl e are ei ght questi ons, starti ng wit h TPLE1 

to TPLE8 as shown i n tabl e 6.  
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Tabl e 6: Tax Payers Level of Educati on 

 

  

Strongl y 

agree Agree Ne utral  Di sagree 

Strongl y 

Di sagree 

Do 

not 

kno w Tot al   

 N 1 2 3 4 5 6  Mo de 

St. 

Devi ati on 

 Vali d % % % % % % %   

KRA does not provi de 

enough i nfor mati on on 

turnover tax ( TPLE1) 55 9 15 9 47 18 2 100 4 1. 26 

KRA provi des 

infor mati on that is 

difficult t o follow 

( TPLE2) 55 9 15 24 44 9  100 4 1. 12 

I have to rel y on tax 

consultants t o file  tax 

ret urns( TPLE3) 55 18 27 9 38 7  100 4 1. 30 

I a m comf ortabl e filling 

turnover tax 

ret urns( TPLE4) 54 43 22 17 7   100 2 1. 12 

The t urnover tax bill is 

al ways hi gher t han what I 

expect t o pay( TPLE5)  55 15 25 27 25 5 2 100 3 1. 22 

I understand t he rul es 

governi ng turnover 

tax( TPLE6) 55 18 47 20 11 4  100 2 1. 02 

Tur nover tax is 

co mpli cat ed( TPLE7) 55 13 24 20 31 11 2 100 4 1. 29 

The sensitizati on sessi ons 

offered by KRA are 

inadequat e( TPLE8) 55 11 22 16 35 16  100 4 1. 28 

 

Source: Researcher 

 

The fi ndi ngs are t hat KRA pr ovi de enough i nformati on on t urnover tax, sixt y fi ve   (65) percent 

(47 % pl us 18 %) disagree that KRA does not provide enough i nfor mati on, see variabl e TPLE1 i n 

tabl e 6. Asked whet her KRA pr ovi de i nfor mati on t hat is difficult to foll ow ( TPLE 2), fift y-t hree 

(53) percent (44 % pl us 19 %) disagree, yet t went y four (24) percent were indifferent, wit h anot her, 

t went y four (24) percent (9% pl us 15 %) agreei ng that it is difficult understandi ng t he i nfor mati on 

pr ovi ded.  On tax payers level of educati on understandi ng rul es governi ng the turnover tax ( TPL 

6), si xt y fi ve (65) percent (47 % pl us 18 %) agree that t hey do. It is apparent that t he taxpayers fi nd 

tax i nfor mati on difficult ( TPLE2), they are abl e t o observe tax rules and are comf ortabl e filli ng tax 

ret urns ( TPLE4). On use of consultants ( TPLE 3) t here is no clear cut agreement confir med by t he 
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hi ghest standard devi ati on (1. 30). In ter ms of sensitizati on offered by KRA, fift y one (51) percent 

(35 % + 16 %) fi nd t he m inadequat e and t his coul d i mpact compliance ( TPLE 8). Fort y (40) percent 

of respondents agree that the t urnover tax bill they get from KRA is hi gher than expected.  There 

appears t o be no agree ment on whet her t he turnover tax bill is al ways hi gher than what I expect t o 

pay ( TPLE5), the hi ghest frequency is neutral at twent y seven (27) percent. 

4. 4. 3 Tax Rate 
Thi s variabl e has fi ve items i n t he for m of questi ons, ( TR1 t o TR5) and presented i n tabl e 7. It is 

the opi ni on of tax payers that the current tax rate is hi gh, at least si xt y ni ne (69) percent (25 % pl us 

44 %) agree whereas onl y ei ght een percent (18) disagree t hat t he tax rate is hi gh (see TR 1). This 

response is confir med i n the next questi on ( TR 2) that show t hat ei ght y five (85) percent (47 % 

pl us 38 %) disagree that the tax rate is low, wit h a lowest standard devi ati on of 0. 74 whi ch is less 

than one (1) t he respondents concur on t heir response. There shoul d be a revi ew of t urnover tax 

rate every year, see variabl e ( TR5).  

 

Tabl e 7: Tax Rate 

  

Strongl y 

agree Agree Ne utral  Di sagree 

Strongl y 

Di sagree 

Do 

not 

kno w Tot al    

 N 1 2 3 4 5 6  Mo de 

St.  

Dev-i ati on 

 Vali d % % % % % % %   

The current 

turnover tax rate 

is hi gh( TR1) 55 25 44 7 18 5 0 100 2 1. 21 

The current 

turnover tax rate 

is low( TR2)  55  2 13 47 38 0 100 4 0. 74 

The current 

turnover tax rate 

shoul d be 

lower( TR3) 55 7. 27 20 25. 5 40 7. 27 0 100 4 1. 08 

The current 

turnover tax rate 

shoul d be 

lowered as 

turnover 

increases( TR4) 55 29. 1 38. 2 3. 64 18. 2 9. 09 1. 82 100 2 1. 41 

The current 

turnover tax  rate 

shoul d be 

revi ewed 

yearl y( TR5) 55 34. 5 30. 9 12. 7 7. 27 0 14. 5 100 1 1. 70 

  
Source: Researcher 
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4. 4. 4 Tax Benefits 
Tax benefits are t hought to dri ve turnover tax compliance. Taxpayers attitudes on tax benefits was 

sought by aski ng t hree questi ons ( TB 1 t o TB 3) and responses summari zed i n tabl e 8 and t abl e 

8b. Twent y t wo (22) percent of respondents are i ndifferent as t o whet her government make proper 

use of tax collected ( TB 1) yet si xt y three (63) percent (36 % pl us 27 %) t hi nk t hat t he gover nment 

do not make proper use of taxes. Fift y-si x (56) percent of respondents (47 % pl us 9%) are not 

wi lli ng t o pay more taxes even if the government make proper use of taxes (See TB 2); however, 

the maj orit y agree ni net y (90) percent, that they wi ll pay more tax if tax benefits are i ncreased ( TB 

3).  It tabl e 8b, the correlati on bet ween t he score to t he questi ons Government make proper use of 

tax collected ( TB1) and I woul d be more willi ng to pay taxes if government make good use of 

taxes ( TB2) is statistically si gnificant (0. 386**), meani ng t hat tax benefit is a fact or i n t urnover tax 

compli ance. The hi ghest correlati on is bet ween TB2 and TB1, at 0. 731, that is respondent s are 

wi lli ng t o pay more tax onl y if the government i ncreases tax benefits. 

