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ABSTRACT

Reforming public institutions and practices is @ubject that has attracted the attention of
policy makers, practitioners and scholars in depielp countries, including Kenya, for many
years. Many people would like to see public seictstitutions deliver services in an efficient
and effective manner. This has resulted in grovgressure and demand for reforms, which

in turn has led to governments introducing refoaimsed at improving public institutions.

Many public sector reforms have failed due to cgtian, poor services and poor
infrastructure. However, some public sector reforlmase succeeded. Tax administration
reforms in Kenya are one of those that have suetkethe implementation of tax reforms -
either at a policy or design and administrationelev has had its share of challenges.
Nonetheless, the results are positive. Revenueased from Kshs. 480bn in 2008 to Kshs.
635bn in 2012. This study seeks to find out why &ministration reforms by Kenya

Revenue Authority succeeded.

The focus of the study is on Integrated Tax refo(ifigx). The study notes that within
government, an interaction of political and ecormmmotives affects the context in which
reforms take place. There are interests and in@nif different stakeholders that affect
reforms and policies. Public sector reforms ar&eddhto political institutions and therefore

the political context in which they are undertakeatters.

The study draws the following key conclusions basedhe findings. For any public sector
reform to be successful, it has to be viewed a®egss rather than a one-time event. Second,
there is need for establishment of an autonomousenti autonomous body to govern the
process. Third, that financial resources to supploet reforms and stakeholders overall
influence, ultimately determine the success of phblic sector reforms. The analysis
revealed that the likelihood of success may be lbkre the interests of all stakeholders
converge with limited and powerless stakeholdets wonflict of interestMoreover, actors
involved in public sector reforms should conduatipgatory strategic planning, application
of technology and continuous research for furtheprovement. Ultimately, the study
established that the iTax reform, which resultethoreased tax revenue, was a sequence of

events that were done successfully.



CHAPTER ONE

INTRODUCTION
1.1 Background to the study
Reforming public institutions and practices is ubject that has attracted the attention of
policy makers, practitioners and scholars in dgvelp countries, including Kenya, for many
years. Many people would like to see public seietstitutions deliver services in an efficient
and effective manner. This has resulted in growgressure and demand for reforms, which
in turn has led to governments introducing refomimaed at improving public institutions.
This pressure for reforms usually comes from onmginaitizens and civil society

organizations.

Specifically, citizens and civil society organizats demand better services that
commensurate with tax paid and delivery made bgtetkofficials. The private sector also
calls for reforms when their businesses are neggtiaffected. On the other hand, donors
demand reforms of institutions as value for mormytoffer in reforms programs. According
to the European Union, fiscal stress and complahtggh levels of corruption, poor service
delivery and poor infrastructure result in demaid feforms by citizens, civil society

organizations and donors (European Union, 2009).

In Kenya, the public sector has witnessed incredsadand for reforms more than any other
sector in the country. Due to increase in poputatmd demand for public services, the
government has made several attempts to improvicpsdrvice delivery. Efficient service
delivery has been the key objective of these efféotr the last two decades (Opiyo and
Ndegwa 2012).

Overall, the results of the public sector reform&enya have been a mixture of success and
failure. There are those reforms that failed toiesh the objectives for which they were
introduced. Social Development Department of Wa@khk raises the question, “Why do
policy reform processes sometimes stall, stop,rseveor go off track despite their content,
design and implementation appeari2ng technicallund®” (Social Development
Department, 2008:1). It is also now acknowledged the failure to appreciate the political
economy context of these reforms may have constlaguccess of these reforms (Social

Development Department, 2008).



On the other hand, there are those reforms tha biasceeded. Kenya Revenue Authority is
one of those public sector reforms that have beecessful by having sustained revenue
growth over the years. The revenue has grown framsK168 billion in the Financial Year
1999/2000 to Kshs. 274 billion during the Financhéar 2004/2005 (KRA, 2010).
Furthermore, the Independent Evaluation Group (288 cites evidence of improvements
in tax administration pointing to strong governmentnership. Within government, an
interaction of political and economic motives affe¢he context in which reforms take
place. There are interests and incentives of diffestakeholders that affect reforms and
policies. Public sector reforms are linked to pecdit institutions and therefore the political
context in which they are undertaken matters. Tiateforms are not politically neutral.
Political considerations inform how they are undken. Leaders also tend to prioritize on
what they consider to be critical in terms of gagpolitical capital (Simsoret al., 2011).

All this raises the need to find out why some puskctor reforms succeed and others fail.
At a time when the country is implementing its Bsgpublic sector reform; devolution, it is

important to understand why tax administration mef® have succeeded.

1.2 Problem Statement

Public sector reforms in developing countries hiaad a long history of failuré he Results
for Kenyan Programme Evaluation report (2009), doteat ‘there is public apathy and
cynicism’ with the belief that reforms are on papet not seen on the ground (Institute of
Public Administration of Canada and Africa DevelarhProfessional Group, 2009:38). In
addition, 2011/12 report by the Controller of Budgevealed that ministries failed to spend
Ksh.106 Billion, a large amount of which was me#oit development projects. This was
viewed as an ‘indictment (by public sector instdns) because it undermined service
delivery by denying the public access to vital liies’ (Opiyo and Ndegwa 2012). In many
cases, the reforms have “stalled, stopped, revessetbmpletely gone off track” (Social
Development Department, 2008:1). This failure hesrblargely attributed to lack of political
will and absence of support for anti-corruptiontiatives by the governments (Social
Development Department, 2008). Nonetheless, soma#icpsector reforms have been
successful. An example is the Tax administraticiorres by Kenya Revenue Authority,
which is the subject of this study. This refornsukted in a functional tax administration
system, increased tax compliance and collection.if&iance, there was increased revenue
collection over the years since its inception i0&0from Kshs. 480bn in the Financial Year
2008/2009 to Kshs. 635 bn in the Financial Year1202 (KRA, 2012:15). However, why

2



and how the success comes about in these pubtar seforms remains unknown. This study
therefore sought to assess the tax administraéforms by Kenya Revenue Authority as a

successful public sector reform to provide insigithe reasons why it has succeeded.

1.3 Research Questions
Why did tax administration reforms succeed?
1. How was the iTax reforms administered by Kenya ReeeAuthority?
2. What were the factors that facilitated the sucaés$ax reforms by Kenya Revenue
Authority?
3. What are the achievements of iTax reforms impleeenby Kenya Revenue
Authority?
1.4  Specific Research Objectives
To investigate why tax administration reforms seckssl
1. To establish the process of implementing iTax Raefoby Kenya Revenue Authority.
2. To identify the factors that contributed to the @@gs of the iTax administration
reforms by Kenya Revenue Authority.
3. To assess the achievements of iTax reforms implatien by Kenya Revenue
Authority.
1.5 Significance of the study
Tax policy and administration is imperative for tldevelopment of any country and
consequently relevant both to the public and pessctor and development practitioners. As
Kenya implements a devolved system of governameenational government is in charge of
both direct and indirect tax (VAT, excise duty angstoms duty) while county governments
will be in charge of property and entertainmentesamong others (Mutua, 2012). The
findings generated from this study will create arderstanding on issues surrounding tax
administration so as to provide lessons for theatiffe implementation of tax administration
in the newly established county governments. Thdysprovides evaluation findings for the
Kenya Revenue Authority to understand the curréattus of iTax application and identify

areas of the improvement for sustained better padace.

The study recognizes that the country has reviewgdconstitution and formulated a
comprehensive national development blueprint —vis2030. These lay the foundation for
national development. Endeavours in this regaravever, will depend on the success of

public sector reforms. The information from thigdst will assist the public sector institutions



by applying the principles that made the tax adstiation reforms a success. Borrowing the
experience from Kenya Revenue Authority (which sublic sector institution) will prevent
public sector reforms in those institutions fromstpéailure. The principles can also be
applied in the current reforms such as judicialligeo parastatal and land reforms. The
success of the current and future public sectoormes will contribute towards the

development of the country.

1.6 Research Design: Case Study Method

This study was conducted under the framework of casdy research design. A case study is
defined as ‘a single case, temporally, physicatly,socially limited in size, complex in
nature, unique and thus not comparable with otleses€ (Verschuren, 2003:121). It is
largely aimed at gathering data on an entity tm gabetter understanding of how it operates
(Berg, 1998). Due to the emphasis on the ‘intengixamination of the setting’, there is a
tendency to associate case studies with qualitaggearch, which is not always the case
(Bryman, 2004:50). In most instances, case studgpiglied in the investigation of an
individual, organisations and complex institutiomish focus on relationships, practices and
behaviours among the players. The kind of invetigagenerates qualitative data that can

only be used to describe the situation as it is.

The strength of a case study is its ability toagetnuch details as possible on a ‘case’. In this
study, on iTax administration reform, it is a c#is&t is purely a process occurring in bounded
context (Kenya Revenue Authority) as compared toeotcases where it is an entity
(individuals, organisations or community). There different types of cases as outlined by
Bryman (2004: 51). The first is the critical caskere it is chosen since the researcher has a
specified hypothesis they seek to understand. Hse ¢s therefore chosen to examine the
circumstances under which the hypothesis will h&@dcond, a revelatory case is where a
previously inaccessible phenomenon can be investigeExemplifying cases are chosen
because they provide the appropriate context fidaiceresearch questions to be answered. In
this instance the study focuses on a critical cke.hypothesis being that tax administration

reforms are a success (Baxter and Jack, 2008).

Another advantage of case study is the ability &ximize multiple sources in generating the
data to ensure the case is revealed adequatelysdurees include documents, focus group
discussion, records, interviews, direct observagod participant observation (Baxter and
Jack, 2008).



Finally, case studies are viewed as intensive amalyExamining a case against the

theoretical analysis adopted helps test the vglafithe theory.

‘The central issue of concern is the quality of theoretical reasoning in which the
case study engages. How well does the data supipotheoretical arguments that are
generated? Is the theoretical analysis incisive® Eaample, does it demonstrate
connections between different conceptual ideasahateveloped out of the data? The
crucial question is not whether the findings cargeeeralized to a wider universe, but
how well the researcher generates theory out of ftheing’ (Mitchell, 1983; Yin,
1984; as cited in Bryman, 2004: 52)

In this case, the main argument was that thereeed rfor appreciation of the political
economy of reform. By examining the one reform thas been a success using political
economy analysis, we would be able to assess whetigext played a key role in the

reform success.

Case study, in some instances, is a disadvantaguge of issues of external validity and

generalization. As one gets a large amount of dlatane phenomenon, it raises questions on
whether they are able to make generalizations basedat data. This is not possible because
the case may not be a representative to otheragiwgises. However, there are lessons that

can be obtained from the case that can be appliether cases.

1.6.1 Identification of the Case and Respondents
The scope of the research was specific to tax adtration reforms focusing on Integrated
Tax Management Systems now known as iTax, in thex@stic Tax Department. The study
sought to investigate the process used in implengthe iTax, assess the achievements of
the iTax reforms and factors that enhanced theesscof iTax reforms with focuses on
political and economic contexts. The reasons ftecsieg the iTax reforms are i) previous
studies indicate that there have been successimatag administration, ii) they have direct
contact with the citizenry, iii) the tax revenueslected fund other public sector reforms and
iv) with devolved government units administeringeithown county taxes, insight into

successes at the national level are imperativieet@dunty governments.

To get detailed information on the iTax administat the primary stakeholders were
selected. For each of the stakeholders, a repagsentwas elected and key informants

interviews done. The stakeholders included KenyaveRee Authority who were are
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mandated to implement the reforms, Ministry of IFio& to mobilize financial resources and
external consultants who provided technical supporiTax implementation. The study
engaged representatives from key departments iny&dRevenue Authority such as
operational and programme management, CustomeacselZT and Research. Although the
project focused on iTax, information was also aube from the Customs department
SIMBA reform project. The inclusion of SIMBA projeevas for two reasons: first as a
source of comparison and, second, to assist inrgkzegion on how reforms are conducted

in the Kenya Revenue Authority.

The research purposely selected and targeted sewéor level management employees who
have been in the institution since the inceptiothef I-Tax reform. Those selected included
those involved in the planning and implementatiérthe reform program. In the specific
departments, experience of respondents ranged fwoonto seven years. An external
consultant taxed with the technical part of settipghe system was interviewed. Though the
consultants were only involved in the second plafsenplementation, they were able to
provide insight to intricate issues involved in lempenting the reform. In addition, a
respondent from the customs service departmentIdBA project who was key to the
planning and implementation of the reform was ablgive insights into the SIMBA project
for comparison purposes. Further, a technical éxipem the Ministry of Finance in the

Economic Affairs department with sixteen yearsxgerience was interviewed.

As mentioned, the majority of respondents in theéhatity were middle level management,
meaning they had a wealth of knowledge on the djpexs and decisions pertaining to
reforms. All the respondents had at least an umddugte degree with five having post-
graduate qualifications and years of training ire tbrganization. All the respondents
understood the operations of the agency and haidler wacro level understanding on how

tax reforms relates to the wider economy.

1.6.2 Data Collection Procedures
The data was generated from two main sources. kg ft was generated from the
publications and Kenya Revenue Authority reportptke the Kenya Revenue Authority
Library. The data generated from the documentsamathe implementation process of iTax
and evidence of achievements of the iTax presentémm of charts in the reports. The data

was extracted from these documents.

Secondly, the researcher conducted key informam&sviews. A structured questionnaire
6



was used guide the interviews. The questionnai$ & set of open-ended questions
categorised into four sections. The questions wel@ed to planning, implementation and
factors that affected the implementation. The desiof the questions were informed by the
sensitive nature the information it sought to adlleHaving open-ended questionnaires
allowed for critical thinking and inclusion of alelevant information. The data generated
from each of the respondents was triangulated lherotespondents. This means that
‘significant factual claims made in a given intewi (in this case questionnaire) were
checked against claims on the same or similar stlljg other interviewees occupying

different vantage points’ (Harris and Booth, 2013).

