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CHAPTER ONE

I NTRODUCTI ON
11 Background of the Study

Government need nassive revenue to support its prograns. Tax is a source of revenue.
Governments finance their operations and prograns throughtaxation aidor debt. Governnent use
tax to bring equality among citizens. Tax revenue finance public expenditure for economc
devel opent in addition to expansion of social services like health education to strengthen the
position of weaker dtizens. The i nplicationis that for dtizens to enjoy public good and services
they must pay taxes, therefore, Governnent would like to cdlect as nuch tax as possibe.  This
study focus on what the tax authority require to maxi mize on tax cdlection. The starting point
woul d be to understand howtaxpayers nake tax-related decisions.

The sources of tax revenue are income tax onincomnme and expenditure, property taxes, custons
duty, comnodity taxes or taxes on goods and services. In Kenya, the taxes are incone tax rertal
incone tax val ue-added tax exercise duty, capital gains tax and agency revenue. An aspect of

incone taxisturnover tax

1 11 Turnover Tax and Qo npliance

Turnover Tax (TQOT) is atax charged on gross sales of a business as per Sec. 12 (¢) of the Incone
Tax Act. The taxis payable by resident persons whose gross turnover is more than ksh 1,000, 000
but less than Ksh 50,000,000 inany diven year ( Kenya revenue aut hority2012).  Snall and
me di um busi nesses are thought nat to be payi ng enough taxes. The Conwissioner for Domestic
taxes at the Kenya Revenue Authority, Hizabeth Meyo, assertionis that turnover taxisto “bring
the infor mal sector intothe tax bracket and ensure equitabl e distribution of the tax burden” (Jaliq
2020).

Kenya Revenue Aut hority ‘attributedthe grow hinrevenue toi nprovedtax conpliance, enhanced
active surveillance, enforcenent operations and the inplenentation of the \oluntary Tax
O sclosure Program( VIDP)’ (Sandard Ne wspaper, 2022). Turnover tax was introducedin Kenya
in 2006 but shelved because of issues surrounding its admnistration It was replaced by the
presunptive taxin 2018 and then re-introduced through Hnance Act of 2019,



Turnover tax conpliance is the taxpayers’ capacity and wllingness to obey the turnover tax laws
and pay the right anmount of taxes (@ ganization for Economc Co- Qperation and Devel oprent,
2004). Tax perfor mance is the amount cdlected by tax authority and a good indicator of tax
conpliance. The Commi ssioner for Domestic Taxes a the Kenya Revenue Authority, Hizabeth
Meyo, assertionisthat turnover taxisto “bringthe infor mal sector intothe tax bracket and ensure
equitable distribtion of the tax burden” (Jaliq 2020). The Governnent to mn mze
nonconpliance, increased deterrence; increased infor mation reporting, decreased conpliance

costs; and i ncreased benefits, irtroduced tur nover tax

Theories that explain tax conpliance and perfor nance are, expected uility theory (economc
theory), behavi oral approachtheory and deterrence theory. Expected uilitytheoryis about the best
choice inthe face of uncertainty. It suggests that tax is paid by those who expect to benefit from
it (Kbret, 2021; von Neumann and Gikar Morgenstern, 1944; Alinghamand Sandno, 1972).
Benefit theory, ahbilitytopay theory and Deterrence theory e nerges fromexpected uility theory.
Taxationis neant to naxi mze welfare of al dtizens, whether they pay tax or not. Athur Seal
Pigoh devel opedthe ahilityto pay as criteriafor chargingtax (A goh 1932). The benefit theoryis
linkedto( Eic Lindahi 1958).

Behawvi oral approach theory focuses onthe noral, psychol ogical, and social reasons that i nfl uence
tax conpliance by the taxpayer ( M Kerchar and Evans2009). The enphasisinthistheory is that
people pay tax to be good citizens but that there are those who do nat conply (Fey 2003).
Deterrence theory relateto probability of detection andthe penaltyrate and model nonco npliance
as a cri ne (Sandno, 2004). The assunptioninthistheoryisthat no taxpayer wshes to pay tax
(Frey and Feld 2002).

Turnover tax (TOT) is acharge on gross turnover froma business and nat on profits of fir ns. The
uni queness of TOT, conpared to PAYE cdlected by the enpl oyer or VAT cadlected a the sale
point, isthat the decision to opt for itis anindividual decision Renta inconmne, professional and
training fees, andincone that issubject toafinal withhol dngtaxare nat includedin TOT ( Kenya
Revenue Authority, 2021). TOT target snall and nedium businesses (Ouma, Neruy Kamay,
Khainga & Kriga, 2007).



Busi nesses dslikes this tax because it is based on gross turnover (sales), neaning even firns
reporting losses pay TOT. Thistaxis costlytothe taxpayer because it is paid nonthl'y and requires
substantial accounting time. It is a proportional tax inthat the rate of tax renains unchanged
regardess of the level of turnover. Fomthe Kenya Revenue Authority perspective, TOT is a
si nplifiedtax syste mtargeting micro business. The idea behind TOT istolower taxrates, replace
incone tax, capital gains tax and a her taxes as specified under the law The objective of this tax

isto expand the tax base and have nore citizens payi ng taxes.

Tax conpliance is ataxpayer's decisionto observe taxlaws and regul ati ons by payi ng accurate tax
on tine. (Togler and Schneider 2007) view s that deterrence, socidogical and psychal ogical
factars coud explain conpliance levels. Taxpayers are aware, if they fail to observe tax
requirenents as specified by tax cdlecting aut hority, they wll be subjected to additional tax and
penalties equal tothe defaulted anmount and irterest. They can be jailed

1 1 2 Factors affecting turnover tax conpliance

An effective tax system nust be sinple efficient, and equitable. The deter mnants of tax
conpliance energe from the theories cited above. Tax conpliance is partly explained by the
taxpayer behavi or and collecting authority (Janes, 2012). The focus is on factors that taxpayer's
factor intheir tax conpliance decision Tax literature identifytax drivers. Inthis study, the focus
is onthe fdlowng drivers: taxpayer's level of incone, taxpayer level of education taxrate tax
rewards, tax audit and penalties, noral and ethical reasons and perceived fairness of the taxes
(Kbret, 2021). These factors are assumed to shape taxpayer attitude towards taxes. The
assunption is that conpliance is influenced by taxpayer attitude towards taxes, and that these
factors feed it othe taxpayer atitude.

1121 Taxpayer’s level of i ncone

Level of incone isthe combi nedincone of ataxpayer fromall sources. Evi dence el sewhere shows
that fluctuations inincome of snall and nedi um busi nesses i npact ontheir tax conpliance level
(Nadee and Pre naratna, 2020). The starting point for tax calcul ation is gross revenue (turnover);
and turnover tax is based onthe revenue frombusiness. Businesses wth fluct uating incones are

not likel yto opt for turnover tax



1 12 2 Taxpayer’s level of education

Level of education is about enpowering taxpayers to understand tax rules and principles to
enhance their tax conpliance. Level of Education explain a taxpayer's capacity to grasp tax
reguations (Fauziati, Mnovia, Mislim & Nasrah 2016). According to KRA tax education
provides knowedge and skills that shape citizeris atitude and perception about taxation ( Kenya
Revenue Authority, 2020). Asurvey by ( A- Ttaffi, Bn- Nashwan, Anrah 2020) ontax know edge
and the behavi or of taxpayers conclude that know edgeabl e taxpayers tend to be tax conpliart. It
is possible that know edgeable taxpayers, because they are nore tax infor ned resort to tax a

voi dance.

1123 Tax rate

Taxrate or rate of taxation isthe percentage of the taxable anount that is paid astax For exanple,
if your taxable armount is Shs. 100, 000, and you pay atax of Shs. 20 000, then your taxrate is 20
percent. Irtutivelytaxpayer would prefer alower taxrate because a higher tax rate increases the
tax burden, an argunent supported by The Laffer Qurve theory ( Mravete, Sei nb and Thurk
2018). Laffer curveis atheoretical relaionshi p bet ween tax revenue and rates of taxes, suggesting

that, a extreme taxrates of zero (0) percent or one hundred (100) percent, notaxis cdlected
1124 Tax benefits and rewards

Tax benefit and revards relate totax laws that help taxpayer reduces tax liability. It is debatabl e
whet her tax benefits or rewards encourage tax conpliance. It is inportant knowng whet her
taxpayer val ue the benefits or nat. Dfferent taxes have different benefits, and an exanple would
be atax credit for a qualified expense such as a donation Tax rewards are offered tothose who
are good taxpayers and credible infor ners who report atax fraud to encourage good behawi or.
(Bocknmann, Genschel, and Seel kopf 2016) studied the effect of positive rewards oninconmne tax
evasion behavior, concluding that rewards significantly affected taxpayer behavior. Grrillg
Castro and Scartascini (2016) reportedthat ‘rewardi ngtaxpayers for good behavior wtha durable

and visibe public good has large positive effects.”