 

Tabl e 8: Tax Benefits 

 

  
Strongl y 

agree Agree Ne utral  Di sagree 

Strongl y 

Di sagree 

Do not 

kno w Tot al    

 N 1 2 3 4 5 6  Mo de 

St. 

Devi ati on 

 Vali d % % % % % % %   
Gover nment make proper 

use of tax collect ed( TB1) 55 5 9 22 36 27  100 4 1. 13 

I woul d be more willi ng 

to pay taxes if 

government make good 

use of taxes( TB2)  55 5 13 22 47 9 4 100 4 1. 12 

I woul d be more willi ng 

to pay taxes if 

government i ncreases tax 

benefits( TB3) 55 55 35 2 7  2 100 1 1. 03 

 

Source: Researcher 
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Tabl e 8b: Correl ati ons 

 Government 

make proper use 

of tax 

collected( TB1)  

I woul d be more 

wi lli ng to pay taxes 

if government make 

good use of taxes 

( TB2)  

I woul d be more 

wi lli ng to pay taxes if 

government i ncreases 

tax benefits ( TB3)  

Gover nment make proper use of 

tax collect ed( TB1) 

Pearson Correlation 1 . 386** -. 157 

Si g. (2-tailed) 
 

. 004 . 252 

N 55 55 55 

I woul d be more willi ng to pay 

taxes if government make good 

use of taxes( TB2) 

Pearson Correlation . 386** 1 . 047 

Si g. (2-tailed) . 004 
 

. 731 

N 55 55 55 

I woul d be more willi ng to pay 

taxes if government i ncreases 

tax benefits( TB3) 

Pearson Correlation -. 157 . 047 1 

Si g. (2-tailed) . 252 . 731 
 

N 55 55 55 

**. Correl ati on is si gnificant at the 0. 01 level (2-tailed). 

 

Source: Researcher 

 

4. 4. 5 Tax Audit and Penalties 
Taxpayers’ percepti on of tax audit and penalties are present ed i n tabl e 9. This variabl e was broken 

down i nt o si x (6) questions, ( TAP1 t o TAP6) and present ed i n tabl e 9. Fifty-ei ght (58) percent 

(13 % pl us 45 %) agree t hat t he audits and penalties are fair and accurat e ( TAP1), this mean t hat a 

subst antial porti on of tax payers do consi der t his tax as fair and accurat e.  Ho wever, t went y fi ve 

(25) percent (18 % pl us 7%) and t his is subst antial find tax audit not fair and accurat e ( TAP1).  
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Tabl e 9: Tax Audit and Penalties 

 

  
Strongl y 

Agree Agree Ne utral  Di sagree 

Strongl y 

Di sagree 

Do 

not 

kno w Tot al    

 N 1 2 3 4 5 6  Mo de 

St. De 

vi ati on 

 Vali d % % % % % % %   
Tax audit are fair and 

accurat e( TAP1) 55 13 45 15 18 7 2 100 2 1. 23 

KRA Tax audit make 

me decl are t he correct 

a mount of tax 

payabl e( TAP2) 55 11 60 18 4 5 2 100 2 1. 05 

I woul d decl are t he 

correct a mount of 

taxabl e i nco me if 

penalties are 

increased( TAP3) 55 11 13 13 42 18 4 100 4 1. 33 

KRA Tax audit uncover 

non tax 

co mpli ance( TAP4) 55 27 44 9 11 7 2 100 2 1. 29 

KRA Tax penalties are 

heavy( TAP5) 55 60 33 4 2 0 2 100 1 0. 90 

KRA Tax audits border 

harass ment and disrupt 

busi ness 

operati ons( TAP6) 55 40 24 5 24 4 4 100 1 1. 48 

 

Source: Researcher 

 

There are sevent y one (71) percent (11 % pl us 60%) who agree that KRA tax audit induce t he m t o 

decl are t he correct amount of tax payabl e ( TAP2), ei ghteen (18) percent are neutral. However, 

increasi ng penalties mi ght discourage tax payers from filling correct a mount i n tax ret urns; but  

t went y four (24) percent (11 % pl us 13 %) agree t hat penalties encourage t urnover tax compli ance 

( TAP3). There is agree ment t hat tax audit uneart h noncompli ance ( TAP4),  however ni net y t hree 

(93) percent (60 % pl us 33 %) fi nd penalties heavy ( TAP 5). Nevert hel ess, tax audit by KRA bor der 

harass ment and disrupt taxpayer busi ness, at list si xt y four (64) percent (40 % pl us 24 %) of 

respondents t hi nk so ( TAP 6). 

4. 4. 6 Moral or Et hi cal Reasons ( MER)  
The second last variabl e capt ured respondents’ percepti on of moral and et hical reasons for t urnover 

tax compli ance; t his variabl es is split int o fi ve items, MER1 t o MER5 and present ed i n tabl e 10. 