Sets of three questionnaires were designed: oeadet for those implementing the iTax
reforms; those within KRA and the Ministry of Fir@n Another questionnaire was for those
implementing SIMBA project in customs departmentdomparison purposes. The third set

was for the technical consultants who were taskigu developing the online system.

1.6.3 Execution of Survey
After the writing of the project proposal and suipsent approval by the supervisors, the
researcher proceeded to data collection, analyslstl@esis writing. The researcher went to
Kenya Revenue Authorities where official permissisas sought to conduct the research.
After the official permission, the researcher datadextraction from documents for a period
of one month. The key interviews with departmemepresentatives at KRA were done.
From the KRA, the researcher visited Ministry oh&hnce where key informants interviews
were conducted. Finally, the interviews were dorith wepresentative from customer service
department in SIMBA project and consultants. Theadgenerated was then analysed,

presented and discussed in the process of wrhiageport.

1.7 Data Organization and Analysis

The open-ended questionnaires ensured minimaldbgata that would otherwise occur in

conducting an interview. Thematic analysis was usedhe analysis of the data. The data
was organized and analysed according to the commleframework, which differentiates

between the reform contexts, reform process andrmefarena. This was categorized
according to the sections of the questionnaire. fdren of analysis is called category

aggregation and direct interpretation (Bater antk,J2008). The data from the documents
was also categorized and the extracted data pegsenthe findings. A fieldwork report was

developed that contained all the data collectethftbe field. This entailed creating a table
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with the questions and filling in all the answersnf the open-ended questionniiréhe
findings were described under the stakeholder-nmgppramework that was utilized to
identify the relationships between the various @ctand their influence over the reform

process and the relationship between the actors.

1.8 Ethical Consideration

The University of Nairobi issued a letter of auikation to collect the data. A written
permission was also sought from Kenya Revenue Aiigheo as to access reports and
conduct interviews with selected personnel. Vedmsisent was sought from the respondents
before they were engaged in interviews. The inéavgi were conducted in the respondents’
offices to ensure there was privacy during therimésvs. This allowed the respondents to
give information without external influence. Thesearcher also acknowledged the source of
any information obtained from secondary sourcesfi@entiality was maintained throughout
the study period and respondents’ names or any &rtheir identification was not taken at

any point during the study.

1.9  Organization of the Paper

Chapter one begins with background to the studwldd presents the problem statement,
research questions, research objectives and signifiof the study. It also contains the
methodology of the study. Chapter two is a presmemtaof literature review. The literature
review was on public sector reforms in Africa, stdel case studies in Africa, financing
public sector reforms, context of public sectororefs in Kenya and the importance of
political economy analysis. The chapter closes wvd#scription of the theoretical and
conceptual frameworks. Chapter three and four ptethe findings of this study. Chapter
three has concentrated on findings related to r€éorms process. A detailed background has
been given on the history of the tax reforms in y&rstages of the Tax reform processes and
factors that affected the tax reform process. Ghafiiur has described the evidence of
successes from the tax reforms in Kenya. Chapter(the last chapter) presents conclusions

and recommendation of the study based on findingsegmted in Chapter three and four.

! Annex II: Key Informant Interview Report



CHAPTER TWO

HISTORY OF PUBLIC SECTOR REFORMS IN AFRICA

2.1  Introduction

The preceding discussion has highlighted the neexkamine the literature related to public
sector reforms. This chapter briefly discusseshib®ry of public sector reforms. It is aimed
at generating a good understanding of these refarmdghe context of their implementation.
The first part of the review looks at the three ggations of public sector reforms in Africa.

These are Weberian bureaucracy, New Public Manageamsl the third aimed at restoring
the problems that arose from New Public Managem&he second part of the review

discusses the experiences of public sector reforrtige continent by pointing out some case
studies in Bostwana and Ghana. The third part exasritihe introduction of Public Financial

Management reforms, which were among the firstrreoto take place under the New
Public Management reforms. The review then high$ighe importance of political economy

analysis when implementing reforms, which forms tieoretical framework of the study.

And concludes with the conceptual framework thatlgs the analysis of this paper.

2.2  Three Generations of Public Sector Reforms infAca

Public sector reforms comprise “change that eiffreduces a measurable improvement in
services or a noticeable change in the relationbbigveen institutions of the state and the
citizens’ (European Union, 2009:4). These take @lacthe public sector or civil service.
Public Sector Reforms consist of ‘establishing ng@maent practices and job descriptions,
lines of reporting and basic disciplines of timesgimg, attendance and focus on increased
efficiency’ (European Union, 2009:23). There areeéhgenerations of public sector reforms
in Africa.

The first generation is comprised of setting up W&n bureaucracy elements, that is
‘establishment control’ which includes: ‘finding towho does what, writing job descriptions,
setting up payroll systems so that people who aid poth exist and turn up for work,
making organization charts to establish lines otoaatability away from patronage
patrimonial systems’(European Union, 2009:23). Tikiaimed at moving the public service
away from neo — patrimonial systems, which is fjpadnialism within the superficial
trappings of modern state, using state instrum&ntd as tax, appointments and rewards for
patrimonial purposes’ (European Union, 2009:19)e Téfocus was necessary during an era
largely characterized by dictatorship in Africa.



The second-generation reforms comprises a newdf/erangement for the public service

(European Union, 2009). New Public Management exdus this generation as a label for a
number of responses to replace previous managstydds in the government aimed at
improved efficiency in public service. New Publicakbgement is described as the ‘rising
body of managerial thought’ (Ferliet al. 1996). The private sector, (Hood, 1991) inspired
this new thinking around New Public Management Padlitt (1993) points out, New Public

Management is an ‘ideological thought system basetieas generated in the private sector

and imported into public sector organizations' [L,a2003:3). Its ideas include:

« A management culture and orientation that put tietamer/citizen first with emphasis on

the importance of accountability;
« Organizational choices that are decentralized fareaand
» A focus on cost recovery and competition for cortsdo deliver services

New Public Management, however, still faces chai=nin the implementation process.
These challenges ranges from dealing with politictiliences to clinging on vested interests
that prevent reforms within local governments (S&il0). Governments which implement
New Public Management have challenges on lack otrak direction and poor policy

coherence as a result (European Union, 2009). T¢tedkenges and more, still face the public

sector in Africa.

The third generation reforms seek to correct th@eblems and are therefore designed to
‘restore coordination and coherence’ (European n009:28). They involve combining
policy making and service delivery; setting targetsoutcomes and not products; processes
are set up to enable evaluation of effectiveness efficiency; and core executives are
strengthened to move power to the centre of goveminirom individual department
(European Union, 2009). Skills are also developeddmmissioning services, networking,
managing contracts, communication and knowledge agement for newly created

organizations (European Union, 2009).

The three generations have one common feature; dneyall geared towards creating a
responsive government. The first generation focumesmoving away from patrimonial
systems, the second is geared to increasing eftigjéputting the customer first’. And when
there are challenges in this, the third generatmmcentrates on moving power to the centre

of government for better direction. Moving from baucracy to emulating private sector has
10



caused some changes. Nevertheless, the reformties successful as anticipated; public
service delivery is still not as efficient or eftee as it was intended. There remains a gap in
examining why despite all these measures put isepléthe reforms have not succeeded.
Nonetheless, there has been an excessive focubeofaitures in public sector reforms
without attention to what has enabled some of tteesucceed.

2.3  Some Case Studies; Experiences in Africa

African governments undertook reforms in the 1980the political and economic spheres
for three main objectives: to ‘reduce poverty, torpote economic growth and to encourage
popular participation and good governance’ (Kayldzigerwa, 2003:1). Initially public
sector reforms aimed at ‘institutional peculiastienherited from the colonial period’
(Economic Commission for Africa, 2003;European Wnia009). Donor financial support for
these reforms was crucial. During this period, ¢teatinent was experiencing a rise in oil
prices, reduction in prices for primary commoditiggowing debt, rapid population growth,
drought brought by desertification and internal fiohin a number of countries (Larbi,
2003). As a response, the World Bank prescribedcgtral Adjustment Programmes to the
governments as conditionality for loans. Structukdjustment Programmes were formally
introduced in Kenya through Sessional Paper No 1986 on Economic Management for
Renewed Growth.

The Structural Adjustment Programmes sought tobstaan efficient public sector and

introduced neoliberal practices, that is, New RuManagement, with the main objective of
searching for better ways of delivering servicesttte citizenry (Larbi, 2003; Economic

Commission of Africa, 2003). The donors saw Africgavernments as overextending
themselves and so the World Bank (1989:5) recomeetiiey concentrate on core functions
and provide a conducive environment for other @ctoroperate. This entailed: ‘protecting
property rights; ensuring law and order; managihg tmacro economy to promote and
regulate the market; protect the vulnerable antitdesand provide basic social services and

infrastructure’ (Economic Commission of Africa, Z00).

Different African countries went about public secteforms in a number of ways and the
intentions were not always perceived to be in tiierest of the citizenry. In Botswana, for
instance, Motsomi (2008) points out that publicteeceforms stemmed from imperialism
and colonialism that left high levels of dependeanythe diamond industry. A total of 85 per

cent of government revenue was dependent on diawefid. The public however believed
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these reforms were put in place to separate the aiwd the poor and ensure as much
primitive accumulation as possible, in addition ther well-intended purposes.
Unemployment was a major concern followed by cimgiéss such as international recession,
depressed diamond market, crippling drought in ¢bantry, high inflation, an alarming
growth in unemployment, the spread of HIV/AIDS graverty, all posing new challenges to
Botswana (Motsomi, 2008).

As a response, Botswana inaugurated the Vision 20&6sing largely on privatization.
Unfortunately, this did not work because they havemall population (Motsomi, 2008).
They provided tax incentives to multinationals the market was too small to realize profits.
Consequently, they witnessed companies coming amydo where there is a larger client

base or markets. All this occurred while unemplogthremained at an all-time high.

Another case is that of Ghana. Since the early 49®hana’s Ministry of Health was
granting autonomous status to Teaching Hospitalse government allowed them to
constitute their own management boards and regioealth management teams. While the
Ministry of Health was focused on core policy amkhtegic issues, the government created
the Ghana Health Service, an executive agency,etd dith implementation of health
policies. This and the Customs and Internal Revéeartments of the Ministry of Finance
were separated from the service in the 1980s. By put in place performance appraisal
systems to replace the annual confidential représbi, 2003). Such reforms were not
unique to Ghana. They have been implemented athessontinent though success is not

always assured.

Several challenges accompanied these new reformmsseTincluded corruption, lack of
efficiency and accountability, and institutionasidiiegration, among others. As noted by the
Economic Commission of Africa (2003) ‘governance Africa has been marked by
authoritarianism and state privatization for thendfé of the ruling elite, resulting in
institutional disintegration rather than developterhence, lack of efficiency and
accountability, ineffective management practiced earruption have been attributed to the

low performance of reforms in Africa (Economic Corasion of Africa, 2003:1).

Evidence has also shown that the problem of applygiorms in the context of Structural
Adjustment Programmes, when strongly influencedekiernal partners, there is usually no
support or preparedness from the local governntetiernal experts who design the reforms

rarely have in depth knowledge and commitment ;tahiere is lack of local involvement,
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understanding and commitment. World Bank acknowdedm its review of ten years of
structural adjustment in Africa, that greater redtign be given to the time and attention
needed for changes, especially institutional refrio take effect’ (Larbi, 2003:8).

Understanding the reform context emerged as aa&riictor to the success of reforms.

Later, studies observed that reducing the role &ficAn governments in steering the
economic development of respective countries maybeorecommendable as they are too
weak and therefore not ready to participate inglodal markets, as ‘globalization requires
reinforcing state capacity’ (Economic CommissionAdfica, 2003:2). The focus was then
turned to increasing state capacity through rerezeging and invigorating of public
institutions. Measures were put in place to thid.drhey included more emphasis on output;
increased transparency; pay reform; standards aeabumes of performance; marketization
and competition in service; private sector style wlanagement; decentralization;
restructuring of public organizations and reorgatian of ministries; staff reductions and
changes in budgetary allocation (Economic CommissibAfrica, 2003:7). Unfortunately,
despite all these efforts, some African governmerme not able to achieve political stability
and increased economic growth (Economic Commissioifrica, 2003). Reform arena,
political and economic processes could not be ighowhen formulating the systems.
Understanding and working on the political and expit processes of the governments
should have been the first step. The efforts putnoneasing state capacity were rendered
meaningless because the individuals within theedtat varying interests that interfered with

the implementation of the reforms.

On the whole, the outcomes of some public sectormes thus far have not been satisfactory.
There are instances of better results in bothipaliand economic reforms. However, in the
areas where there are better results, the reforensegn as being introduced from outside by
donors and therefore lack local ownership. To hawstainable gains, indeed some of the
public sector reforms are introduced as conditionébr aid. This would explain the reason
many countries undertook tax reforms; they wermthiced as an aid package. Viewed this
way, arguably, public sector reforms appear to laekership. Local interests do not drive

them; they are externally induced, and to somengxéxternally driven.

2.4 Financing Public Sector Reforms
Public Financial Management was among the firsorre§ to take place in New Public

Management since they were a conditionality to Rigblic Financial Management covers all

13



government activity from revenue mobilization, furadlocations to expenditure and
accounting (Simsoret al., 2011). It includes changes in budgeting, accognsystems and
in management practice. Public Expenditure andrigiad Accountability (PEFA) are a set of

criteria for public financial management.