Tax is also benefidd if tax payer see tangi ble benefits, specifically whether the governnent use
tax cdlectedtosafeguardthe economc and social interest of the atizenry. There should be norale
to pay tax However, tax norale and confidence is built over a period of ti ne and driven by
historical- and cutura factors (Feld and Frey, 2007).

1125 Tax audt and penalties

Tax audit is an exa mnation of taxpayer’s tax return by the tax aut hority starting wththe declared
taxable inconme. Tax penaltyis afine charged by the tax authority for tax non-conpliant, e g for
payi ng taxes late or for understatingtaxableincome. Theideaistofind out and punishthose who
are nat taxconpliant. VI the fear of penalties nake taxpayers tax conpliart, specificallyturnover
tax conpliant? WII taxpayers be rel uctant toregister as ataxpayer whenthreatened wthtax audits
and penalties? Assum ng ataxpayer is a uility maxi mzer, then one woul d expect the taxpayer to
avoi d paying taxes as long as the benefit of tax evasion is higher than the cost of avoi dance
( Mllliron and Toy, 1988).

Tax authorities use the threat of punishnent to deter nonconpliance ( Mbhdalia Isa and Yusoff,
2014). ( Mvhdalia, Isa and Yusoff 2014) found that a threat to punishment has no effect on
taxpayers level of conpliance but nake themless conpliant. (Park and Hyun 2003) found a
positive relationshi p between penalties and tax co npliance, yet (A m Jackson and M Kee 1992)
report a negative relationship

1126 Mra and ethica reasons

Moralityis about right or wong and good and bad behavi or. Is it unethical or i mmoral not to be
tax conpliant? Tax payers who consider it noral or ethical payingtaxes are a higher conpliance
levels thanthose who are nat. Therefore, a higher val ue of ethics is expectedtoleadto better tax
conpliance. (Dell” Anno 2009) found that tax noraleis driven by the taxpayers’ irtrinsic attitudes
to honesty and social choices.

1127 Perceived fairness of taxes

There shoul d be noraleto paytax However, tax morale and confidence are built over a period of
ti ne and driven by historical- and cutural factars, around howfair taxes are (Feld and Frey, 2007)
A fair tax systemallows ataxpayer to keep nost of the noney they nake; it does nat leave the
taxpayer worse off (Hchardson 2005). Fairness can be procedural, dstributive and retributive.



Procedural justiceisfairnessinthe processes (rues and regul ations) that resol ve tax dsputes (L nd
and Tyler, 1988). Dstributive justiceisthe apparent fairness of outcomes or resource alocations,
inthis case tax outcone; the tax systemshoul d not be discri mnative (Adam 1965). Retributive
justiceis about punishnent for wong doi ng It isthe belief that those who do wong are punished
and the victi ng shoul d be conpensated but fairly, there shoul d be punishment for people who do
not pay taxes and rewards tothose who are tax compliant ( Vdlen 2015).

113 Taxin Wstern Kenya
Kenya Revenue Authority for effective admnistration of tax and nove c oser totax payers have

mapped the countryintosixregons, wthregonal offices & Hdoret, Nakuru, Ksunu ( Véstern
Region), Mvnbasa, Enbu, Nyeri and Headquartersin Nairobi. This study focus on Vésternregion

and covers the dd Nyanza and Véstern Kenya provi nces.

Turnover tax was irtroduced to naxi mze tax cdlection from small and medium businesses, such
busi nesses are prevalence in Véstern Kenya as either large conpanies do nat exist inthis areas, or the ones
that exist e g sugar conpanies have collapsed or, are under recei vership These are lowtax regi ons.

However of late due toi nprove nent ininfrastructure in courties such as Kakanega and Busia, nany s nall
busi nesses are conming up. Such businesses will have to be taxed and it is i nportant capt uring the attitude

of tax payers inthese regions.

12 Statenent of the problem

The Government introduced turnover tax to encourage small and nedium businesses to be tax
conpliant. Snall and nedium businesses were thought not to be paying enough taxes due to
lengthy and detailed tax conpliance require ment. The assunption was that tax based on turnover
woul d encourage s mall and medi umbusi nesses tobe tax conpliant. However the government have
realized that negative gap bet ween government expenditure and revenue is largely due to tax
nonco npliance; and the governnent is asking KRAto cdlect noretax Thereforeitisi nportant
understandi ng factors that taxpayers consi der to be tax conpliart.

Tax conpliance is about observing tax laws by paying taxes as required (Qganization for
Economc Co- Qperation and Devel opnent, 2004). Tax conpliance is central to the anount of

taxes cdlectable; synonyns of nat payingtaxes istax evasion and tax avai dance. ( Alinghamand
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Sandno, 1972, Kassa, 2021) suggestedthat nanagingtax conpliance require an understandi ng of
factors that drive taxpayers totax evasion and avoi dance.

(Ndungu 2013) asserts that staff notivation enployee conpetency, infrastructure, tax legislation
i npacts ontax cdlection Hbwever, even wththesein place thetax conpliance level islow This
suggests a msunderstanding bet ween tax payer and collector. Therefore, it is necessary explai ning
the gap bet ween the tax collected and tax that was expectedto be cdlected. ( Wrld Bank 2021)
report indicates that financing gap for developing countries is about $2 5 trillion annually.
Developing countries like Kenya face serious challenges in cdlecting taxes. The report
recomnends appropriate tax paides and practices. A at Dece nber 2017, Kenya’s national debt
stood a Shs. 4 585trillion andthisjunpedto Shs. 8 206 trillion as a December 2021, anincrease
of Shs. 3621 trillion or anincrease of 79 percent, andthisis partly because nat enoughtaxis being
colected (Kenya Revenue Authority 2021) report shows that Kenya’s tax gap renains high and
there is a need to expand the tax base. Infact, the idea behi nd turnover tax istoincrease the tax
base.

Turnover tax target self-e nployed and small businesses, as this group exhibits lower rates of
voluntary conpliance (Ali, Cecil and Knoblett, 2001). Hence the need to understand low
conpliance rates. A number of factors are nentioned in the literature as explaining non tax
conpliance. However, the factors surveyed inthis study as having an i npact onthe anount of
collectedtax are: taxpayer'slevel of incone, taxpayer level of education tax rate, tax rewards, tax
audit and penalties, noral and ethical reasons and perceived fairness of the taxes. The preceding
factors mght appl ytoal taxes, but for better nanage nent, it woul d be i nportart identifyi ng which
of these factors is specific to turnover tax For exanple, taxpayer’s attitude shaped by level of

educationis examnedtoestablishtheir effect ontax conpliance (Tedele 2015).

Further nore, thereis noagree nent asto whet her this factor have negative or positive effect ontax
conpliance andtax calectable. Sone tax payers dislike TOT because it is based on gross turnover
(sales); ahers like it because it issinple. TOT is nainly targeting SMES on the assunption that
S MEs don’t pay taxes, which mght not be true (Jaliq 2020).



While ( Mbhdalia Isa and Yusoff 2014) found that athreat to punishiment have no effect on tax
payer’s level of conpliance, (Park and Hyun 2003) found a paositive rel aionshi p bet ween penalties
and tax conpliance, bu (A m Jackson and M Kee 1992) report a negative relationship. (Johns
and Senrod 2008) found that those wthlessincome do nat declarethe correct anount of taxable
incone. (Durham Mnly, & Rtsena, 2014) found no relationshi p bet ween overall conpliance
and the taxpayer incone level. (Mtzhaki 1974) argued that the income the tax payers report as
taxabl e get less as tax rate i ncreases. (Alinghamand Sandnp 1972) found no connection bet ween
reported taxable incone and tax rate. Wiile irtention of tax benefits and rewards is to enhance
conpliance, wthdraw ng the benefit o taxincertive reduce conpliance (Aclan and Levy, 2013,
Gneezy, Mier and Rey-Bel. 2011). However, the findings are mixed (Feinstein 1991), report a
negative relaionship between tax rates and tax evasion when the data for 1982 and 1985 are
anal yzed separatel y, but a positive relationshipinthe pooled data

The factors irtroduced above apply totaxes in general. However, it is not dear which of these
drivers is specific totunover tax in western Kenya. This study will answer the question What

factors drive taxpayer decisionto conply wthtunover taxin western kenya?