Ei ght y (80) percent of respondents (35 % pl us 45%) agree t hat t ax evasi on is wi despread ( MER1) 

and a l ower standard devi ati on confir m hi gh level of concurrence. Even though tax evasi on is 
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wi despread, taxpayers sampl ed consi der it unet hi cal and unaccept abl e not payi ng taxes, ni net y fi ve 

(95) percent of respondent feel so ( MER 2). Morals shoul d pl ay rol e i n tax compli ance ( MER 3), 

that is, it is i mmoral not to pay tax ( MER 4). It is surprisi ng t hat the majorit y ei ght y t wo (82) 

percent (27 % + 55 %) pay taxes wit hout bei ng followed ( MER 5).  

 

Tabl e 10: Moral or Et hical Reasons 

  

Strongl y 

agree Agree Neutral Di sagree 

Strongl y 

Di sagree 

Do not 

kno w Tot al    

 N 1 2 3 4 5 6  Mo de St. Dev -i ati on 

 Vali d % % % % % % %   

Tax evasi on is 
wi despread ( MER1)  55 35 45 9 11   100 2 0. 94 

Tax evasi on is unet hi cal 

and 

unaccept abl e( MER2)  55 51 44 2 4   100 1 0. 71 

Mor als play rol e i n tax 

co mpli ance( MER3)  55 33 42 16 5 2 2 100 2 1. 09 

It is i mmoral not t o pay 

tax( MER4)  55 35 51 9 4  2 100 2 0. 94 

I pay taxes wit hout 

bei ng foll owed( MER5)  55 27 55 15 2 2  100 2 0. 82 

 

Source: Researcher 

4. 4. 7 Percei ved Fai rness of Tax 
The meani ng of fairness is cont ext ual, however in t his st udy, it is effectiveness of t he tax costs 

from t axpayers’ perspective. Tax costs shoul d be fair. This variabl e was br oken down i nt o si x 

questi ons or items, PFT1 to PFT6 and t he frequencies present ed i n tabl e 11.  When asked whet her 

KRA is fair in handi ng tax issues (PFT 1) t wenty t wo percent (22 %) of the respondent s are 

indifferent, however si xty t wo  (62) percent (11 % + 51 %) agree that KRA is fair; this is sa me as 

those who agree that ti me spent filing t urnover tax ret urn is reasonabl e (PFT 2). Variabl e PFT 3 is 

the opposite of PFT 2 and t wo are i n tande m. Unfairness of t urnover tax does not largel y expl ai n 

why taxpayer choose other taxes (PFT 5). A reasonabl e number of respondents disagree t hat 

turnover tax is less t han what woul d have been pai d if alternati ve tax is chosen (PFT 5). There is 

lack of agree ment as t o whet her busi ness expenses (PFT 6) is i mport ant in deci di ng t o opt for 

turnover tax, a standard devi ati on of 1. 50 confir ms this. 
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Tabl e 11: Percei ved fairness of Tax 

  

Strongl y 

agree Agree Neutral 

Di s-

agree 

Strongl y 

Di sagree 

Do not 

kno w Tot al    

 N 1 2 3 4 5 6  Mo de 

St. 

Devi-

ati on 

 Vali d % % % % % % %   

KRA treats me fairl y when 

handli ng tax issues (PFT1)  55 11 51 22 7 7 2 100 2 1. 14 

The ti me you spent 

co mpl eti ng your t urnover 
tax ret urn is 

reasonabl e( PFT2)  55 9 53 24 7 4 4 100 2 1. 12 

Is The ti me you spent 

co mpl eti ng t urnover tax 

ret urn unreasonabl e( PFT3) 55 4 16 13 51 15 2 100 4 1. 10 

You do not opt for t urnover 

tax because it is not 
fair(PFT4) 55 5 15 16 51 9 4 100 4 1. 14 

Tur nover tax is less t han 

what I woul d pay if I choose 
ot her taxes( PFT5) 55 9 27 16 35 5 7 100 4 1. 36 

Thi s tax is unfair because it 

ignores busi ness 

expense( PFT6) 55 25 16 11 35 9 4 100 4 1. 50 

  

Source: Researcher 

4. 5 Su mmary of Mean Responses 
 

In t he precedi ng secti on,  frequenci es were used to capt ure fact ors t hat i mpact on t urnover tax 

compli ance. In t he next secti on is presented mean responses. The assumpti on is t hat t o fi nd 

meani ng, mean and standard devi ati on are calculat ed. In additi on, because it is hard int erpreti ng 

the standard devi ati on, coefficient of variati on ( CV) is comput ed. CV enable ranki ng of variabl es 

wi t h sa me mean but different standard devi ati on. The CV is standardized variability, whil e mean 

and standard devi ati on measure central tendency. Ho wever, for interpreti ng t he mean responses, 

the scal e bel ow was e mpl oyed:  

 

 1. 00  to  1. 8  –  Strongl y agree 

1. 81  to  2. 6  –  Agr ee 

2. 61  to  3. 40  –  Neutral 

3. 41  to  4. 20  –  Di sagree 

4. 21  to  5  –  Strongl y disagree 
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The fi ve-poi nt likert scale is an i nterval scal e. In such a scal e t he mean is significant. The scal e of 

1 t o 1. 8 means t he respondent strongl y agree; from 1. 81 t o 2. 6 it means agree; from 2. 61 t o 3. 4 is 

neutral; from 3. 41 t o 4. 20 means disagree; and 4.21 t o 5 means strongl y disagree. The results are 

present ed i n tabl e 12. The scal e above is relied on to i nterpret means i n tables 12 and 13.  

 

In tabl e 12, t he first gl obal variabl e na mel y tax payer level of i ncome ( TPL) is decomposed i nt o 

three questi ons. The first questi on ( TPLI 1) has a mean of 3. 41 t his means that the maj orit y of 

respondents disagree that at ti mes they do not qualify t o pay t urnover tax; t he coefficient of 

variati on (0. 38) tell us respondents show concurrence attitude. For questi on two ( TPLI 2) t he mean 

is 3. 11 and co-efficient of variati on of 0. 43, t hat is respondents neit her agree nor disagree t hat even 

when t hey qualify for t urnover tax they opt for other taxes. For questi on t hree ( TPLI 3) t he mean 

is 1. 8 t hat is, strongl y agree t hat fl uct uati ons in sales make it difficult compl yi ng wit h turnover tax 

require ment. These findings are sa me as t he ones reported above.  