It includes ensuring credibility of budgets. Thelhats have to be realistic and implemented
as intended. Secondly, there were concerns ovegebuversight and public accountability:
‘the budget and the fiscal risk oversight should doenprehensive and fiscal and budget
information should be accessible to the public.r@hthe process of budgeting has to be
cognizant of policy. All departments have to apmtcthe cost implications of policy and
include this in their budget. The fourth criteri® on budget execution, accounting and
reporting of finance functions. Finally there is external audit and follow up of the audits
point by the executive (European Union, 2009). #&lese financial reforms require
management practices to enable implementation ehttrecfinding of World Bank on Public
Sector Reforms evaluation. It states that ‘imprgviPublic Financial Management to the
point where it gets beyond just processes, andd@®ffects on public service performance,
and accountability, has not happened without atspraving the civil service’ (European
Union, 2009:29).

The donor community supported these reforms, baitréfiorms faced two major challenges
in implementation. Although many developing cowdrihad sound Public Financial
Management laws and regulations, the results ofipuslector reforms were disappointing
(Simson,et al., 2011). Simsoret al presents three sets of critics to explain the fail’he
first points to the importance of understandingntou specific and country context needs.
They argued that these economic reforms are hiliyiked to the political institutions and
should therefore be able to serve the politicatexin Others pointed to the weak technical
capacity in African countries. They believed thdéorem projects advanced too fast and
therefore needed proper prioritization and sequrgncrhe third critic that is similar to the
first, pointed to the political economy factorsting the need for reforms to engage with the
political dynamics instead of trying to control treform with technical measures (Simsen,
al., 2011). All the three revealed a divergence betwtheory and practice, but notably
pointed to the need to understand the politicalneooy of the country under reform, if

reforms were to succeed.
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2.5  The Context of Public Sector Reforms in Kenya

Post-independence Kenya has witnessed four phdsesbbc sector reforms. Phase one
(1993 - 1998) comprised Civil Service Reforms; thdgcused on early retirement and
reducing the bloated government in order to haleaa civil service. This was done on the
assumption that a lean civil service was more &ffecin delivery of services. It was
introduced under the Structural Adjustment Programmpromoted by the World
Bank/International Monetary Fund with a view to nmak governments more efficient.
Phase two (1998 — 2002) focused on privatizatiostafe owned enterprises. This saw a
further reduction of civil servants and the minesralso released the non-core activities,

which were privatized in the State Corporationsd&tization Programnfe

Phase three (2003) comprised the Results for Kenynogramme, which focused on
delivering results (Institute of Public Administiiat of Canada and Africa Development
Professional Group, 2009). During this period a hamof reforms were initiated. They
included Performance Contracting (2003-2008). Itswduring phase three that the
government introduced the Revenue AdministratiofioRRe and Modernization Program
(RARMP) in 2004/05 at the Kenya Revenue AuthorikRA) with the main aim of
transforming the Authority into a ‘modern, fullytegrated and client-focused organization’
(Kenya Revenue Authority, 2013).

Tax administration reforms from 2003 were critit@lthe country for two reasons. First,
they came in under a new political regime, the &f&l Rainbow Coalition (NARC)

government, which had promised to advance on theeif governance, fight against
corruption and improve service delivery. Secondlye to this commitment by the new
government, public institutions undertook a numbkreform projects. Implementation of
these projects required government resources lwanoe from tax, the main source of
government revenue, was inadequate. Thus improvemeax administration was needed

to ensure increase in revenue collected to findmese reform projects.

Phase four (2009) aimed at the alignment of abrmag with the Vision 2030 and Medium
Term Plan | (2008 — 2012). Finally Medium TermrPla(2013 — 2017) is currently aimed

2 Vision 2030 First Medium Term Plan 2008-2012 page
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at aligning the reforms to the constitution andrib& devolved structure (Institute of Public

Administration of Canada and Africa Developmentf@ssional Group, 2009).

Overall public sector performance has not been ésgive. For Kenya, there are a number
of indicators that support the view that publicvésr reforms have not been as successful as
anticipated. First, the World Bank’s report on ‘Ead Doing business 2013’ ranks Kenya at
121 down from 109 out of 185 countries in the woifltis puts Kenya behind Rwanda (52),
a step below Uganda (120) but ahead of Tanzani).(I3e ranking is based on a number
of public sector related indicators; from startadpusiness, getting electricity, dealing with
permits, to getting credit and paying taxes. Keayabrst performing indicator is ‘Paying
taxes’ (165). This looks at allowing self-assessmerectronic filing and payment and
having one tax per base. While there has beencaease in the number of newly registered
firms in Kenya after years of reforms, comparedie¢ars before reforms, the country still
lags behind in a number of the indicators (WorldnBaand International Finance
Corporation, 2013).

There is consistency in the messages from variousces on the failure of public sector
reforms. The Results for Kenyan Programme Evaloateport (2009), noted that ‘there is
public apathy and cynicism’ with the belief thatarens are on paper but not seen on the
ground (Institute of Public Administration of Camadnd Africa Development Professional
Group, 2009:38). In addition, 2011/12 report by tBentroller of Budget revealed that
ministries failed to spend Ksh.106 Billion, a largenount of which was meant for
development projects. This was viewed as an ‘inggett (by public sector institutions)
because it undermined service delivery by denyregaublic access to vital facilities’ (Opiyo
and Ndegwa 2012).

State officials cited weak governance structurask lof sufficient financial controls, graft,
poor planning, delays in processing payments tdraotors, unreliable data, bureaucratic
procurement procedures, lack of coordination witinats and low absorption capacity by
ministries and departments as the reasons behendhability of ministries to spend part of
the budget. This implies that the absorption capaef these institutions had not been
increasing yet there were reforms being implementddhe then finance minister, Njeru
Githae, in a meeting with Permanent Secretaries awdunting officers, underlined this
problem of absorption capacity when he noted tlgat ‘are letting us down as Treasury

because when you don’'t absorb the money you areddéhe donors, Treasury and Kenyans
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down’ (Opiyo and Ndegwa, 2012). This paints a Maigak picture in terms of public sector

reforms. However there have been successes in sect@'s such as tax administration.

Successes in tax reforms have been progressiver Atlependence, the tax system was
similar to that of Britain. During the early yeatisere were piecemeal reforms, which
included changing of consumption tax to sales taspecific goods, among others (Karingi
and Wanjala, 2005). In 1986 the Tax ModernizatioogPamme (TMP) was introduced with
the main aim of enlarging the revenue base of gowent. The Budget Rationalization
Programme of 1987 followed, which was aimed at la#gng expenditure through strict fiscal
control (Moyi and Ronge, 2006). Revenue AdministratReform and Modernization
Program (RARMP) in 2004/05 came after, with the nmaim of transforming KRA into a
modern, fully integrated and client-focused orgatian (KRA, 2013).

These reforms aimed at improving revenue collectwrsustained government expenditure,
in a manner that did not prove a disincentive forestment, or put a heavy burden on the
people of Kenya (Karingi and Wanjala, 2005). Thaes been success in increasing tax
collection as administration has improved consibigraRevenue grew in 1999/2000 from
Kshs. 168 billion to Kshs. 635 billion in 2011/1RRA, 2012:15).A clear demonstration that

the reforms achievedtheir intended goal.

2.6  The Importance of Political Economy Analysis

During the 1980s, economic reforms were the fadedimt economic stabilization and
structural adjustment. This was in order to givacgpfor the markets to play a greater role in
the economies of the countries facing adjustmerdsmes. In Africa, however, there have
only been scattered examples of renewed growthtiggdrom these reforms. Unfortunately,
weak institutions, lack of political commitment awotVil strife accompanied some of the
reforms (Hamdok, 2003). In response, since ear§049there has been a focus on good
governance in development efforts. This has inwblveansparency, efficiency and
accountability. There was also an emphasis ongiaatory and inclusive politics. These are

seen as critical to the success of reforms (Ham2063).

The 1990s was characterized by international opgdioins finally realizing that prescribing

the solution and funding it, was not the solutitbibecame imperative that local governments

17



have ownership over the reform for it to be effextand sustainable. This gave rise to the
2005 Paris Declaration on Aid Effectiveness, whmmphasized on creating space for
dialogue for recipient countries through a ‘newemnational aid architecture’lt called for
country—driven development strategies and countvgesship, after a number of initiatives
failed. Larbi(2003) points out that one of the masfor the failure of reforms in Africa was
that those coming up with the reforms lacked intdemowledge on respective country
contexts and did not stay in the implementing couihdng enough to see it come into
fruition. As a result, the reforms failed becau$dack of understanding of the context and

the related infrastructure needed for successfplementation.

Political Economy analysis approach to understandafiorms came out of these efforts. This

was supported by a World Bank review that noted:

‘Careful review of the country’s political econorapd of stakeholders’ concerns is
required to identify the scope for a sustainabli®m® program. Given the complexity
of country situations, such an assessment goesnbeyo simplistic notion of
ownership that presupposes a uniform governmenitiposor a full consensus. It
would not be sensible to suppose that all recipieatintries are functioning
democracies, respond to the interests of the ntgjofithe population, avoid elite or
foreign-interest capture, and maintain a stable rseuon reforms. A realistic
assessment of ownership relies on the governmémttk record of reform and
acknowledges the political economy dimensions risfarms may be owned by some
constituencies and opposed by others who standose lfrom them’(Social
Development Department, 2008:2)

The above acknowledgement resulted in the Bank, atmér development agencies,
beginning to use political economy approach inrthairks and in analysis and understanding
how reforms work.

2.7  Theoretical Framework of Political Economic Andysis
Political economy analysis becomes a favoured agpréaken by development practitioners.
This is mainly due to the risks that could be asded with development operations and

3 paris Declaration 2005
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reforms (Bank, 2008). Here politics is defined las ttontestation and bargaining between
interest groups with competing claims over rightsd aresources’ (Department for
International Development, 2009:4). This implies firocess where political actors fight for
control over resources and rights. This usually semdth the stronger party winning.
However the desired goal is to achieve a compragmvbéch is a win for all. It is a power
struggle between actors. Economic process on tiex band, is that which ‘generates wealth
and influence how political choices are made’ (D&pant for International Development,
2009:4). This implies those actions that involveotgces that affect decisions made by the

actors involved, which normally require economiagiderations.

The concept of political economy emerged from tloeks of David Ricardo, Karl Marx and
Adam Smith’s Wealth of Nations. In their writingswas defined as ‘analysis that studies the
linkages between politics and economics’, whererilee of law, economics, political science
and social sciences were used (Social Developmergaiment, 2008:4). Today the
definition has become more comprehensive. For megtaOrganization for Economic Co-
operation and Development -Development Assistarmarfittee defines Political Economy

analysis as,

‘Concerned with the interaction of political andagmmic processes in a society: the
distribution of power and wealth between differgmbups and individuals, and the
processes that create, sustain and transform thesationships over time.’
(Development Assistance Committee as cited in DOepart for International
Development, 2009:4)

The Political Economy approach helps in understamdhe interests and incentives of
different groups especially political elites andihthese interests may affect policies in the
development arena either positively or negativ&he approach also assists in understanding
how the formal and informal social, political andtaral norms shape human interaction and
political and economic competition. It also enhanoederstanding of the impact of values
and ideas especially political ideologies, religemd cultural beliefs on political behaviour
and public policy (Department for International B®pment, 2009).

By understanding these interrelationships, the@agr contributes to a shared understanding
of the political context and how such a contexeet$ the overall aid strategy (Department
for International Development, 2009). According tiee Department for International

Development (2009), it also informs better polieydgrogramming by developing relevant
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holistic solutions; supports risk management anghado planning for all eventualities;
broadens scope for dialogue around political issakéscting the country; ‘helps foster
country ownership and contribute to improved ptipation and sequencing of reform
efforts; inform peace building activities and examithe impact of external drivers’
(Department for International Development, 2009®)is shows that public sector reforms

do not just involve institutions; they also involtree context in which they operate.

In analysing the political economy of reforms theme two major approaches used: the

economic rational choice-based approach and thepbased approach.

2.7.1 Rational Choice- based approach

This approach has a strong focus on institutiomsindd as ‘formal and informal rules
underlying political powers, bureaucratic agenciesocial and private organizations’ (Social
Development Department, 2008:4). It examines factand ways in which rational
individuals would work together in solving a coliee problem. Rational choice perspective
strives to find a balance between the individual #re institution, so that their actions are
mutually beneficial (Moe, 2005). This is based & toverall Pareto principle used in
economics, which is achieved when ‘resources doxakd to maximize benefits to all
individuals, but without making any individuals wger off in the process’ (Social
Development Department, 2008:4). Though institigiane a factor of success, they are not
the only factor contributing to the success of mefe The unit of analysis in reforms is the
individual and not the institutions. It is the iwigdiual who contests for resources and who
makes the political decision within the institutidhis very difficult to separate individuals

from institutions, for it is individuals who makestitutions work.

2.7.2 Power based approach
As it was aptly pointed out by the World Bank,

‘Reforms work if you have a good sense of who theess and the losers are, and if
you have a good platform for dealing with the negaimpacts of policy changes
[...]. Economists like to look at the net welfarerga societies, whereas politics is

about winners and losers(Social Development Department, 2008:8)

While rational choice approach focuses on instngj this approach looks at the individuals
for whom these institutions are built around. itdses more on the political dimensions that

exist in policy issues, which inform the decisiomade (Frey, 1994). It points out that
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powerful individuals creating both winners and Issenake institutions. Power based

approach appreciates the concept of power in refoiiine approach recognizes that reform is
influenced by economic, social and political fastoPower based approach enables one to
see how ‘political, economic and social actorstifasons and processes influence each

other’ (Social Development Department, 2008:5).