13 Research (bjective

The study intends to establish factors that drive taxpayer decisionto conply wthturnover tax

14 Value of the Sudy

The government, the tax auhority and aher stakehol ders can use the findings to increase tax
perfor mance anong snall taxpayers subject to turnover tax and general tax cdlection in our

country, hence boosting economc grovih The findi ng can be usedtorevise tax lavs.
Practitioners wll use the findings toi nprove ontheir tax nanage nent.
Scholars and researchers who need to grow and/or advance their expertise inthe field of tax

conpliance and admnistration wil be interestedin the study.

The findngs wll addtothe taxliterat ure and for ma useful input totaxtrainers.



CHAPTER TWO
LI TERATURE REM EW
21 Introduction

In chapter one the background of the study, state ment of research proble mand research objective
is presented This chapter discusses literature review on the theoretical frane work and factors
affecting tax conpliance. The literature reMewis linked tothe ol ective of the study, specificaly
literat ure on factors that drive turnover tax conpliance.

22 Theories

Tax theories explain tax conpliance behavior of taxpayers. The theories reevant tothis study
include expected uility theory, behavioral theories on taxation the benefit and ahility to pay
theory.

2 2.1 Expected utility theory

The orignof thistheoryis d mnishing narginal wility. Tax payers recei ve decreasing uility from
each additional shilling as income increases. The expected uilitytheoryis usefu whenthe payoff
is uncertain (John von Neurmann and Gkar Mbrgenstern 1944). This theory is a about the best

choice inthe face of uncertainty. The benefits of tax totaxpayers appear tobe uncertain therefore
whet her to pay tax or nat is built around expectations. Thistheory suggest that taxis pai d by those
who expect to benefit fromthe tax (Alingham & Sandno, 1972). The taxpayer is faced wth
calculatingt wo probabilities, nanel ythe probability of benefiting and nat benefiting fromtax pai d

This theory of tax evasi on, pred cts a negati ve rel ationshi p bet weentaxrates and evasi on whenever

fines arei nposed onthe evaders (Mtzhaki 1974); Anincreaseintaxrae assumng no changein
tax benefits lower investar’s level of satisfaction fromtax hence they resort to evasion The
expected uility theory (EUT) predicts a negative relaionship bet ween tax rates and evasion
whenever fines are i nposed on the evaded tax Therefore taxpayers exhi bit decreasing absol ute
risk aversion ( itzhaki 1974). The concl usionisthat conplianceis about maxi mzingthe outcone

for the taxpayer and nat necessarilythe tax cdlectar (Hashi nzade, Mies, & Tran- Nam 2013).



2 2 2 Behavi oral theories on taxati on

This theory hel pin understandi ng tax payer behavi or. This theory suggest that tax conpliance is
shaped by socidogical attitude and beliefs (Smith and K nsey, 1987). Behavioral theories on
taxation rely on psychology and soci d ogy to understand how and why citizens pay or refuse to
pay taxes. The assunption is that taxpaying depends on the social situation of the tax payer.
Behavi or is shaped by attitude, experience and beliefs (Kent. and Karyl. 1987). Behavioral nodel
woul d explai ntax position of the tax payer not explained by economc nodel as dscussed under
expected uilitytheory.

2.2 3 The benefit and ahility to pay theories

These are aspects of expected uilitytheory wthfocus on publicfinance. Thistheory eval uates the
effidency of taxes and was advanced by ( Wcksell 1896) and (Li ndahl 1991). The benefit theory
states that those receiving the benefit shoul d pay more taxes than those not recei ving the benefit.
Practically busi nesses wth the hi ghest turnover benefit nore fromt he soci ety and shoul d pay nore
for the benefits. It bases taxes to pay for public-goods, expenditures on a pditically-reveal ed
wi llingness to pay for benefits recei ved

The ahbility-to-pay principle assumes that everyone well-being depends upon a schene of
cooperation wthout which there wll be no satisfactory life for adl. (Rawal 1971) viewis that
inequalityis acceptable only if it hel ps lift the life of those who are worst-off. The ahility-to-pay
principle, whichisthe nost accepted theory of taxation isinterpretedtomean that a progressive
tax rate structure is put in place as opposed to turnover tax which is a aconstart rate. English
phil osophers John Locke and Thonas Hobbes d dnat support ahility-to-pay principle, arguingthat
equity shoul d be neasured by what is spent and not what is earned (Britannica 2022). Taxes like
VAT are consunption-based and are driven by the ahility-to-pay principe.

23 Enpiricd Sudes
2 31 Turnover tax

The introduction of turnover taxis based onthe assunptionthat snall and medi umenterprises are
not tax conplaint under the conventional tax syste m(Smnul ders, Sidingh and Franzsen 2017);

and turnover taxis a nmicro-businesses’ tax neant to reduce conpliance costs. It is an al-incl usi ve

10



taxthat replaces a nunber of taxes such as incone tax and capital gains tax. For thistax the tax
rate was reduced from3 percent to 1 percent (Kenya Revenue Authority, 2022).

(Lindeque 2012) finds justification for turnover tax That is, taxpayers, ontheir own can filetheir
tax returns, thus reducing their tax conpliance costs. Those who opt for TOT will nat require the
services of tax practitioner. The evidence of the successful turnover tax systemis less reliance by

taxpayers ontax practitioner tofiletax returrs.

(Rahi m2015) using data in Republic of South Arica does nat think TOT systemis the best for
small businesses because it ignores the key aspects of an effecti ve tax system such as deductible
expenses and capital allowances. G uckman and Turner (2018) concluded that TOT systemis nat

fair because it ignores nmoderntax principles nentionedin (Rahi m2015).

232 Tax npliance

Conpliance hastwo sides. Tax calector is assunedtotake decisions that naxi mzetax cdlectable
while taxpayers woul d want reduced tax pay nents; however, bathtax cdlector and taxpayer mnust
judiciously fdlow taxation guidelines ( MC Kerchar and Evans 2009). There are aso noral,
economc and social factors that i npact ontax conpliance. People pay tax to be good citizens —
thetheory of tax norale (Frey 2003). The drivers of tax conpliance fromt he taxpayer perspective
include fear and respect for tax cdlecting aut hority ( Doyle, Keegan, Reeves, 2020).

2 3 3 Deter mnants of Tax Gonpliance

The drivers of tax conpliance andtax cdlectib e incl ude taxpayer'slevel of incone, taxpayer level
of education taxrae taxrewards, tax audit and penalties, nmoral and ethical reasons and percei ved

fairness of the taxes.

2331 Tax payer’s level of i ncone

(Nadee and Pre maratna 2020) study on snall and nediumlevel business found that fluctuations
of the taxpayer’s level of incone i npact ontaxpayer’s conpliance. The amount of tax payable is
driven by the taxpayer’s level of incone. (Johns and Semmod 2008) found that those wth less

incone do nat declare the correct anmount taxable the result is less tax colectable. Qher
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researchers find no relaionshi p bet ween overall conpliance andtheincome (Durham Mnly, &
Rtsena, 2014).

2.3 3 2 Tax payer level of education

Lowlevel of education would nean failure tointernalize the turnover tax system Turnover taxis
not adopted by taxpayers due totheir ignorance and lowlevel of education (Labuschagne, 2018).
Tax education is naki ng taxpayers understand why taxes are paid and the process of cdlecting
taxes (Aksnes, 2011). Tax infor ned payer is aware of critical tax palicy principles (Fauziati et a.,
2016; Loo, 2016); (Loo e a., 2014) found that under the self-assess ment system educated
taxpayers showa hi gher level of tax conpliance. Asurvey by (A-Ttaffi, Bn- Nashwan and Anrah
2020) onthe influence of tax know edge onthe behavi or of taxpayers found that know edgeabl e
taxpayers tend to be tax conpliant. (Kasippilai and Jabbar 2013) concluded that a good
understandi ng of taxes leads to higher tax performance rate. Their conclusion was based on the
observation that, 97 percent of respondents had tax awareness, and SVES in Ml aysia adheres to
taxlegislation Inany case educated, taxpayers are nore likelyto correctly calcuate tax liability
than the uneducated group. (Harris 2013),found that SIVEs inthe Lhited Kngdomare tax-savvy,
as nost of themare educated and aware of tax legislation

In Kenya, (Gtary 2017) concluded that “stakeholder's sensitization is positively related to the
taxpayers educationto correctly calcuatethe tax payable, wtha correlation coefficent of 0 810."
However, theirterest inthis study wll be the effect of education onturnover tax (Hnsford 2015)
observed that small business taxpayers were unaware of tax requirements, the result being
uni ntentional tax non-compliance. However, there is evidence that the level of educationis nat

linked to evasion or avoidance ( Hte, 1995).