The second variabl e is tax payers level of educati on ( TPLE) broken i nt o ei ght questi ons 

(variabl es). (See tabl e 12). The first questi on ( TPLE 1) have a mean of 3. 52 and a l ow coeffici ent 

of variati on of 0. 35, therefore t he maj orit y of respondents disagree that KRA does not provi de 

enough i nfor mati on on tur nover tax. The respondents neit her agree nor disagree t hat they use tax 

consultants ( TPLE 3), the coefficient of variati on is low 0. 34. The sa me score applies t o difficult y 

of i nfor mati on supplied by KRA ( TPLE 2, TPLE 4 and TPLE 5). They are not clear as t o whet her 

tax bill is hi gh or l ow. In ter ms of what was expected ( TPLE 5) The taxpayers do not fi nd t urnover 

tax complicat ed ( TPLE 7). The sensitizati on sessions are adequat e (see TPLE 8). 
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Tabl e 12: Descri pti ve Statistics on Attitudes Towards Factors Affecti ng Turnover Tax 

Co mpli ance 

Vari abl e  Ite ms N Mi ni mu m Maxi mu m Me an 
St d. 

Devi ati on 

Co-efficient 

of Vari ati on 

TAX PAYERS 

LEVEL OF 

I NCOME ( TPLI) 

At ti mes I do not pay t urnover tax 

because I do not qualify ( TPLI 1) 
54 1 5 3. 41 1. 31 0. 38 

At ti mes I qualify t o pay t urnover 

tax but I opt for ot her 

taxes( TPLI 2) 

55 1 5 3. 11 1. 33 0. 43 

Fl uct uations in sales make it 

difficult compl yi ng wit h t urnover 

tax require ments( TPLI 3) 

55 1 5 1. 8 0. 85 0. 47 

TAXPAYERS 

LEVEL OF 

EDUCATI ON 

( TPLE)  

KRA does not provi de enough 

infor mati on on t urnover 

tax( TPLE1) 

54 1 5 3. 52 1. 22 0. 35 

KRA provi des i nfor mati on that is 

difficult t o follow( TPLE2)  
55 1 5 3. 29 1. 12 0. 34 

I have to rel y on tax consultants t o 

file tax ret urns( TPLE3) 
55 1 5 2. 89 1. 30 0. 45 

I a m co mf ortabl e filling t urnover 

tax ret urns( TPLE4)  
54 1 5 2. 67 1. 12 0. 42 

The t urnover tax bill is al ways 

hi gher t han what I expect t o 

pay( TPLE5)  

54 1 5 2. 81 1. 15 0. 41 

I understand t he rul es governi ng 

turnover tax( TPLE6) 
55 1 5 2. 35 1. 02 0. 44 

Tur nover tax is 

co mpli cat ed( TPLE7)  
55 1 6 3. 09 1. 29 0. 42 

The sensitization sessi ons offered 

by KRA are i nadequate( TPLE8)  
55 1 5 3. 24 1. 28 0. 39 

  
The current t urnover tax rate is 

hi gh( TR1)  
55 1 5 2. 35 1. 21 0. 51 

  
The current t urnover tax rate is 

low( TR2)  
55 2 5 4. 22 0. 74 0. 17 

TAX RATE 

( TR)  

The current t urnover tax rate 

shoul d be l ower( TR3)  
55 1 5 3. 2 1. 08 0. 34 

  

The current t urnover tax rate 

shoul d be l owered as t urnover 

increases( TR4) 

54 1 5 2. 39 1. 34 0. 56 

  
The current t urnover tax rate 

shoul d be revi ewed yearl y( TR5)  
47 1 4 1. 91 0. 95 0. 50 

  

The t hird gl obal variable broken down i nt o five questi ons is tax rate, TR (see tabl e 12). 

Respondents agree t hat the current t urnover tax rat e is hi gh ( TR 1) wit h mean of 2. 35 and t he 

current t urnover tax rate shoul d be l ower as t urnover i ncreases ( mean 2. 39). Not surprisi ng is t heir 

lack of agree ment t hat t urnover tax rate shoul d be lowered ( TR 3 mean 3. 2). 
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The fourt h variabl e, broken down i nt o three questi ons was infl uence of tax benefits ( TB) on 

turnover tax compliance tabl e 12. Government does not make proper use of taxes collected TB 1, 

wi t h a mean of 3. 71. There is unwilli ngness t o pay more t urnover tax even if the government is 

maki ng good use of taxes , TB 2, of taxes ( mean of 3. 43), suggesti ng t hat the tax rate coul d be 

hi gher. But if tax benefits are creased t he respondents will be willi ng t o pay more tax ( TB 3).  

The fift h variabl e was about tax audit and penalties ( TAP). There is no agree ment as t o whet her 

the tax audits are accurate and fair. The respondents neit her agree nor disagree t hat tax audit are 

accurat e and fair, mean of 2. 61 ( TAP 1). Tax payers woul d not decl are the correct a mount of 

taxabl e i ncome if penalties are i ncreased ( TAP2),  mean of 2. 31, but not likel y to make correct 

decl arations just because penalties are i ncreased ( TAP3). It is clear t hat tax audit uncovers non tax 

compli ance TAP 4 wit h a mean of 2. 26. Tax penalties are consi dered heavy by respondent s TAP 

5 mean of 1. 46. The tax payers feel harassed during audits by KRA, TAP 6 wit h a mean of 2. 25.  