The study has used this approach because it ‘ie\tbal conditions and processes under
which political actors or political entrepreneurs&meuvre within institutional contexts to
build coalitions, negotiate, build consensus, amdghlin to generate new policies, new
legislation, and new institutions’ (Social Develogmh Department, 2008:5). The main
intention of political economy analysis is to ‘siasize the issues, organizing thoughts and
inducing objective and realistic expectations’ (L2008:84). To be able to achieve this it

takes on a process driven route (Department fermational Development, 2009).

Political economy approach also helps in analysnsgitutional, political and social factors
across sectors and regidn®ne model increasingly used in this regard byWheld Bank is

a three - branched integrated and systematic apiprafaanalysis, process and action; it aims
at examining the operational and analytical congesh reforms that include: improved
distributional equity, ownership and sustainabilitf reforms (Social Development
Department, 2008). The framework therefore distisiges between reform context, reform

arena and reform process.

“‘www.worldbank.org/psia
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2.8  Conceptual Framework of iTax Reforms
The following figure represents the conceptual amrk adopted in this paper.

4 )

Reform Context

- Economic, socizl, political and institutional context at the sector

Scope of proposed policy reform (reform agenda)

r
Reform Process
Reform Arena
- Dialogue & decision making

Stakeholders & Institutions ,
Champions & oppcnents
- Economic interests -
Development Partner

- Palitical interests influence

. J

FIGURE 3. 1. Conceptual framework of the political economy efarm

Source: Social Development Department, 2008

2.8.1 Reform Context
This study is cognizant of the importance of un@arding the reform context; as a result, it
delves into the details of reforms. The reform eahtxamines the ‘deeper social (including
ethnic cleavages), national, political and histriastitutions, which affect the sector under
consideration’ (Social Development Department, 2098 This looks at the bigger picture, a
sort of background of the reform in question. Heam, analysis looks into the different
elements of political economy, including; ‘sociaidaeconomic inequality, property rights,
power relations, social organization such as etlgnaups, regional disparities, systems of
exchange and markets, the state apparatus analitiegb parties, institutions and powers’
(Social Development Department, 2008:10). The saapthe reform agenda is therefore
examined and questions such as the following aseda‘what are the key policy changes
being proposed? What are their objectives? Whethtile reforms i.e. champions? How do
they support the political objectives and repeewiof the stakeholder who are sponsoring
them?’ (Social Development Department, 2008). Ideorto best answer this we further

assess the reform arena and reform processesroehtaithin.
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2.8.2 Reform Arena
The reform arena is characterized and influencedsegtor stakeholders, institutions, and
their economic and political interests’ (Social Bpment Department, 2008:19). Decision-
making that results in implementation of reformsaisonsequence of negotiations between
‘different stakeholder interest, power relations;entives and use of formal and informal
institutions’ (Social Development Department, 20Q8). Institutions are the rules of the
game for organizations. These can be formal orriné depending on the organization.
Stakeholders (individuals, groups, communitiesrganizations) have different interests and
they all aim at having their interests met. Unfodtely, they are not all governed by the
same rules. And it is therefore a flaw to assuraé tiiey will go about in the implementation
of a reform playing by the same rules. Furthermtreir interests and influences are varied
during the reform process. Those involved in thenidation might not (and in most cases)
are not involved in the implementation (Social Depenent Department, 2008). The reform

arena is therefore part of the reform context.

2.8.3 Reform Process
The reform process is characterized by the ‘diadognd decision-making, champions or
coalitions of change, and the influence that daamgencies and external actors have in the
reform and operation’ (Social Development Departnez008:19). This looks at the
partnership, participation and leadership of thHfedint stakeholders. These key concepts are
thoroughly thrashed out by the Social Developmempddtment (Social Development

Department, 2008) as has been discussed below.

The concept of partnership is similar to that eiovied in the Paris declaration where the
stakeholders ‘have real influence and responséslit(Social Development Department,
2008: 12). It looks at ensuring there is adequaelasure of information, power sharing
within government levels and decision making betwedifferent partners, that is
government, donors, civil society and private sedReform processes are not always linear.
The solutions might not be the best, but the mosgmatic, as it is not only a technical but
also a political process. These include: commuitinat consensus building, conflict
resolution, compromise, adaptation and participatiarticipation in this case is very useful
in reforms to increase ‘legitimacy, effectivenesficiency, ownership and sustainability of

policy reforms’.
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Leadership is a key factor in the reform processigin often ignored. Leaders mobilize the
different stakeholder interests and ensure thditutisns bring about equitable outcomes.
They ‘commit themselves to the agenda, mobilizdittoas to support the reform, negotiate
effectively with opposition and often provide aigis of a more equitable future that all
stakeholders can buy into’ (Social Development Diepant, 2008:13).

Finally, development partners/donors have variéatioss with the recipient countries. And
reform success is based on the tools at their sedpi build coalitions. There are cases
where they are catalyst in the reform process ghdraimes when they are an outsider
imposing their conditional ties on the recipientusties. For them, understanding the
political economy of the country can inform themgagement, but also for the scholar,
appreciating how they fit into the political econpmforms why some of the decisions were
made.

The conceptual framework (as outlined in Chart prbyides the structure for analysis of the
case study on tax administration reforms, iTax naf@roject. All these three components;
reform context, arena and process are used to araimax reform as a case study. The
reform context examines the environment and paliteconomy of tax administration and
why tax administration reforms are a success it #avironment. The reform arena
comprises the stakeholders’ responsible for thelampntation of the tax administration
reform and the institutions that governs theirtieta And finally the reform process includes
analysis of responses to the interests of varitalebolders and how they contribute to the
success of these reforms. Effectively by answetirggfour questions in this study we are

able to look into the context, arena and procesaxoaddministration reform in Kenya.

2.9 Conclusion

This chapter examined the history of public secédorms from its inception in postcolonial
era. It was clear that there have been multiplereffto ensure that the public sector reforms
were implemented in an effective and efficient manmt further narrowed down to public
financial management reforms, which were the fiegbrms to take place as conditionality by
the donors. After examining the theoretical and ieicgd evidence, it was clear that a
thorough appreciation of the context was imperatieis is because appreciation of the
broader context in which the reforms are undertalgdiow the interests and incentives
involved in pushing the reform agenda, providinghba political and technical road map to

navigating to success in reforms. Further, therphis of political and economic factors
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within the context of formulation and implementati@annot be ignored. The review
demonstrated, therefore, that the success/failugereform was likely to be determined by
conducting a political economy analysis of the mefoSubsequently, to identify the success
of tax administration reform in Kenya, we need xamine the reform arena and processes
within the reform context. From the reviewed litera it is also clear that leadership is key
to reform process.
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CHAPTER THREE

KENYA REVENUE AUTHORITY | TAX REFORM PROCESS

3.1  Introduction

This chapter briefly examines the KRA I-Tax reforih.is aimed at generating a good
understanding of these reforms and the contextaf implementation. The first part of the
review looks at the Kenya Revenue Authority, itdtume and political environment. The
second part of the review examines the tax refamext in Kenya. This includes historical
and social economic factors. It also looks at thgei@tions and Programme management
department tasked with such reforms. The third pasmines the economic and political
processes of tax reform in Kenya. Finally the nefarena is examined. This includes the

stakeholders and institutions involved togethehiilie rules of the game that is reform.

3.2 Kenya Revenue Authority’s culture and politicalenvironment

In order to understand the context of I-Tax refoame has to look at the general tax reform
context in Kenya. Tax reforms are defined as ‘thecess of changing the way taxes are
collected or managed by the government’ (Karingl &anjala, 2005). Institutionally, tax
reform involves the creation of a semi-autonomougharity model separate from the
traditional Ministry of finance (Karingi and Wangl2005). At the macroeconomic level it
involves tax policy, while at the microeconomicdévt consists of tax structure, design and

tax administration (Musgrave, 1987).

Kenya Revenue Authority was established in 1994abyAct of Parliament but became
operational and was incorporated in 1995 (Karingl &/anjala, 2005). It was set up with
self-governing mechanisms, which included: high knag public and private sector
representatives in the board, self-financing meismas andsui generispersonnel systems
(Taliercio, 2004 as cited in Moyi and Ronge, 2006Running on business principles, it
aimed at having leverage to recruit, retain, dismaad promote quality staff, paying the
employees higher than the civil service with beterms aimed at motivating staff and

reducing corruptioh It was designed to be less vulnerable to politiciluence and

® Corruption in this case is defined as ‘use of gévpayments to public officials to distort
the prescribed implementation of official rules gmalicies’ (Hellman, J.S., Jones, G. and
Kaufmann, D., 2000:3).
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combined five departments in the Ministry of Finean&xcise Duty, Customs Duty, Sales

Tax, Income Tax and Corporate Tax (Moyi and Ro2§96:4).

The goal of the Authority is to ‘enforce tax in alénced manner, such that all the different
taxes are collected, across all taxpayer classdsaamong all classes of income’ (KRA,
2012). It aims to be ‘the leading revenue authoritythe world, respected for (its)
professionalism, integrity and fairness and to e€ase the taxation gap’ (KRA, 2012).
However, there are concerns that it is more indlirie respond to demands of the
International Monetary Fund and World Bank, thamdstic equitable taxation and reduction
of taxation effects (Moyi and Ronge, 2006). Thisisharacter that it inherited from treasury,

the same criticisms that tax reforms faced prightestablishment of the authority.

KRA is divided into five geographical regions: Rifalley, Western, Southern, Northern and
Central regions. The roles of KRA include (KRA, 301

i. To administer and to enforce written laws or spedifprovisions of written laws
pertaining to assessment, collection and accourfon@ll revenues in accordance

with these laws;

il. To advise on matters pertaining to the adminigiratir and the collection of revenue

underwritten laws;

iii. To enhance efficiency and effectiveness of tax adstration by eliminating

bureaucracy of procurement and promotion of trgrand discipline;

iv. To eliminate tax evasion by simplifying and stremmlg procedures and improving

taxpayer service and education thereby increabimgate of compliance;

V. To promote professionalism and eradicate corrupsiorongst KRA employees by
paying adequate salaries that enables the inetitut attract and retain competent

professionals of integrity and sound ethical mograls

Vi. To restore economic independence and sovereigre mfdKenya by eventually
eliminating the perennial budget deficits by cnegtiorganizational structures that

maximize revenue collection;

Vil. To ensure protection of local Industries and feai#i economic growth through

effective administration of tax laws relating tade;

27



viii.  To ensure effective allocation of scarce resouicethe economy by effectively
enforcing tax policies thereby sending the desinecentives and shift signals

throughout the country;

iX. To facilitate distribution of income in socially @ptable ways by effectively

enforcing tax laws affecting income in various ways

X. To facilitate economic stability and moderate aydluctuations in the economy by
providing effective tax administration as an impéatation instrument of the fiscal

and stabilization policies; and

Xi. To be a 'watchdog' for the Government agenciesh(fag Ministries of Health,
Finance, etc.) by controlling exit and entry poimtsthe country to ensure that
prohibited and illegal goods do not pass throughy&a borders.

3.3  The History of Tax Reforms in Kenya

From independence in 1963 till 1983/4 Kenya’s tggtem was similar to that of Britain,
Kenya's colonial power (Karingi and Wanjala, 200bjie major tax reform being in Indirect
tax where consumption taxes were converted to salegKaringi and Wanjala, 2005). The
authors also note, that prior to the 1970s the @ogrwas doing well; growth rate was at 6%.
However, the energy crisis of early 1970s promplbedgovernment to introduce measures to

mobilize tax.

In 1972/3 sales tax on specific goods replacedwuopsion tax. This also played three other
major roles in the economy. The sales tax suppartgumbrt substitution industrialization

policy, reduced reliance on direct tax, and coneatjy increased saving and investment.
However, these reforms had some weaknesses: apphmarginal Personal Income Tax
(65%) was higher than the top marginal Corporatoime Tax (47.5%) meaning people
adopted the corporate model of business dealingsoising off profits through expense
deductions', and b) the top marginal 65% appliethtse with very high income only, and
there were few of those, meaning not much couldmagle from that end (Karingi and

Wanjala, 2005:4). Thus these reforms became ineféechey did not achieve their intended

goal of raising revenue.

In 1986 the Tax Modernization Programme was intceduwith the main aim of enlarging

the revenue base of the government by increasingeteenue and reducing compliance and

administrative costs (Moyi and Ronge, 2006:1). €heeems to be two main guiding
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principles for Tax Modernization Programme: to emstine country’s system is sustainable
despite the domestic and international challenged,to focus more on indirect tax and not
direct tax (Karingi and Wanjala, 2005). Budget Batilization Programme of 1987 aimed at
regulating expenditure through strict fiscal cohtithe greatest tax reform success was the
establishment of Kenya Revenue Authority in 1994icl is in charge of tax administration

autonomous from treasury (Karingi and Wanjala, 2005

Economic crisis and international pressure alsdrimried to the need for tax reforms in
Kenya. Karingi and Wanjala (2005) point out th&brms were due to the inability to raise
sufficient revenue. First, the tax to Gross DoneeBtioduct ratio was higher than the average
for Africa, and secondly there were ‘large and dliediscal deficits’ caused by imbalance
between government revenue and public expendiMteiithi and Moyi, 2003:1). However,
Moyi and Ronge (2006) point out that the governnmaapted reforms voluntarily to gain
favour with international donors. They justify thidaim by demonstrating that first the
reforms were part of the Structural Adjustment Paogmnes, an agreement between the
government and International Financial Instituti¢fgldstad, O. and Rakner, L., 2003); and
secondly, the reforms were focused on the centraémment tax system excluding local
government tax reforms (Cheeseman, 2005). In tigirion, had it been solely an initiative
of the government, then equal or even more attentiould have been accorded to the local

government tax reforms.