2333 Tax rate

Tax rateis a the center of conflid bet ween taxpayer and tax callector inthat the taxpayer prefers
alower rate. However, tax collectors prefer a higher rate; and this explains why tax refor ns focus
ontaxrates (Gle and Samwi ck, 2014). Sudies onthe relationshi p bet ween reportedincone, actual
incore and tax rate show mxed findings,. (Mtzhaki 1974) argued that the incone the taxpayer's
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report reduces as tax rate increases; however, (Alinghamand Sandnmo 1972) found no connection
bet ween reported taxable income and tax rate.

Investors who are tax payi ng prefer alower tax rate because they prefer topay less taxin order to
have a higher incone that enable them finance their consunption and save.. (Alingham and
Sandno 1972) argue that risk averse consumners choose tax evasion under certain circunstances

because hi gher tax rate reduce dsposabl e incone.

The argunment advanced by (Gle and Samw ck 2014) is that tax rate cuts encourage ind v dual s
to work save, and invest. This happen when savings fromthe tax cuts are invested inincone
generating prgects. If resulting income is subjected to additional taxation the tax cdlector also
benefits. The alternative argunent isthat whentax rates aretoo high the taxpayer wll understate
their taxable incone thus becomng non-conpliant (Feinstein 1991). For exanple when Russia
enpl oyed a fla taxrate tax revenues increased (Papp and Takéts, 2008). The concl usion was t hat
tax rate cuts increase tax revenues through tax conpliance. Equally lower taxes translate irnto
higher income because the taxpayer wll pay fewer taxes (Alinghamand Sandno, 1972). A
menti oned above, the findi ngs of (Feinstein 1991) are mixed

2 334 Tax Benefit

(Fochnmann and K dl 2016) reported three findings: that the relationship bet ween rewards and
perfor mance is negative; rewards have no effect on decisions nade by those rewarded but
negativel y affect those not rewarded It is nat dear whet her to use reward or nat. The third finding
was ‘an inverse wshaped relationship bet ween public good contribution and tax conpliance’,
suggesting that use of tax benefits and rewards increase s conpliance up toan opti num poirnt, but
further use of tax benefits and rewards has negative effects on conpliance. (Brockmann, Genschel
and Seel kopf 2016) raised the question: ‘Can governnent increase tax by rewarding honest
taxpayers? They found that reward affected taxpayer behavior but there is a level of obscurity.
They asserted that the level of response torewards differed bet ween nen and woren. Wen the
reward systemwas irtroduced, wonmen were nore tax conpliant than nen.
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2335 Tax Audit and penalties

(A nis 2013) evidence confir ns wdespread tax avoi dance and evasi on across countries. An audit
with a higher likelihood of detecting or unearthing non- conpliance encourage conpliance. An
audit that highlight the probability that non tax conpliant wll be dscovered and punished is
expected to encourage conpliance. (Anaw 2016) found anincrease intax conpliance when the
possihility of atax audit is great. ( Vitte and Wodbury 1985) report mixed findings, that is, the
audit may have a positive, negative, a no relaionship wth conpliance.

The deterrence theory tells us that tax payer reported incone and tax payable is explained by the
probahility of detection and the penalty (Sinivasan, 1973). Gonpliance wil be higher, the greater
the risk of detection ( Heine mann and Kocher, 2000).

2336 Mra or ethicd reasons

The propositionisthat tax payers who believe inethics are tax conpliant than those who are na;
that isind vidual'stax compliance decisions are driven by that i ndividuals ethics (A mand Tordler,
2011). (Devos 2014) in Australia concluded that tax morals, tax fairness i npact on taxpayer
conpliance. (Hendersonand Kaplan 2005) found a rel ati onshi p bet ween ethi cal eval uati on and tax
conpliance. (Amand Torgler 2011) asserted that individuals are not aways selfish and self-
interested as assumed under the standard neoclassical paradigm and there is no unifor mty in
ethics across indviduals, adding that dfferences matter when it cones totax conpliance. (A m
and Torgler 2011) concluded that conpliance relies on trust and how ethical taxpayers are.
Taxpayer’s wll conplyifthey believeitisi mmoral not to paytax (Torger, 2008). (Asnaw 2016)
report that ethics i npact ontax conpliance at dl audit levels.

2.3 37 Perceived fairness of the taxes and tax system

Ataxpayer atitude towards taxation can be negative or positive (AanR021). Taxpayer's nindset
i npact on tax conpliance behavior (Aam2021). Aam(2021) reported a negative relationship
bet ween taxpayer atitudes and non- conpliance behavior. (Joshitta Dwvya and Princitta 2013)
and (Nkwe, 2013) bath concluded that perceived fairness of taxes explains tax conpliance
behavi or. Taxpayer wll be rel uctant in payi ng taxes if taxation i nduces economc dstortions that
translate irnto welfare losses (Gle and Samwi ck 2014).

14



Afair tax systemis one, which is equitable to al citizens. Thisis linked totwo theories, nanely
benefits recei ved and ability to pay. In (Krchler 2007), the proposal is that taxpayers, intheir
conpliance decision evaluate howfair the tax systemis. This suggests that fewer taxes wll be
collected whenthe tax systemis unfair.( Saad 2012) conpares the tax fairness andtax conpliance
bet wveen New Zealand and Mlaysia concluding that, indvidual atitude towards conpliance
explained the difference in conpliance levels. The objective of tax nanage ment isto ensure fair
tax assess nent, efficient and equitable tax cdlectionto nmaxi mize on tax revenue ( Wrld Bank

2015). Taxes which are fair i nprove the nmorale of taxpayers (Torgler and Schnei der (2007).

(Faizal and Palil 2015) exam ned tax fairness and tax conpliance in Milaysia concluded “Result
shows that the respondents believe in perceptionthat fairness coul dinfl uence their tax conpliance
behavior. However, only procedural fairness has positive and significant correlation wth tax
conpliance. Manwhile, distributive and retributive fairness onl'y bears positive but insignificant
correlaion ™

The ather aspect of fairness is efficent admnistration of taxes. Efident admnistration of tax
requirethat taxlave are precise, predictable cost-effecti veness, and convenient (Bitannica 2022).
Taxes nust be under an accountable authority, such as Kenya Revenue Authority, to gain the
confidence of taxpayers as to question the taxes they are asked to pay. The cost of conpliance
must be reasonable interns of paper work and labor ti ne. Conpliance costs include: costs of
keeping records, filing of tax returns and reduced tax liahility ( Hidson and Teera, 2005). Hgh
conpliance costs woul d under mne level of conpliance (Hidson and Teera, 2005).

24 Summary of Literature Review

The literature idertified theories that anchor this study. It dsoiderntified the patential drivers of
tax conpliance. The drivers ranges from variations intax payer’s level of incone to perceived
fairness intaxes.

The enpirical studies are on turnover tax conpliance and its deter ninants which include taxpayers’ level
of incone, taxpayers’ level of education tax rate, tax benefit, tax audit and penalties, noral and ethical
reasons and perceived fgairness of taxes. The theories reviewed enphasize on taxpayers behavi our and

reaction totaxes and there is a need to establish which of theories apply toturnover tax This is done by
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guestioni ng taxpayers. Anumnber of questions on factors presented tothe taxpayers are anchored on these
theories, the nost popular one being ahilityto pay theory. Questions on whet her taxpayers benefit fromt he
tax they pay is linked to expected uility theory. Tax payers are unhappy when tax is not beneficial, one
researcher assertedthat anincrease intax assumng no change intax benefits lower investor’s satisfacti on
fromtax Not surprisingy (Mtzhaki 1974) conclude that taxpayers exhibit decreasing absd ute risk
aversion It is dear that taxpayers are na tax averse as intutiontell us. It energes that tax conpliance is

about nmaxi mzing outcomne for taxpayers and nat tax collector.

Fromthe enpirical studies, there is no agreenent on the factors that drive turnover tax conpliance.
Therefore the literature helped inidentifying research gap and providing a platformto discuss findings in
the study as is presented in Chapter four. FFomthe literature reMewa concept ual frane work e ner ges

as presented bel ow

| NDEPENDENT VARI ABLES DEPENDENT VARI ABLE

Tax Payer Level of Incone

Tax payer Level of Education

Tax Rate

TAX
COMPLI ANCE

Tax Benefit

Tax Audit and Penalties

Moral or Fthical Reasons

NV

Perceived Fairness of Taxes

CONCEPTUAL FRAME WORK

=
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CHAPTER THREE
RESEARCH METHODOLOGY

The previous chapter presented the theories anchoring this study and reviewed and synt hesi zed
prior studies related to the research problem under investigation and research objective. This
chapter presents and justifies the choice of research design populaion of the study and sanple
and sanpling frane.