 

The next variabl e is on moral and et hi cal reasons for not compl yi ng wit h turnover tax require ment s 

( MER) see tabl e 12. The respondents agree that tax evasi on is wi despread (MER 1) mean of 1. 96 

and t hat tax evasi on is unet hi cal and unaccept abl e ( MER 2), mean 1. 58; and t hat morals pl ay rol e 

in tax compli ance ( MER 3). The means of variables MER 4 and MER 5 tells us t hat it is i mmor al 

not t o pay tax (1. 81) and that there is no need t o follow taxpayers 1. 96.  

 

 

The fi nal variabl e is on percei ved fairness of taxes (PFT). The results are present ed i n tabl e 12. 

Thi s variabl e is decomposed i nt o si x questi ons for t he si x questi ons, regardl ess of how t he 

questi ons are fra med, Turnover tax is percei ved to be fair. This is in t he cont ext as t o how t axes 

are handl ed (PFT 1) mean of 2. 48, ti me spent filling t he ret urn PFT 2, mean of 2. 42. Except t here 

is lack of agree ment on two issues, na mel y t hat the ti me spent on compl ying is unreasonabl e as 

turnover tax is hi gher relative to ot her taxes (see PFT 4 and PFT 5). They are uncl ear about leavi ng 

busi ness expenses when computi ng t his tax.  
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Tabl e 13: ( CONTI NUATI ON):  Descri pti ve Statistics on Attitudes Towards Factors Affecti ng Turnover Tax Co mpli ance 

Tabl e 12 ( CONTI NUATI ON):  Descri pti ve Statistics on Attitudes Towards Factors Affecti ng Turnover Tax Co mpli ance 

Vari abl e Ite m N Mi ni mu m Maxi mu m Me an 
St d. 

Devi ati on 

CO- efficient of 

Vari ati on 

TAX BENEFI TS 

( TB)  

Gover nment make proper use of tax 

collected( TB1)  
55 1 5 3. 71 1. 13 0. 31 

I woul d be more willing t o pay taxes if 
government make good use of 

taxes( TB2) 

53 1 5 3. 43 1. 03 0. 30 

I woul d be more willing t o pay taxes if 

government i ncreases tax 
benefits( TB3) 

54 1 4 1. 61 0. 86 0. 53 

  Tax audit are fair and accurate( TAP1)  54 1 5 2. 61 1. 16 0. 44 

TAX AUDI T AND 

PENALTI ES ( TAP)  

KRA Tax audit make me decl are t he 

correct amount of tax payabl e( TAP2)  
54 1 5 2. 31 0. 93 0. 40 

  

I woul d decl are t he correct a mount of 

taxabl e i ncome if penalties are 
increased ( TAP3) 

53 1 5 3. 45 1. 26 0. 37 

  
KRA Tax audit uncover non tax 

co mpli ance( TAP4)  
54 1 5 2. 26 1. 20 0. 53 

  KRA Tax penalties are heavy( TAP5)  54 1 4 1. 46 0. 66 0. 45 

  
KRA Tax audits border harass ment and 

disrupt busi ness operati ons( TAP6)  
53 1 5 2. 25 1. 33 0. 59 

  Tax evasi on is wi despread( MER1)  55 1 4 1. 96 0. 94 0. 48 

MORAL ETHI CAL 

REASONS ( MER)  

Tax evasi on is unet hi cal and 

unaccept abl e( MER2)  
55 1 4 1. 58 0. 71 0. 45 

  
Mor als play rol e i n tax 

co mpli ance( MER3)  
54 1 5 2 0. 95 0. 48 

  It is i mmoral not t o pay tax( MER4)  54 1 4 1. 81 0. 75 0. 42 

  
I pay taxes wit hout bei ng 

foll owed( MER5)  
55 1 5 1. 96 0. 82 0. 42 

PERCI EVED 
FAI RNESS OF 

TAX ( PFT) 

KRA treats me fairl y when handli ng 

tax issues( PFT1) 
54 1 5 2. 48 1. 04 0. 42 

The ti me you spent compl eti ng your 

turnover tax ret urn is reasonabl e( PFT2)  
53 1 5 2. 42 0. 91 0. 38 

Is t he ti me you spent compl eti ng 
turnover tax ret urn unreasonabl e( PFT3) 

54 1 5 3. 57 1. 06 0. 30 

You do not opt for t urnover tax because 

it is not fair(PFT4) 
53 1 5 3. 45 1. 05 0. 30 

Tur nover tax is less t han what I would 
pay if I choose ot her taxes( PFT5) 

51 1 5 3 1. 15 0. 38 

Thi s tax is unfair because it ignores 

busi ness expense( PFT6) 
53 1 5 2. 85 1. 41 0. 49 

           

 

Source: Researcher 
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4. 6 Fact or Anal ysis 
There were seven variable hypot hesi zed as expl ai ning t urnover tax compli ance. In whi ch case it is 

i mportant i dentifyi ng si gnificant overlap a mong the seven variabl es. Fact or anal ysis was used t o 

identify fact ors t hat expl ain the correl ati on wit hi n the variabl es. This hel p establish a s mall number 

of fact ors t hat expl ai n the variance observed i n all seven variabl es. The other reason for fact or 

anal ysis was t o i dentify and re move redundant variabl e and replace entire data wit h a s mall number 

of un-correlated variabl es.  

The mean scores for t he seven variabl es were created by average scores of all questi ons under each 

variabl e, thus endi ng with seven variabl es whose means are present ed i n tabl e 13 bel ow. TPLI, 

TPLE, TR, TB, TAP MER and PFT as appears i n the questi onnaire. 

 

Tabl e 14: Descri pti ve Statistics 

 

 N Mi ni mu m Maxi mu m Me an St d. 