These arguments notwithstanding, the internal axreal shocks at the time were
demanding. Regardless of the true and often paliiitentions of the government, there was
need for tax reforms at the time. However, whatsaddre weight to the second argument by
Moyi and Ronge (2006), and that can be viewed fslae on the part of the government,
was the sequencing of the policies. Tax policy mef came before tax administration
reforms and the exclusion of local government mafrweakened the implementation
process. These two have acted as the core challdagang tax administration over the

decades.

The reforms in the country were implemented grdgiudlie to the country’s political and

economic environment. According to Karingi and Waj (2005), there seemed to be
support from the government in terms of policy, rgggating the need for macroeconomic
balance, as this was the goal of the reforms. Riéggs of the incentives and influences, the

economic stability of a country is critical anddohieve this, there is need for government
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revenue to be able to support expenditure.

3.3.1 Operations and Programme Management
Revenue Administration Reform and ModernizationgPammme (RARMP) introduced in
2004, is the latest umbrella reform initiated i tAuthority, which is coordinated by the
Operations and Programme Management. The OperadodsProgramme Management
department was set up to implement and moderniioenme so as to adequately meet the
desired outputs and stakeholder needs such affioency, cost efficiency, attainment of
objectives and deliverables, proper documentatiod mternal and external support to
projects. iTax reforms fall within RARMP (KRA, 2013According to the KRA (2013), the
vision of the department iSTo successfully implement Reform and Modernization
Programmes and ensure KRA transforms to become demmoand integrated revenue
agency (KRA, 2013) It works within a framework that utilizes projeotanagers and teams.
Consequently, the department encourages profesisiongo ensure project success is the
norm; project teams are proud of their work; stalkéérs reap the benefit of a carefully
planned investment; and taxpayers win through iwguicservice or lower cost (KRA, 2013).
The department’s main focus is administration sup@md monitoring of reforms and

objectives including the following (KRA, 2013):
» Ensure coordination and delivery of successfulrrefprojects.
» Build Project Management professionalism among RARSAfT.
» Keep management and project stakeholders informed.
* Serve as the authority on Project Management asthBss Analysis practice.

3.4 iTax Reform Processes in Kenya

Reform process as used in this study referred e thange through which information
flows, voice and public debate, prompting the goest Who sets the agenda, and how and
when are proposed policy changes communicated,noynaand to whom?’ (Kingdon, 1984)
Usually these processes are not linear and are &ié@mented; they include partnerships
with stakeholders with influence but also theirp@ssibilities within the reform context
(Social Development Department, 2008:12). WithiaxTreform, the participation of these

stakeholders resulted in two main processes; eciarema political.
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3.4.1 Economic Processes
Economic processes refer to those that ‘generasdthwand influence how political choices
are made’ (Department for International Developme2®09:4). There are economic
processes that take place prior to the reformitifatms its implementation. These involve
the generation of resources that will finance #ferm. They influence how political choices
are made. The iTax economic process is dividedthmee stages, those that took place prior
to the reform, during planning and those that tplaice in the first stages of implementation.
In the analysis of the actors’ influence, the falilog three main factors were considered: the
importance of the stakeholder’s overall influenite relationship between stakeholders and

the amount of influence over other stakeholdegu(g 3.1).
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FIGURE 3. 1.TAX ECONOMIC PROCESSES

Source:Author's model

Stage 1: Resource Mobilization - Financiers
Fundamentally there were three main stakeholdetis varied interests. On the one end,
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there was the World Bank and International Monetamynd who lobbied the Ministry of
Finance and KRA fofmodernization of tax administration and refornesénhance service
delivery and transparent processesThis was in line with their neo liberal policyhigh
promoted New Public Management. The World Bank aiathe time keen on supporting
public sector reforms (Bank, 2008). This would eiplthe missions from the World Bank to
the Kenya Revenue Authorftyexplaining the influence of the World Bank on tistry

of Finance.

On the other hand, there was KRA consulting witl treasury for budget approvals. It
should be noted that any revenue going to the atgh@ven if provided by an external
financier, goes through the exchequer. For thisaeathe Authority has to get approvals
from the ministry. This is a negotiation betweea Ministry of Finance and KRA through
the Commissioner General, represented by the dbttecbetween the two. Here there was
minimal resistance becausgax administration is a priority for the governmént
Unfortunately, due to the bureaucratic nature efnfinistry there were procurement delays
that affected the project implementation.

Stage 2: Formulation and I mplementation

The Kenya Revenue Authority is in charge of spemdivey these reforms with the aim of
reducing the cost of compliance. The Commissionene®al, therefore, took the lead to
ensure they were a success, having recognized alue wf domestic revenue; he clearly

stands out as the reform champion as describe@b(2D08).

A stakeholder analysis revealed five major catexgoas represented in the chart. Some have
greater influence than others but all are involwedhe reform process with coordination
from the Kenya Revenue Authority, spearheaded kg @ommissioner General and
implemented by project managers and section he&@lbsir economic relationship or

engagement is necessary for the success of thereftey can be classified in the following

® Key Informant #1, Senior Programme officer, Opierst and Programme Mgmt, KRA,
2013

" Key Informant #1, Senior Programme officer, Opier&t and Programme Mgmt, KRA,
2013

8 Key Informant #7, Technical Expert, Economic AffaDept, Min of Finance, 2013
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broad categories.

First were the departments within KRA. They inclddBomestic Taxes Department (project
team), ICT department, procurement department, atisuk and communication and legal
services departments each with their respectivetiums. They were the main implementers
and therefore their interest and incentive wastthe success of the project so as to ensure
increased revenue collection and meeting of ttaiective revenue and performance targets.

Their influence was majorly centred on the impletagan of the reform.

Then there were financiers, which included the Btiyi of Finance (treasury), International
Monetary Fund and the World Bank. The Ministry afidhce has a large influence on what
reforms get funded and therefore are a major staédleh Nonetheless, their priority is to
collect as much revenue as possible so as to leetabheet government expenditure. The
reform was a priority for them as it sought to hamereased revenue collection. For the
development partners, World Bank and Internatid@ahetary Fund their main incentive was
to see proper management of finances in the gowarhrnthey had an interest in a reform
that would streamline the systems and seal anyhlmep for corruption. Their influence
however was minimal. The government does not ralyhem for recurrent expenditure. The
government pays for recurrent expenditure fromgagénce the government does not rely on
aid, then their influence was not as amplified asvould be if the government were

dependent on them.

Consultants were sourced to develop iTax onlingesyslinitially it was Optimisa from Chile

and later Tata Consulting from India. Their maicdantive was remuneration. Upon being
contracted their payment was based on performafioey were paid on the basis of their
achievement. This was very instrumental in ensutimgsystem process was within the set
deadlines. Their influence was however limitedheitt technical expertise which in this case

was setting up the online system.

The National Registration Bureau and company rggisas key in the provision of relevant
information on companies for the system. Theiruafice was on the data they possessed.
This means that they contained the database thfealhdividuals and companies registered in
the country. They were very compliant in the fstige, however as the system structuring
progressed the company registry was reluctant éwigee the updated database. This was
because usually whenever one needed such inform#tiey would have to pay the officers a

‘fee’ to facilitate the process. Yet this systemswew providing this data as open source.
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Fortunately, a regulation was passed that manddiedree sharing of such information

within government that eased the process.

After the development of the software some insting were involved in the piloting stage.

These were taxpayers: 100 large and 100 middld taxpayers. They were interested in a
system that reduced the transaction costs of tgmeats. Their influence on the success of
the project was high as they pointed at how to nthkesystem as efficient as possible before

it was implemented to the public. They providedifesck on the use of the system.

Banks and the Institute of Certified Public Accants of Kenya were also consulted on the
design and implementation of the system. This sabse they are the largest stakeholders,
acting as the go between individuals and compaamnes KRA. Therefore their input was

imperative and as such discussions were held torerike tax system introduced could be

easily adapted to their processes.

Stage 3: Public involvement

It is worth mentioning that KRA gave special attentto the public. The taxpayers were
involved through sensitization forums and publiatiggpation to provide views on the
proposed iTax system. For the pilot phase KRA ifiedt100 large taxpayer and 100 middle
taxpayers enterprises, carried out needs assesamheld consultative meetings with them.
Within the public, KRA also had consultative megsirwith the Kenya Bankers Association
as well as International Certified Public Accournsaaf Kenya. These two institutions work
directly with the public in managing their financéiserefore, involving them was necessary.
The stakeholders involved in the economic processevengaged in the different stages. A
few had direct influence on the acquisition of timances, while most were engaged on how

it would be used.

3.4.2 Political Processes
Politics in this study referred to the ‘contestatand bargaining between interest groups with
competing claims over rights and resources’ (Depant for International Development,
2009:4). The politics in reform processes are cemph nature and understanding them
affects the speed and success rate of the puldfiorseform. As the World Bank aptly point

out,

‘First, it pays to recognize the especially comppatitical and sequencing issues in

public sector reform projects. That in turn putspeemium on understanding the
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political context, identifying the prerequisites dohieve the objectives, focusing on
the basic reforms initially, and being realisticali the time it takes to get significant
results’ (World Bank, 2008)

Prior to the financing of the project, there werawmber of activities that took place. This

was immediately after the first stage of the ecowopnocesses. Once there was sufficient
lobbying to get the resources to finance the refdlm technocrats stepped in. After seeing
the need to increase revenue, the technocrats tonoleresearch. KRA looked around the
world for case studies that could be adapted cesc#isrough which KRA could establish

benchmarks to help them gauge their performancehdncase of iTax, benchmarks were
established using Chile. Thereafter, the Revenuth@kily set up the project and started

planning its implementation. The political procesdemonstrated in Figure 3.2.
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FIGURE 3. 2.TAX POLITICAL PROCESSES

Source:Authors model

The Technical Team in the Ministry of Finance wathkeith the KRA team to implement the
reform project. The Ministry of Finance technocratere motivated by the auditors’
recommendations to improve the system that wowddltrén increase of revenue collection.
Based on the report they went about finding waysofeasing revenue. This was aligned
with the iTax reform project that was then propobgdKRA. The technocrats then looked
through the elements of the reform and made the@ommendations to finance and
implement the reform project. This information fleevfrom the officers to the department
director, the finance secretary, the permanenesagr and finally the Finance Minister to be
presented in parliament. In Parliament, the legatgss of turning it into law started. With
regards to this reform, VAT, Excise tax, disputsatation and application of Information
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Technology were key to the success of the reform.

Step one in the chart above took place in the Minisonce the officers made the
‘recommendation’ it was presented to the ministdr.was considered a technical
recommendation because it was only the minister adwthe power to accept or reject the

proposal. It was here that political influence camelay.

In cases where the recommendation was controveosihle minister, that is, he had vested
interest that should the reform be implemented, ldvanterfere with his political interests,
then the reform would have been rejected. Howenvben there are no conflicts of interests

in the case of iTax it was approved without intefees.

Once the minister consents and it goes to parlignséap 2. However members of parliament
may seek a technical meeting, as they did, indase it was with KRA officers to give their
expert view and justify why the iTax reforms wengportant. There are two outcomes, either

they accept or reject.

When the reform is not in conflict with their pensd or constituents’ interests, they accept.
This then means the project has been approvedniptementation. On the other hand,
rejection occurs when it conflicts with the intaseesof the parliamentarians or their

constituents. In the case of the iTax reform, thvegie no opposition.

In summary, interests largely govern the politipabcess. Technical expertise was just a
factor of the reform; its implementation was basadhe interests of the political actors. In
this case, on one end it was whether their comstituwere for or against the idea. Yet on the
other end, was the need to meet government expeadincluding salary payments). The
more revenue was collected the more the governemultl achieve its goals and provide
services. In this case however, the interesth®fpolitical actors overcame the resistance

from lobby groups that were against the levyinyafue Added Tax on some basic goods.

3.5 Factors that supported the iTax reforms Process

Stakeholders’ interestdndividuals within the institutions largely in#umced the reforms.
While the reform process concerns how the reforraseveonceptualized, the reform arena
concerns interaction between institutions and $takkers. Institutions in this case refer to
those rules that govern relations and behaviowsiocbdrs, while stakeholders include those
whose ‘economic and political interests mediatepbkcy reform’ (Jordan and Richardson,
1987 as cited in Social Development Department,8200). The following are the
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stakeholders and institutions involved in the iTaform project.

Stakeholders are the ‘individuals, communities,ugs) or organizations with an interest in
the outcome of an intervention, either as a resfilbeing affected by it positively or
negatively, or by being able to influence the imémtion positively or negatively’ (Social
Development Department, 2008:11). Stakeholdersnoftave competing interests and
influences. As a result policy reform is seen a@mme. The difference is that the players use
different rules in negotiating and lobbying for ithenterest; power relations, timing and
information asymmetries being their weapons of ohdiSocial Development Department,
2008).

In order to understand the iTax reform it was intg@ot to look into the key actors involved in
the process. At the forefront was the Commissi@emeral of Kenya Revenue Authority. He
was very important for allocation of resources anavision of project direction. Financiers
represented by treasury and donors influenced kisehding teams to KRA to convince him
of the need to get financing for the reform. Instiease the World Bank and International
Monetary Fund played key roles by financing thexiTraform project. He also worked
closely with the Ministry of Finance who administee resources. He also led the team of

bureaucrats who were tasked with the implementatfdhe reform project.