The ather parts are the data cdlectioninstrument and howthe data was analyzed.

31 Research Design

Bryman and Bell (2007) notethat a well-structured study designisthe key fromhypat hesis witing
to data analysis. The study adopted a descriptive research design This approach is appropriate
because the researcher intends to survey factars that taxpayers consider in their turnover tax

conpliance. The ai mistoidentifytax conpliance factors that are considered by taxpayers.

3.2 Popu ation of the study

The study chose the taxpayers in Ksumu, inthe Donestic Taxes Department Small Taxpayers
offices in Ksunu as the main unit of anal ysis. This is because turnover taxpayers fal under this
depart nent. The tatal number of those who pay turnover tax are 235 taxpayers. (Kenya revenue
aut hority2022).

33 Sanple and sanpling frane

Wing the Kejcie and (Morgan 2012) table shared the sane for nula wth (Cochran 1967), the
sanpl e size froma popul ati on of 235t urnover taxpayers around Ksunu city wll be 147, allowng
anerror margin of 5%and a confidence level of 95% To choose the 147 from a popul ation of 235,
SPSS statistical package randomagenerator wll be enpl oyed
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34 Data Qillection Imstrunents

The study was a survey on deter mnants of TOT conpliance fromthe perspective of the taxpayers.
It is about capturing taxpayers attitudes toward turnover tax It enployed pri nary data collected
through a questionnaire to capt ure the response of the indivi dual taxpayer. G venthe large nunber
of tax payers, the questionnaire was self-admnistered that is delivered inpaper-and-pen for mat.
The study e npl oyed a dose-ended questionnaire that all ows the respondent to assign a nunber or
val ue to each answer for ease of analysis. The aim was to capture, summarize and conpare the
responses of dfferent individuals; and get higher response rate.

35 Data Analysis

The use of dose ended questionnaire allowed far the derivation of descriptive statistics.
Frequencies were calcuatedto get basic infor mation. Each question responded to was described
interns of nean nedian, node, mini mum naxi num and standard deviaion which enabled
ranki ng of factors.

The study used factor anal ysis to idertify key factors that explained turnover tax conpliance.
Factor anal ysis hel pedtoidentify asnall number of factors that explain nmost of the variance.
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CHAPTER FOUR
DATA ANALYSIS FI NDI NGS AND DI SCUSSI ONS
4.1 Introduction

The previous chapter presentedthe overall research designand net hods of anal ysis. Inthis chapter,
the results of the survey are presented The cdlected data was used to address research objective
which was toestablishfactors that drivetaxpayer decisiontoconply wthturnover tax Descriptive
statistics and factor analysis is used to capture and filter infor mation from the data supplied by

respondents. Summary and discussion of the findings is presented at the end of this chapter.

4.2 Response Rate
In chapter Four the tatal numnber of those who pay turnover tax are 235 taxpayers, and a sanple

size of 147 was considered appropriate, this sanple size gve a confidence level of 95%that the
real valueis wthin #5%of the surveyed val ue. Cne hundred and forty-seven (147) questionnaires
were sent out and fifty-five returned gving aresponse rate of 37. 4 percent; for a survey such as

this aresponse rate of at least 30 percent is acceptable.

4.3 Respondents Background Infor ration
The taxpayers sanpled have been in business for a period of one (1) toten years, the najority

(74.5 percert) have been in business bet ween 2 years and 8 years. This neans that the respondents

have enough experience withturnover tax as shown in Table one.

Table 1: Age of your busi ness

Frequency Percent Valid Percent Cu mul ative Percent
0-1 Years 9 16.4 16.4 16.4
2-3 Years 24 43 6 436 60.0
4-6 Years 11 20.0 20.0 80.0
Valid

7-8 Years 6 10.9 109 90.9
9-10 Years 5 91 91 100.0
Total 55 100.0 100.0

Source of Data: Pri nary Data
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The infor nation intable one suggest that the respondents have been in business long enough to
understand and effecti vely comnent about the effect and struct ure of turnover tax

The respondents were asked when they started payi ng turnover tax and results presented intable
2 Theideaistoestablish whether overti ne thereisi nprove nent incdlection of turnover tax by
way of nore firns opting for thistax Intable 2 only one jainedin 2012 while 13janedin 2019
and 2021 This suggest tur nover tax awareness. (See table 2). It appears that overti ne, thereis an

increase intax payers opting for thistax

Table 2 When d d you start payi ng turnover tax?

Frequency Percent | Valid Percent Cu mul ative
Percent

2012 1 18 19 19
2013 2 36 37 56
2014 6 10.9 111 16.7
2015 2 36 37 20.4
2016 3 55 56 25.9

Valid 2017 4 7.3 7.4 333
2018 4 7.3 7.4 40.7
2019 13 236 24.1 64.8
2020 6 10.9 111 75.9
2021 13 236 24.1 100.0
Total 54 982 100.0

M ssing System 1 18

Tota 55 100.0

Source: Researcher

The result of taxpayers level of educationis presentedintable 3 Frst, level of educationindicates
the ease wth which respondents woul d respond to the questions in the survey. Al respondents
went beyond pri mary education nost being undergraduate (346 percent) and technical or
vocational (28 8 percent) (see table 3). Second, it indicates the capacityto understand and conply
with tax rdes. V¥ expect any tax payer wth secondary education and above to be able to

understand basics of taxation or to be aware that there are professional who assist ontax natters.
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Table 3: What is your level of education?

Frequency Percent Valid Cu mul ative
Percent Percent
Secondary 9 16.4 17.3 17.3
Technical/
. 15 27.3 288 46.2

Vocati onal

valid Under graduate 18 327 34.6 80.8
Post graduate 9 16.4 17.3 981
Q her 1 18 19 100.0
Total 52 94.5 100.0

Mssing System 3 55

Tota 55 100.0

Source: Researcher

Turnover tax is popular with those businesses wth aturnover of bet ween five hundred thousand
shillings (Kshs. 500, 000) and one mllion shillings (45 5 percent) and less popul ar wththose wth
a turnover of shs. 4 nillion (see table 4). Oly 5.5 percent wth a turnover of bet ween Kshs. 4
mllionto Kshs. 5 nillion opt for turnover tax This suggest that those wth higher turnover opt for

ot her taxes.
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Table 4: Turnover per Year

Frequency Percent Valid Cu mul ati ve
Percent Percent
Bet ween Kshs. 500,000to
Kshs. 1 nllion 25 455 455 455
Bet ween kshs. 1 nillionto
Kshs. 2 nillion 13 23.6 23.6 69. 1
Bet ween kshs. 2 nillionto
Valid Kshs. 3 nillion 11 20.0 20.0 89.1
Bet ween kKshs. 3 nillionto
Khs. 4 nllion 3 55 55 94.5
Bet ween Kshs. 4 nillionto
o 3 55 55 100.0
Kshs. 5 nillion
Total 55 100.0 100.0

Source: Researcher

4.4 Factors Afecting Turnover Tax
There were seven variables inthis study nanely, tax payer’s level of incone, tax payer’s level of

education tax rate tax benefit, tax audit and penalties, moral and ethical reasons and percei ved
fairness of taxes captured through a psychonetricinstrunent. The assunptions isthat the variabl es
are idertified as factors affecting turnover tax conpliance. Uhder each variable are itens,
presentedinter ns of dose ended questions. G ose ended questionnaire was e npl oyed to capture
the perception of taxpayers on turnover tax conpliance. This enabled scaling of responses as
fdlows:

Strongly agree =1; Agree =2 Neutral =3 [Disagree =4 and Srongly Dsagree =5

This being a survey, descriptive statistics was empl oyed The Frequencies procedure is used to
provide statistics usefu for describing factors and itens constituing the factors. For exanple,
under the variabl e, tax payers level of incone, there are five itens (questions), see table 5 The

frequency table shows the precise frequencies for each category or item
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4.4.1 Tax Payers Level of Incone

Table 5 provide description of variable that capture respondent’s atitude to taxpayer’s level of

incone as a deter mnant of turnover tax conpliance. Forty-six(46) percent of respondents dsagree

that they do nat pay tax because they do nat qualify; however a nost thirtyone (31) percent (11 %

plus 20% agree that a ti nes they do nat qualify to pay turnover tax This is a pointer that

fluct uations inturnover cannat be ignoredina decisionto pay turnover tax or nat. The standard

devi ation of the question TPLI 1 (1 31) whichis greater than 1, confir mlack of agree nent anmongst

respondents. Asubstartial nunber of respondents agree that instances arise when they qualify to
pay turnover tax 40 percent (15%plus 25% but they opt for ather taxes; The aher 40 percent
disagree (see variable TPLI 2 Hghty-nine (89) percent see ( \Variable TPL 3) agreethat fl uct uati ons

in sales is i nportant in decidng to pay turnover tax a standard deviation of Q85 suggests

concurrence onthisissue anongst responderts.