Devi ati on 

Mor al or Et hical Reasons ( MER)  55 1. 00 3. 60 1. 86 . 56 

Tax Audit and Penalties ( TAP) 55 1. 00 4. 20 2. 41 . 61 

Tax Payers Level of Inco me (TPLI) 55 1. 00 5. 00 2. 78 . 76 

Tax Rat e ( TR)  55 2. 00 3. 80 2. 85 . 44 

Tax Benefit (TB)  55 1. 00 4. 50 2. 93 . 64 

Tax Payers Level of Educati on ( TPLE)  55 2. 00 4. 13 2. 98 . 50 

Percei ved Fairness of Taxes (PFT)  55 1. 80 5. 00 2. 99 . 57 

Vali d N (list wise) 55 
    

 

Source: Researcher 

 

It is the average of variables as present ed i n tabl e 13 t hat are i nputs t o fact or anal ysis.  

The pri nci pal component  extracti on was e mpl oyed and vari max met hod of rotation is used.  

 

4. 6. 1 Sa mpl e Test of adequacy 
 

The Kaiser- Meyer- Ol kin ( KMO) measure of sa mpli ng adequacy tests whet her t he partial 

correl ati ons a mong variabl es are s mall. Bartlett' s test of sphericit y tests whet her t he correl ati on 
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matri x is an i dentit y matrix, whi ch woul d i ndi cat e that the fact or model is inappr opriate. The dat a 

subj ect ed t o fact or anal ysis must satisfy t hese conditions.  

 

Tabl e 15: KMO and Bartlett’s Test 

Kai ser- Meyer- Ol ki n Measure of Sa mpli ng Adequacy.  . 709 

Bartlett' s Test of 

Sphericit y 

Appr ox. Chi- Square 93. 713 

df 21 

Si g.  . 000 

 

 
  

 

Source: Researcher 

The result of sa mpl e test of adequacy test is present ed i n tabl e 14. The KMO measure of 0. 709 is 

above t he cut off poi nt of 0. 05, meani ng t hat the sa mpl e is adequat e for fact or anal ysis. The 

pri nci pal component extracti on was e mpl oyed and vari max met hod of rotation is used. Ei gen val ue 

great er than one was request ed.  

4. 6. 2 Co mmunalities 
In tabl e 15 is t he proportion of each variabl e' s variance t hat can be expl ai ned by t he fact ors, 

na mel y communalities.  

 

 

Tabl e 16: Co mmunalities 

 Initi al Extracti on 

Tax Payers Level of Income  1. 000 . 609 

Tax Payers Level of Educati on 1. 000 . 721 

Tax Rat e 1. 000 . 461 

Tax Benefit 1. 000 . 551 

Tax Audit and Penalties 1. 000 . 587 

Mor al or Et hi cal Reasons 1. 000 . 599 

Percei ved Fairness of Taxes 1. 000 . 689 

 

Extracti on Met hod: Princi pal Co mponent Analysis. 

 

Source: Researcher 
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Co mmunalities show t he amount of variance i n each of t he seven variables. The col umn i nitial 

show esti mat es of t he variance in each variabl e account ed for by all fact ors. Extracti on 

communalities i ndi cat e variance i n each of t he seven variabl e account ed for by t he components. 

The tax payer level of educati on has t he hi ghest extracti on communalit y (0. 721) whereas tax rat e 

show l owest extracti on of 0. 461, (tabl e 15). The reco mmended communalities cut off val ue is 0. 33, 

indicati ng t hat t he extracted components i n tabl e 15 represent t he variabl es well.  

 

4. 6. 3 Ei genval ues 

 

Tabl e 17: Tot al Vari ance Expl ai ned 

 

Co mponent 

Initial Ei genval ues 

Extracti on Sums of Squared 

Loadi ngs 

Rot ati on Sums of Squared 

Loadi ngs 

Tot al  

% of 

Vari ance 

Cu mul ati ve 

% Tot al  

% of 

Vari ance 

Cu mul ati ve 

% Tot al  

% of 

Vari ance 

Cu mul ati ve 

% 

1 2. 79 39. 91 39. 91 2. 79 39. 91 39. 91 2. 23 31. 79 31. 79 

2 1. 42 20. 32 60. 24 1. 42 20. 32 60. 24 1. 99 28. 44 60. 24 

3 0. 81 11. 61 71. 85             

4 0. 66 9. 37 81. 22             

5 0. 60 8. 56 89. 78             

6 0. 41 5. 92 95. 71             

7 0. 30 4. 29 100. 00             

 

Extracti on Met hod: Pri nci pal Co mponent Anal ysis. 

 

Source: Researcher 
 

In tabl e 16 are t he variance expl ai ned by i nitial solution. The tabl e show t he i nitial Ei gen val ues. 

The col umn shows a mount of variance in ori gi nal variabl es account ed for by each component. The 

cut-off for Ei gen val ues was one (1), that is, Ei gen val ues of less t han one (1) means t hat t he 

component does not explai n reasonabl e variance and shoul d not be retai ned. Therefore onl y t wo 

components, one (2. 79) and t wo (1. 42) si gnificantly account for t he variation (see tabl e 16). The 

t wo components account for 60. 24 percent of t he variance. The first component account for 39. 91 

of t he variance, while component 7 account for only 4. 29 % of t he variance. Co mponents 3 t o 7 are 

dr opped.  

The scree pl ot confir ms that onl y t wo components have Ei gen val ue hi gher than one. The first t wo 

components are t he ones on t he steep sl ope and Eigen val ue great er t han one. This means t hat t he 
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component on t he shall ow sl ope do not contri bute much t o t he sol uti on. The last bi g drop occurs 

bet ween components t wo and t hree.  