The Ministry of Finance and Treasury was criticattie project as they were involved in the
financing of the project. All funding by donors sgpting KRA reforms went straight to the
exchequer, which was then directed to the institutifax administration was considered
priority to the government and consequently theras wallocation of resources for
implementation of reform processes especially sif08& of the national budget was
supported through taxes collectédThe ministry supported this because increaseeinie
collection was and still is a key objective to thaistry as it financed national expenditure
and development projects. In this case they redefuading for a revenue mobilization
system from the International Monetary Fund and M/dBank. They were however

influenced by Parliament who pass the law and cloeoéxpenditure.

The target audience involvemeRrofessional associations such as the Institiiteectified

° Key Informant #7, Technical Expert, Economic AffaDept, Min of Finance, 2013
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Public Accountants of Kenya (ICPAK) were consultddhe Authority ensured that their
considerations to make the system user friendlyewssluded by ensuring the online system
is user friendly. ICPAK is one of the main userdld KRA system; their members file tax
returns on behalf of taxpayers using the systenerdfbre, their buy-in was crucial to the
successful implementation of the system. Similatg, Kenya Bankers Association also had
influence in encouraging their members to embratax to facilitate electronic payments.

One respondent noted that,

‘The greatest incentive (for the professional bellizvas to expedite services for
electronic platform and lower cost of administratiorhese were to be provided as
long as actors mobilized their members to use kbetr®nic products. A balance had

to be struck between expectations and acceptahilitganage their expectation@i

The National Registration Bureau and the Registf@ompanies provided data on registered
companies. The Registrar of Companies however,relastant to provide updates after the
first phase of the reforms. This is because sufdrmation was a source of informal revenue
for the officers in the department, hence the teluce to offer it freely. Fortunately, the data
transmission protocol in place was meant to enthiseinformation is free to the public,

which enables KRA to access the information.

Like a match with a goal post and different play#nsre are rules that guide their actions,
which in this study we refer to as institutionsstitutions are ‘societal “rules of the game”
that shape and constrain human interaction andsichdil choices’ (Social Development

Department, 2008:11). Institutions can either benfd (political regime, constitution) or

informal (cultural practices), habits that existiim social hierarchy, patron client relations
and forms of rent seeking behaviour. During thalgtresearch the following were ground
rules of the game that informed some of the forawadl informal rules that guided the

processes.

Technology:The E-government directorate was an importantrdstécause it provided the

10 Key Informant #1, Senior Programme officer, Opierst and Programme Mgmt, KRA,
2013
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overall ICT strategy in the public sector. They yided consistent support to ensure the
electronic processes met their objectives. Kenya BOard was also needed to offer support

for the government to expand the ICT infrastruciarthe country.

Lobbying: Consistent lobbying and balancing of interests wery important to the success
of the reform because it affected the implementatibreforms in a number of ways. There
was balancing of interests of different actors.sTdmtailed negotiating interests and finding a
compromise that would ensure everyone’s needs aered for. It was required at all the
stages of the economic process. In the planninggha was needed in the resource
mobilization of the project. At this stage the Coissioner General had to consistently lobby
the ministry to allocate resources to the I-Taxomef. This was done through regular
meetings with the ministry to explain the benefitshe iTax reform project. This was also
necessary because the different stages involvadptementation needed financing and the

results were not immediate.

In parliament there was need to have a technicsdiae with Members of Parliament to
convince them to pass the bill. At the time whea bill was in parliament, the parliamentary
committees, i.e. finance, trade, budget committesd other pressing national legislation,
other than tax administration reforms. To be ablenake progress in this regard, there were
high levels of lobbying from the Ministry of Finam¢o ensure timely legislative changes to

accommodate reforms.

At the implementation phasdpbbying reduces any resistance from associatiombes in
the use of the products, it affects implementatibstakeholders offer no support from the
beginning and most importantly, as stakeholdersy ttay stall or stop the reforms if not
favourable to their current operatiods! The critical stakeholders at the stage of
implementation were the Kenya Bankers associatimstitute of Certified Public
Accountants of Kenya and the taxpayers’, which cased large and middle level
companies. In order for the implementation of th& system to succeed, KRA had to
convince them to adapt it. Since they were the digichen’ between taxpayers and the

Authority, the Authority had to ensure that theyapietd the system. This process was well

1 Key Informant #5, Programme Officer, I-Tax, KRA)IB
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managed with theirtéchnical input incorporated in the systéMmThis included factors that
would enhance the user experience of the onlineesyand make it easier for the public to

use.

Trial runs and sensitization trainings for the m@&spublic were conducted. The public’s input
was very limited in the planning but during the Iempentation phase, there was great need
for awareness creation. Comments from the changetagvho were part of the public were

taken into consideration to make the system easgédo

Contractual Agreements: The consultants were coieftlato develop the online system. In
this case, the consultants had contractual agreeméti the authority. This was imperative
because it facilitated timely enforcement, as theere stipulated consequences in their
contracts should they fail to deliver. There weesese penalties for non-compliance that
acted as a strong incentive to deliver on the glacbnsultants. One respondent indeed noted
that “Laxity in implementation was not an option espégi&r the consultants since no
contract variations on pricing was allow&d. This implies that the reform project was on

kept track and did not stall.

Contractual agreements were what saved the Auyharigreat deal in ‘disciplining’ the
consultants to work within the agreed time. Sinlylgperformance contracting was employed
within the authority. The project team was giveedfic targets to meet at a set time. This
was very instrumental in monitoring progress. Hoareunlike the case of consultants where
lobbying was used to discipline, there were no italagfinancial or otherwise, incentives
and/or penalties that were meted against the werikehey do or do not meet their targets.
Although there wasinitial resistance from staff members who thoudietytwould lose their
jobs as a result of the high levels of automatignivhen the reform was no longer seen as a

threat there was great support and high leveledbpmance from the team.

12 Key Informant #6, Tata Consultant, I-Tax, KRA, 201

13 Key Informant #1, Senior Programme officer, Opierst and Programme Mgmt, KRA,
2013
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3.6 Conclusion

This section specifically examined the KRA iTaxamh process that was led by Kenya
Revenue Authority. The iTax reform happened witthiea economic and political processes.
In both contexts, stakeholders’ interests and éxfte significantly affected the reform
process. The economic processes depicted thathrefaeeds financial resources before,
planning and implementation stages. On the othed hpolitical processes are driven by
overall influence as demonstrated in the stakemsldelationships in the reform processes.
Other factors explored in this study include puliticolvement, application of technology,
lobbying among the stakeholders and contracting. ilitegration of these factors has proven

to bring about the success in iTax reform process.
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CHAPTER FOUR

iTAX REFORMS SUCCESS

4.1  Introduction

The main aim of the study was to examine why taxiattration in Kenya is viewed as a

success. The study identified iTax reforms as & sasdy specifically to find out how the

reform was carried out. The discussion dissectediThx reform and examined its reform
context, reform arena and reform processes. Tleatdiected painted a clear picture of how
these three elements are related. The reform @oaed arena all took place within the
reform context. In this section, the study goeskbiacthe original premise and seeks out

evidence of the success that is tax administragéorm.

4.2  Justification and Sequencing of iTax Reforms
The overall goal of the Kenya Revenue Authorityrirommception was to increase revenue by

increasing compliance. As stated in their mission:

“To promote compliance with Kenya's tax, trade, dvakder legislation and
regulations by promoting standards set out in thgphyers Charter and responsible
enforcement, by highly motivated and professiotedf shereby maximizing revenue
collection at the least possible cost for the sbewmnomic well-being of all
Kenyans’ (KRA, 2012:xix)

It was therefore not surprising that the officiattributed the inception of the reforms to the
need to increase compliance. As one respondentegbout, mainly it (the reform) was due
to high levels of non-compliance coupled with vasiinitiatives to find out solutions through
committees. This gave rise to recommendations prowing various systems and processes
within the Domestic Tax Department and was theeefocluded as part of the corporate
plan.*® The identification of the problem as lack of corapte led to the research team
examining tax systems in different countries arelythgreed on iTax after a benchmarking

visit to Chile.

For the Ministry of Finance, on a macroeconomiclggaw the reforms as ‘response to

15 Key Informant #5, Programme Officer, I-Tax, KRA)IB
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meeting the national strategies, in this case EomnoRecovery Strategy for Wealth and
Employment Creatio®®. The key aim was to address the under performamaeiienue
collection and meet customer expectations. The rmdérest of the ministry was to have
increased revenue collection. This was seeraapportunity to facilitate electronic filing,
registration payment, query of taxpayer accountd dglectronic Tax Register data

transmissiort’. This was the overarching goal of the two main goreent institutions.

Overall, the objective of the reforms was to inseeapublic service delivery, more
specifically iTax reforms were aimed at increasoognpliance and revenue collection. The
reforms were designed and went live in DecembeB2@Gith a number of objectives. Within
the Authority, there was a clear understanding arite workers on what it was aimed to
do. The objectives includedio’ improve service delivery; to expand the tax base
modernize revenue administration, Income tax andl ¥ystems; to reduce cost and increase
tax compliance by the taxpayer; to reduce tax ctilie expenses or costs and to integrate
all domestic taxes transactions of a taxpayer thiowa single window that will enable
sharing of information among other functiolfs’ All these goals geared towards improving

service delivery to the taxpayer. Implementatiors wavided into three phases:
1. Phase 1: - taxpayer registration, filling and pagtae

2. Phase 2: - automation and backend processes ingointroduction of GPRS enabled
ETR data to facilitate real time transmission ofoice data and help processing of
VAT refunds

3. Phase 3: - workflow and management reports.

Key elements of I-tax reforms included:

a) Shifting to the use of a uniform Tax Identificatiblumber (TIN) while registering for

Personal Tax, Corporate Tax or VAT.

16 Key Informant #7, Technical Expert, Economic AfaDept, Min of Finance, 2013
7 Ibid

18 Key Informant #1, Senior Programme officer, Opiers& and Programme Mgmt, KRA,
2013
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b) Simplification of the tax code.

c) Developing systems that can enhance access tepartg sources of information, such
as withholdings, bank transactions (foreign exclearngansactions, transactions in
securities and large transactions) involving restéte, cars, tax-deductible transactions

and customs payments.

d) Enhancing administration through measures sucmeiasting sensitive negotiations to
special teams; minimizing contact between tax paged tax collectors and reducing the
discretionary powers of tax officers; setting upewisory systems with at least three
hierarchical levels to reduce opportunities forliegibn; and devise incentive systems
that match public and private interests. There thaspossibility of relying on banks in

collecting taxes (Moyi,and Ronge, 2006).

4.3 I-Tax Reform Success Evidence
Overall, the I-Tax reform was considered a sucbesswuse of a number of reasons. One, as
demonstrated by the figure below, there has bepnovement of tax revenue collection from

2001 as a result of tax administration reforms daleryears.
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Other Revenue Appropriation-in-Aid

FIGURE 4. 1. TRENDS IN TAX REVENUE
Source: (Mutua, 2006:15)

Second, tax collection increased since the inceppiothe reform in 2008 as shown in the

figure 4.2 below. The revenue collected from thee¢hdepartments: customs service
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department, domestic taxes department and roadpiandepartment, increased every year.
Revenue performance increased by 32% since itspiioce from FY 2008/2009 to

2011/2012. This demonstrated the first signs ofrowement.

Revenue Performance from FY2008/09- FY
2011/12 in Kshs. Million

700000 634903 635917
600000 -
500000
400000
300000 B Amount
200000
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0

480569

FY 2008/09 FY 2009/10 FY 2010/11 FY 2011/12

FIGURE 4. 2. REVENUE PERFORMANCE FROM FY 2008/0970 FY 2011/12IN KSHS.
M ILLION

Source: (KRA, 2012)

Third, now 90% of KRA operations were automatedti/Mhe introduction of iTax (formerly
Integrated Tax Management System) many of the peesewithin KRA were automated. It

is now easier for the taxpayer to directly subiméit taxes.

Fourth, another goal set by KRA was to maintaire@uced cost of tax collection. Between
the Financial Year 2008/09 to 2011/12 it remainetblv 2% (Figure 4.3). While the total

cost of collection for all the departments remaibetbw 2%, it is clear that the domestic tax
department was doing better by ensuring its calaatosts were below 1% of total revenue

collected.
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Cost of Collection FY 2008/09 - 2011/12 in
Percentage
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FIGURE 4. 3. COST OF COLLECTION FY 2008/09T0 FY 2011/12IN PERCENTAGE OF
TOTAL REVENUE COLLECTED

Source: (KRA, 2012)

Surveys also indicate that customer satisfactibngamproved to 65% aggregate for both
corporate and individuals (KRA, 2012). As was poergly discussed, there was a high sense
of apathy when it came to payment of taxes. Howewéh the new system in place things

seemed to improve.

Other indicators have also demonstrated its succ&hsse included as the former

Commissioner General Waweru stated,

‘Since 1995, such reforms have gained prominencen@rtee public as Kenyans
have increasingly realized the precious value omdstic revenue. Indeed every
Kenyan will be comforted that their government futtieir education, medical cover
or any other public utility. As a nation, we do rwve to endure the indignity of
pleading for assistance from development partnersofir national budget. It is for
this reason that tax reforms are a necessary toa@rtsure that our domestic revenue

base is regularly protected(KRA, 2010)

The key informants were required to rate the sucoéshe reform using different indicators:
ownership, efficiency, compliance and sustainabiNM/hen using ownership as an indicator
of success, four out of the five respondents wiswaned this question scored it as very good

while one gave an excellent score. Because thenatibudget was not dependent on
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external financiers, there was ownership over #ferm project. This means Ministry of
Finance and KRA had a strong influence on how & veamulated and implemented. This is
impressive since many African countries ‘have neérb able to establish an institutional

culture that is supportive of domestic reforms’ ykai-Mugerwa, 2003:2).