Table 5: Frequencies- Tax Payers Level of Incone

Strongly Ds- Strongly
agree Agree Neutral agree Disagree Tota
1 2 3 4 5
Std
% % % % % Mbde Devi-ation
A tines | do nat pay
turnover tax because | do nat
qualify (TPU 1) 54 11 20 4 46 19 100 4 131
A tines | qualifyto pay
turnover tax but I opt for
ot her taxes( TPLI 2) 55 15 25 7 40 13 100 4 133
Huctuations insales nmake it
difficut conplying wth
turnover tax
requirements( TPU 3) 55 38 51 5 4 2 100 2 0.85

Source: Researcher

4.4.2 Tax payers level of education

Education refer totax education specificaly know edge and skills that shape taxpayers attitude

towards tax conpliance. The objective was to establish whet her tax payer level of tax awareness

affect their turnover tax conpliance. Unhder this variable are eight questions, starting wth TPLEL
to TPLE8 as shown intable 6
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Table 6: Tax Payers Level of Education

Strongly
agree

Agree

Neutral

Disagree

Strongly
Disagree

not
know

Total

4

5

Mo de

St
Devi ation

Valid

%

%

%

%

%

%

%

KRA does nat provide
enough i nfor nation on
turnover tax (TPLEL)

55

15

47

18

100

126

KRA prowvi des
infor mationthat is
difficut tofdlow
(TPLE2)

55

15

24

44

100

112

I have torely ontax
consultartstofile tax
returns( TPLE3)

55

18

27

38

100

130

I amconfortable filling
turnover tax
returns( TPLE4)

54

43

22

17

100

112

The turnover tax hill is
al vays higher than what |
expect to pay( TPLE5)

55

15

25

27

25

100

122

I understand the rues
gover ni ng tur nover
tax( TPLE6)

55

18

47

20

11

100

102

Tur nover taxis
conplicated TPLE?)

55

13

24

20

31

11

100

129

The sensitizati on sessi ons
offered by KRA are
inadequat e( TPLES)

55

11

22

16

35

16

100

128

Source: Researcher

The findings are that KRA provide enough information on turnover tax sixdyfive (65) percent

(47%plus 18% disagree that KRA does nat provide enough infor mation see variable TPLEL in
table 6 Asked whether KRA provide infor mation that is difficut tofdlow (TPLE 2), fifty-three

(53) percent (44 %plus 19% disagree, yet tventy four (24) percent were indifferent, wth and her,

tventy four (24) percent (9%plus 15 % agreeing that it is dfficut understandi ngthe infor mation

provided ntax payers level of education understandi ng rues governing the turnover tax ( TPL
6), sixyfive (65 percent (47%plus 18% agreethat they do. It is apparent that the taxpayers find
tax infor mation difficut (TPLE2), they are able to observe tax rues and are confortabl e filling tax

returns (TPLE4). On use of consultants (TPLE 3) thereis no dear cut agreement confir ned by the
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hi ghest standard deviation (1 30). Inter ng of sensitization offered by KRA, fifty one (51) percent
(35%+ 169 findthe minadequate andthis coul di npact conpliance (TPLE 8). Forty (40) percent
of respondents agree that the turnover tax bill they get from KRAis higher than expected There
appears to be no agree nent on whet her the turnover tax hill is a ways hi gher than what | expect to
pay ( TPLES), the highest frequency is neutral a twenty seven (27) percert.

4.4 3 Tax Rate
This variable has five itens inthe for mof questions, (TRLto TR5) and presentedintable 7. It is

the opinion of tax payers that the current taxrateis high at least sixy nine (69) percent (25%pl us
449 agree whereas only e ghteen percent (18) disagree that the taxrateis high (see TR 1). This
response is confir ned inthe next question (TR 2) that showthat eighty five (85) percent (47 %
plus 38% dsagree that the taxrateislow wth alowest standard deviation of Q 74 which is less
than one (1) the respondents concur ontheir response. There shoul d be a review of turnover tax
rate every year, see variable (TR5).

Table 7: Tax Rate

Strongly Strongly | not
agree Agree | Neutral | Disagree | Disagree | know | Totd

St.
N 1 2 3 4 5 6 Mbde | Dev-iation

Valid % % % % % % %

The current
turnover taxrae
is high( TRL) 55 25 44 7 18 5 0 100 2 121

The current
turnover tax rae
islow TR2) 55 2 13 47 38 0 100 4 0.74

The current
turnover tax rae
shoul d be
lover( TR3) 55 7.27 20 25.5 40 7.27 0 100 4 108

The current
turnover tax rae
shoul d be
lowered as

tur nover
increases( TR4) 55 29.1 382 364 182 9.09 182 100 2 141

The current
turnover tax rae
shoul d be
reviewned

yearl y( TR5) 55 34.5 30.9 127 7.27 0 145 100 1 170

Source: Researcher
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4.4.4 Tax Benefits
Tax benefits are thought to drive turnover tax conpliance. Taxpayers atitudes ontax benefits was

sought by asking three questions (TB 1to TB 3) and responses summarized intable 8 and table
8b. Twentytwo (22) percent of respondernts are indifferent asto whet her government nake proper
use of tax cdlected (TB 1) yet sixythree (63) percent (36 %plus 27 % think that the gover nent
do nat make proper use of taxes. Ffty-six (56) percent of respondents (47 % plus 9% are nat
willingto pay nore taxes evenif the governnent make proper use of taxes (See TB 2); however,
the maj ority agree ninety (90) percert, that they wil pay noretaxif tax benefits areincreased (TB
3). Ittade 8 the correlation bet ween the scoreto the questions Government nake proper use of
tax cdlected (TB1) and | would be nore wiling to pay taxes if government nmake good use of
taxes (TB2) is statistically significant (0. 386™), neaningthat tax benefit isa factor inturnover tax
conpliance. The highest correlation is bet ween TB2 and TB1, a 0 731 that is respondents are
willingto pay noretax onlyif the government increases tax benefits.

Table 8 Tax Benefits

Strongly Strongly Do not
agree Agree | Neutra Disagree Disagree know | Totad
St
N 1 2 3 4 5 6 Mbde | Deviation
Valid | % % % % % % %
Governnent nake proper
use of tax collected( TBL) 55 5 9 22 36 27 100 4 113
I would be nore wiling
to pay taxes if
governnent nmake good
use of taxes( TB2) 55 5 13 22 47 9 4 100 4 112
I would be nore wlling
to pay taxes if
governnent increases tax
benefits( TB3) 55 55 35 2 7 2 100 1 103

Source: Researcher
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Table 8b: Gorrel ations

Governnent
meke proper wse
of tax
collected TB1)

I woul d be nore
willing to pay taxes
if governnment make

good wse of taxes

I woul d be nore
willing to pay taxes if
governmnent i ncreases

tax benefits (TB3)

(TB2)

Pearson Correlation 1 .386™ -. 157
Government nake proper use of

Sig (2taled) .004 .252
tax cdlected( TBL)

N 55 55 55
| would be more willingto pay | Pearson Correlation .386™ 1 .047
taxes if governnent nake good |Sig (2-tailed) .004 .731
use of taxes(TB2) N 55 55 55
I would be more villingto pay | Pearson Correlation -.157 .047 1
taxes if government increases Sig (2tailed) .252 .731
tax benefits( TB3) N 55 55 55

** Qorrelationis significant a the 0 01 level (2-taled).

Source: Researcher

4,45 Tax Audt and Penalties
Taxpayers’ perception of tax audit and penalties are presentedintable 9. This variable was broken

down into six (6) questions, (TAP1to TAP6) and presented intable 9 Ffty-eight (58) percent
(13%plus 45% agree that the audits and penalties are fair and accurate (TAP1), this neanthat a

substartial portion of tax payers do consider thistax as fair and accurate. However, twenty five
(25) percent (18%plus 799 andthisis substartial findtax audit nat fair and accurate (TAP1).
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Table 9: Tax Audit and Penalties

Strongly
Agree

Agree

Neutral

Disagree

Strongly
Disagree

not
know

Total

N 1 2 3 4 5 6 Mbde

St D
viation

Valid | % % % % % % %

Tax audit are fair and

accurate( TAP1) 55 13 45 15 18 7 2 100 2

123

KRA Tax audit nake
me declarethe correct
anount of tax

payabl e( TAP2) 55 11 60 18 4 5 2| 100 2

105

I woul d declare the
correct anount of
taxableincone if
penalties are

increased( TAP3) 55 11 13 13 42 18 4 100 4

133

KRA Tax audit uncover
non tax

conpliance( TAP4) 55 27 44 9 11 7 2| 100 2

129

KRA Tax penalties are

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

0.90

KRA Tax audits bor der
harass ment and disrupt
busi ness

oper ati ons( TAP6) 55 40 24 5 24 4 4

100 1

148

Source: Researcher

There are seventy one (71) percent (11%plus 60% who agreethat KRAtax audit induce the mto
declare the correct anmount of tax payable (TAP2), eighteen (18) percent are neutral. However,
increasing penalties might dscourage tax payers fromfilling correct anmount intax returns; but
tventy four (24) percent (11%plus 13% agree that penalties encourage turnover tax conpliance
(TAP3). Thereis agreement that tax audit unearth nonconpliance (TAP4), however ninety three
(93) percent (60%pl us 33% find penalties heavy (TAP 5). Nevertheless, tax audit by KRA bor der
harass ment and disrupt taxpayer business, a list sixy four (64) percent (40% plus 24% of
respondents think so (TAP 6).