 

 

 

4. 6. 4 Rot ated Co mponent Matri x 
 

The next step is t o establish whi ch of t he seven variabl es make up components 1 and 2. This is 

capt ured i n rot ated component matri x, wit h variable na me and component (see Tabl e 17). Rot at ed 

component matri x is useful i n i dentifyi ng what t he components represent. The first component is 

mostl y hi ghl y correl ated wi t h tax payers level of inco me (0. 768) and tax payers level of educati on 

0. 841 t hat is tax payers level of educati on is a better represent ati ve and less correl ated wit h t he 

second component. The ot her fact or related t o first component is tax rate. 677. Two component 

mean t he item can be tax audit and penalties, moral or i n et hi cal consi derations and tax benefit is 

hi ghl y correlated wit h co mponent 2. This suggests t hat KRA can focus on tax payer’s level of 

educati on and tax audit and penalties i n managi ng turnover tax compliance . Tax rat e is a probl e m 

because it is loadi ng bot h negati vel y and positi vely.  
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Tabl e 17: Rot ated Co mponent Matri xa 

 

Vari abl e Co mponent 

1 2 

Tax Payers Level of Income  . 768 . 139 

Tax Payers Level of Educati on . 841 . 114 

Tax Rat e . 677 -. 051 

Tax Benefit . 315 . 673 

Tax Audit and Penalties . 069 . 763 

Mor al or Et hi cal Reasons -. 132 . 762 

Perci eved Fairness of Taxati on . 591 . 583 

 

Extracti on Met hod   :  Pri nci pal Co mponent Anal ysis.  

Rot ati on Met hod      :  Vari max wit h Kai ser Nor mali zati on.  

a. Rot ati on converged in 3 iterati ons.  

 

Co mponent 2 i ncl ude tax audit and penalties (0.763), moral or et hi cal reason (0. 762) and Tax 

benefit (0. 673). The fi ndings suggests t hat KRA can focus on tax payers’ level of educati on and 

tax audit and penalties i n managi ng t urnover tax co mpli ance. Tax rate is a pr obl e m because it is 

loadi ng bot h negati vel y and positi vel y.  

4. 7 Di scussi on of Fi ndi ngs 
The fi ndi ngs presented above suggests t hat tax payers level of income, tax payers level of 

educati on and tax rate are key det er mi nants of t urnover tax compliance. However t he effect of tax 

rate as a fact or is bl urred. At ti mes tax payers opt out of this tax if their turnover fall outsi de t he 

threshol d ( TPLI 3); it is suggest ed t hat tax rules affect compliance. KRA provi des enough 

infor mati on ( TPLE 1) t o enabl e tax payers understand rul es governi ng t urnover tax ( TPLE 7). The 

findi ngs support the argu ment by ( Nadee and Pre mart na 2020) who found t hat fl uct uati on i n 

taxpayer’s level of i ncome i mpact on tax compl iance. Loo et al, 2014 found t hat educat ed tax 

payers tend t o be tax co mpli ant. ( Gitaru 2017) found t hat taxpayers sensitizati on expl ai n tax 

compli ance. As was reported i n t he literat ure revi ew, tax rate is the cent er of conflict. The 

respondents beca me neutral on four questi ons under t his secti on except t hat they all disagreed t hat 

the current turnover tax rat e is low, suggesti ng t hat tax payer woul d li ke to pay less tax as possi bl e. 

It was ( Yitzhaki 1974) argu ment t hat tax payers prefer a l ower rate. Tax payers expect hi gher tax 

benefits and woul d li ke to see government e mpl oy t heir taxes producti vely. (Fochman and Kr oll 
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2016) concl uded t hat t he use of tax benefits and re war ds increase up t o a poi nt and t hen beco me 

negati ve.  

The anal ysis filters wi despread tax evasi on, tax audit and penalties on defaulters det er tax evasi on. 

Thi s fi ndi ng agree wit h ( Asna wi 2016) who report an i ncrease in tax compli ance when t he 

possi bility of effecti ve tax audit is real. 

 

Mor al or et hics pl ay a role i n tax evasi on and tax payers agree t hat it is immor al not t o pay tax. 

Thi s tell us t hat even t hose who default on t heir taxes are aware that t hey are i mmoral. ( Devos 

2014) concl ude t hat tax mor als and tax fairness impact on taxpayers’ compliance.  

 

Tax payers agree that t he ti me spent compl eti ng tur nover tax ret urn is reasonabl e. They disagree 

that their choi ce not t o opt for t his tax have not hing t o do wit h how fair this tax is.  
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CHAPTER FI VE 

SUMMARY,  CONCLUSI ON AND RECOMMENDATI ONS 

5. 1 Introducti on 
In chapt er 4 t he dat a captured t hrough a questi onnaire was anal yzed, results present ed and 

discussed. In t his chapt er, is the summar y of t he study, concl usi ons and reco mmendati ons.  

 

5. 2 Su mmary 
The probl e m i n this st udy was low t urnover tax compli ance. The obj ecti ve was t o est ablish 

fact ors t hat dri ve tax payers’ decisi on t o compl y wit h turnover tax. Seven fact ors were 

identified pri or, na mel y tax payers level of i ncome, tax payers level of educati on, tax rat e, 

tax benefits, tax audit and penalties, moral and et hics and percei ved fairness of taxes. Apart 

from usi ng descri ptive statistics, the responses were subj ect ed t o fact or analysis.  

 

The fi ndi ngs show a group of variabl es t hat capt ure respondents percepti ons; In group one 

(or 1st component) is tax payers level of educati on and tax payers level of i ncome; and 

gr oup t wo (or second component) is tax audit and penalties and morals or et hi cal reasons. 

These t wo groups of components used fact or anal ysis ter mi nol ogy t o capt ure 60 percent of 

respondent’s t urnover tax compliance concerns.  