The key informants rated efficiency and compliaaseaverage. The compliance resistance
being faced during its implementation by the puldauld explain this. These included:
‘slow/low uptake of reform products such as thadilbf tax returns, this was a consequence
of the KRA staff not providing guidelines on whoowdtd mandatorily file returns
electronically; technological challenges on taxpayeide; state of ICT infrastructure in the

119

country™”. All these were considered as teething problerasdbuld be resolved during the

implementation of the different phases of the prbje

Finally on sustainability, two key informants ratdédas average; two very good and the
official from the ministry rated it as excellent.Wwas encouraging to see that the ministry
viewed it as sustainable that means they were mdlieg to finance the reforms in the
future until the different stages are complete. Thenmitment of the Ministry of Finance

indicates high levels of ownership and sustainghitito the future to completion.

4.4  Conclusion

In this section, the paper has examined three nsaures: what the reform was aimed at
achieving, how KRA went about this process and tett was a success. From the
discussion, it is evident that the reform was dableachieve the goals it was set out to
accomplish. The achievement included increased nigvecollected, reduced cost of
collection, automation of Kenya Revenue Authoripemtions and improved service delivery
to the target audience. There is also evidence ttmmrespondents that qualitative factors

such as ownership and sustainability also conibt the success of these reforms.

19 Key Informant #3, Quality assurance lead — I-T&X, Department, KRA, 2013
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1  Introduction
The conclusions and recommendations made in tlapteh are based on the findings from
the study as presented in chapter three and fdwe.cbnclusions have been made on iTax
Reforms process and successes of the iTax refoifths. chapter has ended with

recommendations based on the findings and condisisiade.

5.2  iTax Reforms Process

For any public sector reform to be successful & tabe viewed as a process rather than a
one-time event. From this study, the findings haklewed that Kenya tax regime has been
changing with years. The reforms process begun9861lwhen the Tax modernization
programme was introduced to increase the revensge. behis reform was informed by
decline of economic growth and shrinking internagiofunding. The government was forced
to effect reforms to be able to finance the pubbevice delivery. In 2004, another change
was made in the tax reform process by the intrednaif Revenue Administration Reforms
and modernization programme (RARMP). This necessitthe establishment of operation
and programme management department at Kenya Reveuatinority to ensure reformed
desired outputs are achieved and stakeholders'sremedmet. From the historical timeline, it
shows that public sector reform is a gradual precH#sat goes through phases of
improvement. To date, iTax reforms continue to iower as new challenges of tax

administration continues.

The findings further showed that for any publicteeceforms to succeed, there is need for
establishment of an autonomous or semi autonomady. bin Kenya, the greatest tax reform
success came about when Kenya Revenue Authority established in 1994. It is an
autonomous body from treasury in charge of tax adsnation (Karingi and Wanjala, 2005).
The contribution to the success of the iTax adrai®n is made because KRA works
within a framework that utilizes project managemnsl &eams encourages professionalism and
careful planning and lowering of the administratiomst to ensure project success is the
norm. Currently Kenya Revenue Authority has opemegional offices in Rift Valley,
Western, Southern, Northern and central. It has alsainstream department that deals with

research that support administration and monitooingeforms and objectives (KRA, 2013).
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To understand how iTax reform processes lead toedesutcomes, stakeholders mapping
and analysis was conducted. The analysis reveakedikelihood of success may be high
where the interests of all stakeholders converdk livhited few and powerless stakeholders
with conflict of interest. For instance, in iTaxfeem process the stakeholders included
organisations such as World Bank and Internatidviahetary Fund, Ministry of finance,

Kenya Revenue Authority, professional bodies lilkenia Bankers Association and Institute
of Certified Public Accountants of Kenya and nasibRegistration Bureau and Company
Registry. All these stakeholders had an interesTax reforms and their engagement was
one of the pillars of Tax administration Reformsittwh the stakeholders’ relationship,

Kenya Revenue Authority was primary and coordinated overall direction of the

relationship to ensure the final outcome was psife®| management of tax.

It can further be concluded that financial resosirtte support the reforms and stakeholders
overall influence ultimately determine the succekshe public sector reforms. To manage
the economic and political processes in the pubéctor reforms, there is coordinated
lobbying for both financial resources and legairfeavork that support the reforms among the
primary stakeholders. The findings further showt tkantract agreements become the
instrument to govern and control the influence amdrests among the stakeholders. The
contracts contain obligations and contributiong@th of the stakeholders to the reforms and
violations of the terms results to grave conseqgeen@Vithin this framework, creation of

awareness and involving of the users of the iTestesy also contributes to the successful

implementation of reforms.

Other factors that were found to have contributedtite success of reforms were the
application of technology and research. Technologyh the tax management has
significantly impacted the cost of administrationdaworkload especially for users. The
findings show that Kenya Revenue Authority hadite bonsultants who did development of
the iTax system. The consultants had insights iFa system technology, which they
deployed during the implementation phase of therre$. In addition, E-government
directorate was critical in providing ICT strateqy the public sector and support for the

government to expand the ICT infrastructure inabentry.

5.3  Achievements of iTax Reforms
From the findings it clear that the increased &enue was a sequence of events that were

done successfully. The introduction of the iTaxorefs was first to ensure there was
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increased compliance to pay the tax by individ@ald companies. This event was followed
by establishment of an organized system consistihgax registration, automation and
reports management. Kenya Revenue Authority alaseidl with National Registration
Bureau and Company registry to ensure that infdomabn individuals and companies is
provided and accessed by third party. As a resblre was 32% increase in revenue
collection by 2008, 92% automation of Kenya Reverfughority and 65% customer
satisfaction by 2012. In conclusion, the achievemen reforms are not distinct deliverables

but the accomplishment of a series of events.

5.4  Recommendations
1. Public sector reforms need a long-term plannimgesiit is a gradual process. The

participation of different stakeholders in thisaségic planning is key so that their

interests and needs can be included in the design.

2. The success of any public sector reforms depewtldyson an established and
autonomous body like Kenya Revenue Authority. agnomy gives the body to

act independently and coordination of the reformglémentation is objectively done.

3. For public sector reforms, several factors suchtegfinology, public involvement
among others must be considered to ensure thaaadeahas been reached. Lack of

considerations of these factors will turn to belleimges that slow the reform process.

4 Longitudinal monitoring of the public sector ref@rshould also be considered by the
body leading the reform process. The monitoringushbe focused on management
of stakeholders’ interests and fulfilment of the@eds, operations and systems of the

body and performance with regards to desired outsoofi the reforms.

5.5  Conclusion
Several reasons were found to explain the succefisei iTax reforms by Kenya Revenue

Authority. Among the explanation is the variouskstaolders’ interests and influence within
the economic and political processes. Others irdudbbying, application of technology,
public participation and continuous research fathier improvement. The study therefore
recommends that actors involved in public sectdorres should conduct participatory
strategic planning to ensure that the interestsra®tls of different stakeholders are taken

care of in the design and implementation of therrat.
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ANNEXES

Annex I Questionnaires

I-Tax Questionnaire

Greetings! | am Linda Wamalwa, a student at thditine for Development Studies,

University of Nairobi. | am conducting a study caxtadministration reforms within the

Kenya Revenue Authority. | would like to discusedé issues with you. All the information
collected will be kept confidential, will be usear fthe purpose of this study and will not be
revealed to any other person.

Date:

Section 1: Demographic Characteristics

Name of respondent? (Optional)

Gender:

Department:

Position:

Years in the department/position:

This project focuses on the Integrated Tax Managei@gstem reforms

Section 2: Planning
Why were these reforms introduced?

How did the reforms begin?
What aspects of the reform were considered impbaiad by who?

What were the key steps involved in formulating te®rms, (what were the first and last
steps?)

How long did it take to implement?

Section 3: Implementation

Who were the people and institutions involved? ([Bstitc tax department management,
Financiers)

Who gave leadership at what level?

Which ministries were involved and how?

How was parliament involved if at all?

Was there any lobbying done to ensure the impleatient of the reforms?

Where, by who and why was there need for lobbying?
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How were tax payers involved if at all?
Who else was involved?

With regard to each of these actors:
What influence did actors have and why?

What incentive did they have and why?

How were the different incentives balanced?

How do they affect the implementation of the refefm

What formal and informal values guide this intei@t?

How did these values affect the political behawibthe actors?
Section 3: Challenges

What major challenges have been encountered?

Which actors have been responsible for these ay@ wh

How were these overcome if at all?

Do you think the reform has been successful and?why

On a scale of 1-5 how has it been able to achievéailowing:

1. MNotatall 2. Goog A AvCrageo

4. Yoy good

& Excelien

Effcicncy

Cormplianco

Ownorsnip

Suslainamlity
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a) SIMBA Questionnaire

Greetings! | am Linda Wamalwa, a student at thditine for Development Studies,

University of Nairobi. | am conducting a study caxtadministration reforms within the

Kenya Revenue Authority. | would like to discusegt issues with you. All the information

collected will be kept confidential, will be usear fthe purpose of this study and will not be

revealed to any other person.

Date:

Section 1: Demographic Characteristics

o~ w N e

Name of respondent? (Optional)
Gender:

Department:

Position:

Years in the department/position:

This project focuses on the implementation of SIMBA

Section 2: Planning

6. Why were these reforms introduced?
7. How did the reforms begin?

8.
9

. What were the key steps involved in formulating tef®rms, (what were the first and

What aspects of the reform were considered impbaad by who?

last steps?)

10.How long did it take to implement?

Section 3: Implementation

11.Who were the people and institutions involved? t@ws department, financiers)

12.Who gave leadership at what level?

13. Which ministries were involved and how?
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14.How was parliament involved if at all?

15.Was there any lobbying done to ensure the impleatient of the reforms?

16.Where, by who and why was there need for lobbying?

17.How were tax payers involved if at all?

With regard to each of these actors:

18.What influence did actors have and why?

19.What incentive did they have and why?

20.How were the different incentives balanced?

21.How do they affect the implementation of the refsPm

22.What formal and informal values guide this intei@t?®

23.How did these values affect the political behawabthe actors?

Section 3: Challenges

24.What major challenges have been encountered?

25.Which actors have been responsible for these ay@ wh

26.How were these overcome if at all?

27.Do you think the reform has been successful and?why

28.0n a scale of 1-5 how has it been able to achievéallowing:



1. Matat all

2. Goog

A AvCrageo

4. Yoy good

& Excelien

Effcicncy

Cormplianco

Ownorsnip

Suslainamlity
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b)  Ministry of Finance Questionnaire /Interview guide
Greetings! | am Linda Wamalwa, a student at thditine for Development Studies,
University of Nairobi. | am conducting a study caxtadministration reforms within the
Kenya Revenue Authority. | would like to discusedé issues with you. All the information
collected will be kept confidential, will be usear fthe purpose of this study and will not be

revealed to any other person.
Date:
Section 1: Demographic Characteristics

Name of respondent? (Optional)
Gender:
Department:

Position:

o > w N PE

Years in the department/position:
This project focuses on the implementation of Iraégd Tax Management System
Section 2: Planning

6. When did the reforms begin?
7. What aspects of the reform did your departmentidensmportant, why?

8. At what stage was the Ministry of Finance invohaad what was its role?

Section 3: Implementation

9. Which departments/ actors were involved in the stigie.g. (treasury, legal)

10.Who gave leadership at what level?

11.How was parliament involved if at all?

12.Was there any lobbying done to ensure the passindegislation to enable
implementation of the reforms?

13.Where, by who and why was there need for lobbying?

With regard to each of the different actors invdlwe the reform process:
14.What influence did the actors have and why?

15.What incentive did they have and why?
63



16.How were the different incentives balanced?
17.How do they affect the implementation of the refefm

18.What formal and informal values guide this intei@t?

Section 3: Challenges

19. What major challenges have been encountered?
20.Which actors have been responsible for these ay@ wh
21.How were these overcome if at all?

22.Do you think the reform has been successful and?why
23.0n a scale of 1-5 how has it been able to achiewdallowing:

1. MNotatall 2. Goog A AvCrageo 4 Yoy good | & Exceolient

Effcicncy

Cormplianco

Cwncrsnip

Suslainamlity
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c) Consultant Questionnaire
Greetings! | am Linda Wamalwa, a student at thditinie for Development Studies,
University of Nairobi. | am conducting a study caxtadministration reforms within the
Kenya Revenue Authority. | would like to discusedf issues with you especially pertaining
to your consulting services to KRA for I-Tax. Alhd information collected will be kept
confidential, will be used for the purpose of teiady and will not be revealed to any other

person.
Date:
Section 1: Demographic Characteristics

Name of respondent? (Optional)
Gender:

Age:

Organization:

Position:

o g M w N PE

Years in the position:
This project focuses on the implementation of Iraégd Tax Management System
Section 2: Planning

7. What is the mandate of your organization?
8. Within the region, which countries have you worlke?l
9. What challenges did you experience in these casfri
10.What aspects do you find peculiar to public reformthese countries?
11.When did you start working on i-Tax reforms?
12.What aspects of the reform are you engaged in?
13.What is your role?
Section 3: Implementation
14.Which departments/ actors do you engage with?
With regard to each of the different actors invdlwe the reform process:
15.What influence do the actors have and why?
16.How does their influence /affect the implementatdnhe reforms?
17.What formal and informal values guide this intei@t? (e.g. contractual agreement
etc)
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Section 3: Challenges
18.What major challenges have been encountered?
19.Which actors have been responsible for these ap@ wh
20.How were these overcome if at all?