4.4.6 Moral or BEhcad Reasons ( MER
The second last variabl e capt ured respondents’ perception of noral and ethical reasons for turnover

tax conpliance; this variables is split into five items, MERL to MER5 and presented intade 10
B ghty (80) percent of respondents (35%pl us 45%) agree that tax evasion is wdespread ( MERL)

and a lowver standard deviation confir mhigh level of concurrence. Even though tax evasion is
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W despread, taxpayers sampl ed consi der it unethical and unacceptable nat payi ngtaxes, ninety five
(95) percent of respondent feel so( MER 2). Mrals should play rdeintax conpliance ( MER 3),

that is, it isimnoral nat to pay tax ( MER 4). It is surprising that the najority eighty two (82)
percent (27 %+ 55% pay taxes wthout being fdlowed ( MER 5).

Table 10: Mral or BEhical Reasons

Strongly Strongly Do not
agree Agree Neutral Disagree Disagree know Tota
N 1 2 3 4 6 Vb de St. Dev-iaion
Valid % % % % % % %
Tax evasionis
wi despread ( MERL) 55 35 45 9 11 100 094
Tax evasionis unethical
and
unacceptabl e( MER2) 55 51 44 2 4 100 071
Morals play rde intax
conpliance( MER3) 55 33 42 16 5 2 100 109
Itisimnoral na to pay
tax( MER4) 55 35 51 9 4 2 100 094
| pay taxes wthout
bei ng fol oved( MERS) 55 27 55 15 2 100 0.82

Source: Researcher

4.4.7 Perceived Fairness of Tax
The neaning of fairness is cortextual, however in this study, it is effectiveness of the tax costs

fromtaxpayers’ perspective. Tax costs should be fair. This variable was broken down into six

questions or itens, PFTL1 to PFT6 and the frequencies presentedintable 11 Wen asked whet her
KRA is fair in handing tax issues (PFT 1) twenty two percent (229 of the respondents are
indifferent, however sixy two (62) percent (11% +51% agree that KRA is fair; thisis sane as

those who agree that ti ne spent filingturnover taxreturnis reasonable (PFT 2. \ariable PFT 3is

the opposite of PFT 2 and two are intandem Uhfairness of turnover tax does nat largel y explain

why taxpayer choose aher taxes (PFT 5). Areasonable number of respondents disagree that

turnover taxis less than what woul d have been pai d if dternative taxis chosen (PFT 5). Thereis

lack of agreement as to whether business expenses (PFT 6) is i nportart in decidng to opt for

turnover tax astandard dewviation of 150 confir ng this.
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Table 11: Percei ved fairness of Tax

Strongly Ds- Strongly Do not
agree Agree Neutral agree Disagree know Totd
St
Devi-
N 1 2 3 4 5 6 Mbde ation
Valid % % % % % % %
KRAtreats ne fairly when
handling tax issues (PFT1) 55 11 51 22 7 7 2 100 2 114
The ti ne you spent
conpl eting your turnover
taxreturnis
reasonabl e( PFT2) 55 9 53 24 7 4 4 100 2 112
Is The ti ne you spert
conpl eting turnover tax
return unreasonabl e( PFT3) 55 4 16 13 51 15 2 100 4 110
You do nat opt for turnover
tax because it is nat
fair(PFT4) 55 5 15 16 51 9 4 100 4 114
Turnover taxis less than
what | would pay if | choose
ot her taxes( PFT5) 55 9 27 16 35 5 7 100 4 136
This taxis unfair because it
ignores business
expense( PFT6) 55 25 16 11 35 9 4 100 4 150

Source: Researcher

4.5 Summary of Man Responses

Inthe preceding section frequencies were used to capture factors that i npact on turnover tax

conpliance. Inthe next section is presented mean responses. The assunption is that to find

meaning nean and standard deviation are calcuated In addition because it is hard irterpreting

the standard deviation coefficiert of variaion (CV) is conputed CVenable ranking of variables

with sane nean but dfferent standard deviation The CVis standardized variahility, while nean

and standard deviation neasure central tendency. However, for interpreting the nean responses,

the scal e bel ow was e npl oyed:

100
181
261
341
421

to
to
to
to
to

18
26
3.40
4

5

20 -

Strongly agree
Agree

Neutral

O sagree
Strongly disagree
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The five-poirt likert scaleis anirterval scale Insuch ascalethe neanis significart. The scale of
1to 18 neans the respondent strongly agree; from 1. 81to 2 6it neans agree; from2 61to 3 4is
neutral; from3 41to 420 neans dsagree;, and 421to 5 neans strongly dsagree. The results are

presentedintable 12 The scale above isrelied ontoirterpret neans intables 12 and 13

Intable 12 the first g obal variable namely tax payer level of incone (TPL) is deconposedino
three questions. The first question (TPL 1) has a nean of 341 this neans that the najority of
respondents dsagree that a ti nes they do nat qualify to pay turnover tax, the coefficdent of
variaion (0 38) tell us respondents showconcurrence attitude. For questiontwo ( TPU 2) the nean
is 311 and co-efficient of variaion of Q.43 that isrespondents neither agree nor disagreethat even
when they qualify for turnover taxthey opt for ather taxes. For questionthree (TPU 3) the nean
is 1 8that is, strongly agree that fluctuations insales nake it dfficut conplying wthtur nover tax
requirenent. These findings are sane as the ones reported above.

The second variable is tax payers level of education (TPLE) broken irto eight questions
(variables). (See table 12). The first question (TPLE 1) have a nean of 3 52 and alow coefficient
of variaion of Q35 therefore the majority of respondents disagree that KRA does nat provide
enough infor mati on on turnover tax The respondents neither agree nor disagree that they use tax
consultants (TPLE 3), the coefficient of variationislowQ 34 The same score appliesto dfficuty
of infor mation supplied by KRA(TPLE 2 TPLE 4 and TPLE 5). They are not dear asto whet her
tax bill is high or low Inter ns of what was expected (TPLE 5) The taxpayers do nat find turnover
tax conplicated (TPLE 7). The sensitizati on sessions are adequate (see TPLE 8).
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Table 12: Descriptive Statistics on Atitudes Towards Factors Afecting Turnover Tax
Co npliance

. . . Std Co-efficient
Variabe Itens N Mn mum | Maxi nrum Mean Devi ation of \Ari ation
At tines | do nat pay turnover tax
because | do nat qualify (TPLI 1) 54 ! 5 341 L3t 038
A tines | qualifyto pay turnover
TAXPAYERS | o bt | op for aher | 55 1 5 311 133 043
LEVEL COF taxes( TPU 2)
I NCOME (TPU) - - -
Huctuations in sades nake it
difficdt conplying wthturnover | 55 1 5 18 0.85 047
tax require ments( TPL 3)
KRA does nat provide enough
infor nation on turnover | 54 1 5 352 122 0.35
tax( TPLEL)
KRA prowvides infor nation that is
difficut tofdlow TPLE?) 5 ! 5 329 112 034
| have torely ontax consultantsto
filetax returns( TPLE3) 5 1 5 289 130 0.45
TAXP AYERS I amconfortable filling turnover
LEVEL OF tax returns( TPLEA) 54 1 5 267 112 042
EEPLIiCATl ON The turnover tax hill is & ways
(TPLE) higher than what | expect to| 54 1 5 281 115 041
pay( TPLE5)
I understand the rues governing
turnover tax( TPLES) 55 1 5 235 102 044
Tur nover tax is
conplicated TPLE?) 55 1 6 3.09 129 0.42
The sensiti zati on sessions offered
by KRA are inadequate( TPLES) 5 1 5 324 128 039
The current turnover taxrateis
hi gh( TR1) 55 1 5 235 121 051
The current turnover taxrateis
low TR?) 55 2 5 4.22 0.74 017
TAX RATE The current turnover taxrate
(TR shoul d be | over( TR3) 55 ! 5 32 108 034
The current turnover tax rae
shoul d be | owered as turnover 54 1 5 239 134 0.56
increases( TR4)
The currert turnover taxrate
shoul d be revieved yearly(TRs) | 47 1 4 19l 0.95 0.50

The third dobal variable broken down into five questions is tax rate, TR (see table 12).
Respondents agree that the current turnover tax rate is high (TR 1) wth nean of 235 and the
current turnover taxrate shoul d be lower as turnover increases (mean 2 39). Not surprisingistheir
lack of agree nent that turnover tax rate shoul d be lowered (TR 3 nean 3 2).