5. 3 Concl usi on  
The concern for t hose enforci ng t urnover tax compliance is tax payer’s level of educati on 

that is how conversant a tax payer is wit h t urnover tax regul ati ons. Tax payers level of 

income is an i mport ant fact or, but neit her t he tax payer nor tax collect or have control over 

this variabl e. The KRA shoul d come up wit h visibl e tax benefits. Though tax payers feel 

that the government does not make proper use of tax collected, agai n bot h tax payers and 

tax collecti on mi ght fi nd it difficult infl uenci ng use of taxes by t he government. Even 

though moral and et hi cs is an issue, taxpayers are not taki ng a categorical positi on on 

percei ved fairness of taxes, tax audit and penalt y as strong i nfl uenci ng variabl es. 
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The KRA need t o strengthen its tax audit depart ment because it enforces tax compli ance. 

There is also a need for further educati on of tax payers as t o why tax penalties are not heavy 

as t hey t hi nk; and education as t o why it is moral to pay tax.  

5. 4 Reco mme ndati ons 
There shoul d be i nvest ment i n educati on t hat lead to tax awareness. Tax audit and penalt y 

need t o be strengt hened. There is need t o st udy how fair taxes are and taxpayers shoul d not 

consi der taxes as a burden. This st udy used a questionnaire largel y to capture percepti on 

of t he respondents and whi ch carry the li mitations of a qualitati ve st udy.  A quantitati ve 

st udy need be done and results compared.  

 

5. 5 Li mi tati on of the Study.  

The fi ndi ngs and concl usions in t hese st udies are based on a survey questionnaire. Sur vey 

questi onnaire cannot be admi nistered t o t hose who are illiterate and mi ght not have better 

responses. Respondents can change a previ ous ans wer if it contradicts t he after ans wers. 

Average are used t o summari ze fi ndi ngs, but at times t he ans wer coul d be an outlier. 

 

5. 6  Areas for Furt her study.  

It is menti oned above t hat t he researcher relied on a survey t o i dentify fact ors i mpacti ng 

tax compli ance. The next step woul d be to l ook at tax payer’s record, establish t he a mount s 

they decl are, pay and li nk t he sa me t o t he fact ors that expl ai n compliance.  
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Appendi x i: LI KERT SCALE QUESTI ONNAI RE 

 

Vari abl es Questi ons 

(Ite ms) 

SA A N D SD 

  1 2 3 4 5 

TAX PAYERS 

LEVEL OF 

I NCOME ( TPLI) 

At ti mes I do not pay t urnover tax because I do not qualify (TPLI 1)  

At ti mes I qualify t o pay t urnover tax but I opt for ot her taxes( TPLI 2)  

Fl uct uati ons i n sal es make it difficult compl yi ng wit h t urnover tax 

require ment s( TPLI 3) 

     

TAXPAYERS 

LEVEL OF 

EDUCATI ON 

( TPLE)  

 

KRA does not provi de enough infor mati on on t urnover tax (TPLE1)  

KRA provi des info t hat is difficult t o foll ow ( TPLE2)  

I have t o rel y on tax consultants to file ret urns ( TPLE3)  

I am co mf ort abl e filli ng t urnover tax ret urns ( TPLE4)  

The t urnover tax bill is al ways hi gher than what I expect t o pay ( TPLE5)  

I understand t he rul es governing t urnover tax ( TPLE6)  

Tur nover tax is compli cat ed (TPLE7)  

The sensitization sessi ons offered by KRA are i nadequat e ( TPLE8)  

 
 

     

TAX RATE 

( TR)  

The current t urnover tax rate is hi gh ( TR1)  

The current t urnover tax rate is l ow ( TR2)  

The current t urnover tax rate shoul d be l ower ( TR3)  

The current t urnover tax rate shoul d be l owered as turnover increases ( TR4)  

The current tax rate shoul d be revi ewed yearl y ( TR5)  

 
 

     

TAX BENEFI TS 

( TB)  

Govern ment make proper use of tax collect ed ( TB1)  

I woul d be more willing t o pay taxes if government make good use of 

taxes ( TB2)  

I woul d be more willing t o pay taxes if government increases tax 

benefits ( TB3)  
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TAX AUDI T 

AND 

PENALTI ES 

( TAP)  

Tax audit are fair and accurate (TAP1)  

KRA Tax audit make me declare the correct a mount of tax payabl e 

( TAP2)  

I woul d decl are t he correct a mount of taxabl e i nco me if penalties are 

increased ( TAP3)  

KRA Tax audit uncover non tax compli ance ( TAP4)  

KRA Tax penalties are heavy ( TAP5)  

KRA Tax audits border harassment and disrupt busi ness operati ons 

( TAP6)  

 

     

MORAL 

ETHI CAL 

REASONS 

( MER)  

Tax evasi on is wi despread ( MER1)  

Tax evasi on is unet hical and unaccept abl e ( MER2)  

Mor als pl ay rol e in tax compliance ( MER3)  

It is i mmoral not t o pay tax (MER4)  

I pay taxes wit hout bei ng foll owed ( MER5)  

     

PERCI EVED 

FAI RNESS OF 

TAX ( PFT)  

KRA treats me fairly when handli ng tax issues (PFT1)  

The ti me you spent compl eti ng your t urnover tax ret urn is reasonabl e 

(PFT2)  

Is t he ti me you spent compl eting t urnover tax ret urn unreasonabl e 

(PFT3)  

You do not opt for turnover tax because it is not fair (PFT4)  

Tur nover tax is less than what I woul d pay if I choose ot her taxes 

(PFT5)  

Thi s tax is unfair because it ignores busi ness expense (PFT6) 

     

 

SA - Strongl y agree =1; A - Agree = 2; N- Neutral = 3; D- Disagree = 4 and SD - Strongl y Di sagree =5 

 

 

 

 

 

 