21.Have you been successful in meeting your obje@ives
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Annex I Key Informant Interview Report

This is a report on data collected in the monttaogust carried out on key informants in the
Kenya Revenue Authority and Ministry of Finance.eTtwata collated within the authority
was from diverse departments as seen in the t&bbsvbThe main target was the Integrated
Tax Management System now referred to as iTax. Hew#or purposes of comparison an
interview was collected from on the Customs depaninSIMBA project, which has some
similarities to I-Tax. Finally, an interview on e@chnical expert in the ministry of finance was
conducted, he is the one who is mandated to defaltasx issues.

The data from the agency was collected using opeee questionnaires as the instrument
authorized by the authority. The instrument covetbd main themes and arguments
emerging from relevant literature. Data from thenistry of finance was an in depth
interview based on key issues. Due to the sertgitmi political nature of the topic and
guestions a follow up confidential interviews wamred out with individuals within the
cohorts.

No Date Org Department Official Designation

Kl 01 12/08/13| KRA Operations & Programmé&enior Programme Officer
Management

KI 02 15/08/13| KRA Customs ServigeSenior Assistant
Department Commissioner

K1 03 21/08/13| KRA ICT Department Quality Assurance Lead — |-

Tax

Kl 04 20/08/13| KRA Research Department Senior Programme Officer

K1 05 21/08/13| KRA I-Tax Programme Officer

KI 06 24/09/13| KRA [-Tax Consultant

K1 07 17/08/13| Finance Economic Affaird echnical Expert
Department

Information Collected from Key Informants

Information needed Information Acquire

Why reforms were ITMS SIMBA

introduced To improve service delivery To bring
To expand the tax base standardization in the
To modernize revenue administratiomrocess
Income tax and VAT systems To automate procedure
To reduce cost and increase tax compligrice  reduce cargo
by the taxpayer clearance time

To reduce tax collection expenses or costs To Increase efficiency
To integrate all domestic taxes transactionsiof the services and
a taxpayer through a single window that witevenue collection
enable sharing of information among othdio create inclusive
functions business environment
To facilitate electronic filing, registrationTo reduce or eliminat

D
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payment, query of taxpayer accounts aned tape
ETR data transmission
How reforms begin ITMS SIMBA
High level of non-compliance coupled witifhere was a formation
various initiatives to find out solutionof a reform  or
through committees. It gave rise |tmodernization projecgt
recommendation on improving varioufam to review, re
systems and processes within the DTD. It wasgineer and automate
part of the corporate plan, included aftef systems. Various
benchmarking visit to Chile. benchmarking  tours
were done to identify
A response to meet the national strategies e best system
this case ERSWCPC. Key driver was |to
address the underperformance in revenue
collection and meet customer expectations|
Aspects of reform ITMS SIMBA
considered Institutional organization reforms in relatiofficiency -
important by| to organization structure — IMF, GoK andhanagement
different actors KRA board Improved revenue +
Operational reforms geared towards seryigevernment
delivery and revenue enhancement — senioade facilitation — AU
management Eliminate red tape +
Ministry of finance was interested in Trag&U
facilitation to enable returns to be filed pn
time and fast track audit processes
Tax automation
Tax payer registration
Tax returns filing
Steps involved in Planning SIMBA
formulating Step 1: develop plans and strategies align®unplification of
reforms to the existing corporate plans and natignaidocesses — by review
goals of the process and
Step 2: seeking funding organizational structure
Step 3: consensus building prior [tand also getting the
implementation proper infrastructure in
place
Implementation Automation of
Phase 1 — taxpayer registration, filling grurocesses
payments
Phase 2 — automation and backend procgsses
involving introduction of GPRS enabled ETR
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data to facilitate real time transmission
invoice data and help processing of V4
refunds
Phase 3 — workflow and management repg

In the ministry of finance

Legal processes

Research — there is learning from ot
countries or implementation of auditd
recommendation
Technical process- the flow of informatig
flows from the officers to the departme
director, the Finance Secretary,
permanent secretary and finally the minig
to be presented in parliament
Parliament — here a number of bills wg
introduced in support of the reform: VA]

of

rts

ner
rs

DN
nt

he
ter

2re
r,

Excise tax, dispute resolution and application

of Information Technology. These are s
underway
Its passed into law

Political Processes

till

Within: once the officers make the
‘recommendation’ it is presented to the
minister. it is considered a technigal

recommendation. It is at this point that
decides to accept or not. In some cases if
recommendation is controversial and
ministers due to personal or exter
influences rejects it.

Without: in other cases, the minister conse
and it goes to the floor. However members
parliament may seek a technical meeting
be able to give the experts audience to be
to understand the bill. In this case there
two options they accept or reject.

Accept — this happens when it is 71
conflicting in their interest and those of th
constituents

Rejects — this occurs when it conflicts w|
the interests of their constituents.
instance, with the VAT bill there is a lot

F:

he
the

the

nal

Nts
of
to
able
are

ot
eir
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controversy surrounding the taxing of ba
foods: wheat flour and bread.

The MPs realize the voters, majority who

poor are against it and are therefore reluc
to oblige. On the other hand the technoc
realize the cartels are taking advantage

hike the price regardless. While they prg
the government does not get any reve
whichwill be used to improve basic service
Economic processes:

Tax administration being a priority {
the government there is allocation for
implementation and consequently refor
especially since 90% of the budget

supported through taxes collected.

Sic

are
tant
rats
and
nfit
nue
5.

(o]
its
ms
s

IMPLEMENTATION

Duration of

implementation

ITMS
Went live on Dec 2008. Phase one too
years and phase two is still ongoing

SIMBA
FBom 2005
However enforcemer

2006.

~—*

has been a continual
system

Actors : people andITMS SIMBA

institutions Departments: Domestic Taxes Departme@bvernment as the

involved (project team), ICT, procurement, marketinfginding agent
and communication and legal services The provider being
Financiers: Ministry of Finance (treasury)government of Senegal
International Monetary Fund and World BanKRA as the
and management of departments implementer
Consultants: Optimisa Chile and TatBusiness community gs
Consulting India the users
Pilotees:  taxpayers, banks, Nation&8takeholders: banks,
Registration Bureau, company registry clearing agents,
Institutions: KRA, MoF, Kenya ICT Board,insurance companies,
E-Government, ICPAK KAM

Those whqg ITMS SIMBA

provided Inception and strategic direction— Proje€ommissioner general

leadership sponsor the Commissioner General, head abf KRA and
steering committee and KRA board Projecbmmissioners
planning — Project owner customs
Project implementation - Project managers
and sectional head

Ministries involved| ITMS SIMBA
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Ministry of Finance — treasury
Ministry of Information and communicatig
ITMS as an electronic solution w
publicized by the ministry

Attorney general — contract

Ministry of Home Affairs - NRB

Ministry of Finance
n
as

Parliament’s
involvement

ITMS

Pursuit of Income Tax and VAT
requiring that traders install ETR
Budgetary provisions through ministry
fund the project

la

SIMBA
WMNo involvement  but
later a bill was passe
ton EAC to allow
electronic  submissio
of customs declaration

Need for lobbying;
reason and thos
involved

ITMS
e-rom KRA: Treasury was consulted f
budget approvals and Stakeholq

consultations to get buy in
To KRA: from private sector and WB ar
IMF for modernization of tax administratig
reforms to enhance service delivery
transparency process

Reason: without the shared interests betw
the different actors, the reforms may not h
been implemented with a sense of urgency

A

(e

SIMBA

oY es to get buy in of th
lstakeholder, a lot 0
sensitizations wer

ndlone to external an
rinternal
\richere were carried ol
in all borders, Nairob
eard Mombasa by th
aieplementation  tean
to all stakeholders.
There was a need 1
lobby since it was :
total change of the
process and there wx
need for all to have th
correct infrastructure i
place by the date to d
live

Inclusion of the

public, others

ITMS
Public/taxpayers involved  throug
sensitization forums and public participati
to provide views on the proposed products
cater for their needs
Pilotees — 100 Large taxpayer and 100 mig
taxpayers, requirements gathering
consultative meetings

Banks through the banking association g
payment gateway

Professional associations — ICPAK, Ker

q

and

SIMBA

JiSensitization of

otaxpayers and through

5 hoedia

dle

S a

stakeholders

O M =

D.

=

D

U o

[¢)

N

ya
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Bankers Association
E — government directorate
Kenya ICT Board

Influence of the
actors;
Their incentiveg

and reason behin

it

Balancing
interests
Effects
implementation

of]

on

ITMS
Commissioner General for project directi

and allocation of resources.
d

registrar provided data on
companies however the later have b
reluctant to provide updates because f{

out. There is a currently a data transmiss
protocol that is meant to ensure t
information is free to the public.

with interests in increased revenue collecti
They had to be convinced that the refor
will generate additional revenue.

Professional associations’ considerati
about the system were taken by the board
main users of their system, it's their memb
who file returns on behalf of taxpaye

successful implementation of the system
Kenya Bankers Association — they have
influence to encourage their members
embrace ITMS and facilitate electron
payments. E-filing of returns is pegged on
payments to succeed.

E -government directorate someh
influential to provide the overall ICT strate
in the public sector. Meaning 24/7 support
ensure the electronic processes meet f{
objectives.

Kenya ICT Board to offer support for tk
government to expand the ICT infrastruct
in the country.

National Registration Bureau and Compamgquired
registereghtries

receive payment for this and feel they losefrastructure and hal

Ministry of Finance/ treasury — Financingipload payment an

Therefore, their buy in is crucial to thevery

SIMBA
omhe clearing agent
were users of th
system and  wer
to lodge
online an
needed

correc

cHrerefore
hiegve

itm agree to train befor
hismplementation  date.
The banks too needed
to use the system to
d
oflso integrate with thei
nsystems.

=

To balance interest
Diisey adopted a phase
. &ygproach to the
edsferent modules by
rgrioritization. After
phase
implementation af
tealuation report wa
foesented  after
imonths. The
enplementation  wa;s
made easier since ea
party understood the
bvole and benefit

Jy

to

heir

ne
ure
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IMF & World Bank — funding for a revenu
mobilization system

Balancing incentives:

Greatest incentives is to expedite services
electronic platform and lower cost
administration. These were to be provided
long as actors were to mobilize th

balance had to be struck betwe
expectations and acceptability to man;
their expectations.

Effect on implementation of reforms:
Reduce any resistance from their member
the use of the products
They will affect implementation if they offe
no support from the beginning

As stakeholders, they may stall the reform
not favorable to their current operations

U

C

members to use the electronic products|

for

of

as

en

age

S in

=

S if

Formal and
informal valueg
guiding interactiorn
and how they
affect political
behavior of actors

ITMS

Professionalism
Contractual agreement
Integrity

Team work

All  were instrumental but contractu
agreement was very important as it I
consequences due to the severe penaltie
non-compliance. Secondly, the project gag
be complemented on time since no cont
variations on pricing was allowed.

al
nad
s for
] to
ract

Challenges
encountered  an
actors responsibl
for this and why

Financial constraints from the ministry

dFinance

eResistance from staff who think they will lo
their jobs and taxpayers fear that reforms

seal revenue loopholes

Political interference by MPs in th
engagement with parliamentary committg
i.e. finance, trade, budget committees hav

0SIMBA
Change
senanagement
wifiternal and
stakeholders

2esquired
iagnongst

d.ack of infrastructure

of
amorn
externg

|

especially

external
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other pressing national legislation

Slow/ low uptake of reform products such
the filing of tax returns, this was
consequence of the KRA staff not providi
guidelines on who should mandatorily f
returns electronically

Technological challenges on taxpayers sid
State of ICT infrastructure in the country
Timely legislative changes to accommod
reforms

Lengthy procurement procedures that bri
delays in equipment and resources
Language barrier with the consultants

Min of Finance - Constant innovation a
advancement in the IT sector: this means
people often find ways of by passing the |
and not paying taxes. For instance in

purchase of books and software online t
have been able to by-pass KRA

stakeholder

&Bome stations st
aontinues working with
noanual systems  thy
leevenue loss

Resistance from users
e

ate

Ngs

nd
that
aw
the
hey

How the challenge
were overcome

5ITMS

Finance — break projects into phases
Resistance of staff through engagem:g
updates and change management training
Sensitization of public, change managem
programs and appointing change agents
MPs engagement with parliamentg
committees

Upgrading ICT infrastructure to improy
performance

Constant regulation to try and keep up W
the constant innovation

SIMBA
Training
eAourt cases
sensitization
ent

Ary
e

ith

th
the

of
and

Success
reform
reason

e TMS

YES

Tax revenue has quadrupled from Kg
202bn to Kshs 800bn

90% of KRA operations are now automate
Cost of tax administration has remain
below 2%
Customer satisfaction rating has improved
65% (both corporate and individuals)

Yes but they need continuous updat

though the bills have not yet been passed

SIMBA
Yes
hRevenue has grown [
over 300%

j Standardization
gulocedures
Accountability
targo ie no loss
Transparency
r@entralization

0

of

of
be

im@cesses has
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law though it has been approved achieved using less
resources
Factors that madelTMS SIMBA

the reforms @ Management support
Committed teams
Funding and resources provision though
adequate
Stakeholder consultation
Corporate and strategic planning

Success

néunding and resources

Management support
Committed teams

provision though not
adequate

Stakeholder
consultation
Corporate and strategjc
planning

On a scale of 1-5 how has it been able to achievéallowing:

1. Not at all | 2. Good 3.Average 4. Very good| 5. Excellent
Efficiency X 1 1z 1
Compliance 3 X Z
Ownership 2X2Z 1
Sustainability 2 1x z

Key:

Numbers — KRA officials

X — Ministry of Finance
Z - SIMBA
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