32



The fourth variable, broken down into three questions was influence of tax benefits (TB on
turnover tax conpliance table 12 Governnent does nat nake proper use of taxes calected TB 1,
with a nean of 371 There is unwllingness to pay nore turnover tax even if the governnent is
making good use of taxes, TB 2 of taxes (mean of 3 43), suggesting that the tax rate could be
hi gher. But if tax benefits are creased the respondents will be wllingto pay noretax (TB 3).

The fifth variable was about tax audit and penalties (TAP). There is no agree nent as to whet her
the tax audits are accurate and fair. The respondents neither agree nor dsagree that tax audit are
accurate and fair, nean of 261 (TAP 1). Tax payers would na declare the correct amount of
taxable incone if penalties are increased (TAP2), nean of 231, but na likely to nake correct
declarations just because penalties are increased (TAP3). It is dear that tax audit uncovers non tax
conpliance TAP 4 wtha nean of 226 Tax penalties are consi dered heavy by respondents TAP
5 nmean of 146 The tax payers feel harassed during audits by KRA TAP 6 wth a nean of 2 25

The next variableis on noral and ethical reasons for not conpl ying wthturnover taxrequire ments
( MER) seetable 12 The respondents agree that tax evasionis wdespread (MER 1) nean of 1 96
and that tax evasionis unethical and unacceptable ( MER 2), nean 158 andthat norals payrde
intax conpliance ( MER 3). The neans of variables MER 4 and MER 5tells us that it isi mmoral
not to pay tax (1 81) and that there is no needto foll owtaxpayers 1 96

The final variable is on perceived fairness of taxes (PFT). The results are presented intable 12
This variable is deconposed into six questions for the six questions, regardess of how the
questions are framed, Turnover taxis perceivedto be fair. Thisisinthe context as to howtaxes
are handled (PFT 1) nean of 248 ti ne spert fillingthe reeurn PFT 2 nean of 2 42 Except there
is lack of agreenent on two issues, nanely that the ti ne spent on conplying is unreasonable as
turnover taxis higher relativeto a her taxes (see PFT 4 and PFT 5). They are unclear about |eavi ng

busi ness expenses when conputing this tax
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Table 13: (CONTI NUATI ON): [Descriptive Satistics on Atitudes Towards Factors Afecti ng Turnover Tax Qo npliance

Table 12 (CONTI NUATI ON): Descri ptive Statistics on Atitudes Towards Factors Afecting Turnover Tax Gonpliance

. . - Std COeffident of
Variabe Item N M ni mum Maxi mum Mean Devi ati on Vari ation
Governnent nake proper use of tax
collected( TBI) 55 1 5 371 113 031
| would be nore wilingto pay taxes if
TAX BENEFI TS governnent make good use of 53 1 5 343 103 0.30
(T8 taxes( TB2)
| would be nore willingto pay taxes if
governmert increases tax 54 1 4 161 0.86 0.53
benefits( TB3)
Tax audit are fair and accurate( TAP1) 54 1 5 261 116 044
TAX AUD T AND | KRA Tax audit make ne declarethe
PENALTIES (TAP) | correct amount of tax payabl e( TAP2) 54 1 5 231 093 0.40
| woul d declare the correct amount of
taxable incone if penalties are 53 1 5 345 126 0.37
increased (TAP3)
KRA Tax audit uncover non tax
conpliance( TAPd) 54 1 5 226 120 0.53
KRA Tax penalties are heavy( TAP5) 54 1 4 146 0.66 0.45
KRA Tax audits border harass nent and
disrupt business operati ons( TAP6) 53 ! 5 225 133 059
Tax evasionis wdespread( MERL) 55 1 4 196 0.94 0.48
MORAL ETH CAL | Tax evasionis unethica and
REASONS ( MER unacceptabl e( MER2) 5 ! 4 158 07 045
Morals payrdeintax
conpliance( VER3) 54 1 5 2 095 048
Itisimmoral nat to pay tax( MER4) 54 1 4 181 0.75 0.42
| pay taxes wthout being
fdloved( VERS) 55 1 5 196 082 042
KRAtreats ne fairly when handling
tax issues( PFTI) 54 1 5 248 104 0.42
The ti ne you spent conpl eting your
turnover taxreturnis reasonabl e( PFT2) 53 ! 5 242 091 038
Istheti ne you spent conpleting
PERC EVED turnover tax return unreasonabl e( PFT3) 4 1 5 357 106 0.30
FA RNESS OF
Yo f
TAX (PFT) itc:lSJ r?(c; ?;tr(og’c't: Tg turnover tax because 53 1 5 345 105 0.30
Turnover taxis less than what | would
pay if | choose o her taxes(PFT5) 51 1 5 3 115 038
This taxis unfair because it ignores 53 1 5 285 141 0.49

busi ness expense( PFT6)

Source: Researcher
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4.6 Factor Analysis

There were seven variable hypat hesi zed as expl ai ningturnover tax conpliance. In which caseitis

i nportant identifying significant overlap anong the seven variables. Factor anal ysis was used to

identifyfactorsthat explainthe correlation wthinthe variables. This hel pestablishasmall nunber

of factors that explain the variance observed in all seven variables. The other reason for factor

anal ysis was toidentify and re move redundant variabl e and replace ertire data wthasnall nunber

of un-correlated variabl es.

The nean scores for the seven variables were created by average scores of al questions under each

variable, thus ending wth seven variables whose neans are presented intable 13 below TPU,
TPLE TR TB TAP MER and PFT as appears inthe questionnaire.

Table 14: Descri ptive Statistics

NIMn mum |Maxi nrum Mean Std

Devi ation

Moral or BEhical Reasons ( MER) 55 100 3.60 186 .56

Tax Audit and Penalties (TAP) 55 100 4.20 241 .61

Tax Payers Level of Incorme (TPL) 55 100 500 278 .76

Tax Rate (TR 55 2.00 3.80 285 .44

Tax Benefit (TB 55 100 4.50 293 .64

Tax Payers Level of Education (TPLE) 55 200 4.13 298 .50

Percei ved Fairness of Taxes (PFT) 55 180 500 299 .57
Valid N(list wise) 55

Source: Researcher

It isthe average of variables as presentedintade 13 that are inputs tofactor anal ysis.

The principal conponent extraction was e npl oyed and vari nax nethod of raaionis used

4.6.1 Sanple Test of adequacy

The Kaiser- Myer-Qkin (KMO neasure of sanpling adequacy tests whether the partial

correlaions anong variables are snall. Bartlett's test of sphericty tests whether the correlation
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matrixis anidentity nmatrix which wouldindicate that the factor model isinappropriate. The data

subjectedtofactor anal ysis nust satisfythese conditions.

Table 15: KMO and Bartlett’s Test

Kaiser- Myer- Qkin Masure of Sanpling Adequacy. .709|
Bartlett's Test of Approx. Chi-Square 93 713
Sphericity df 21

Sig .000

Source: Researcher

The result of sanple test of adequacy test is presentedintable 14 The KMO neasure of Q. 709 is
above the cutoff point of Q05 neaning that the sanple is adequate for factor anal ysis. The
principal conponent extraction was e npl oyed and vari nax nethod of ratationis used Hgen val ue

greater than one was requested

4.6 2 Commnunalities

Intable 15isthe proportion of each variabl € s variance that can be explained by the factors,
na el y commnunalities.

Table 16: G mmunalities

Intid Extraction
Tax Payers Level of Income 1 000 .609
Tax Payers Level of Education 1 000 121
Tax Rate 1000 .461
Tax Benefit 1000 .551
Tax Audit and Penalties 1000 .587
Moral or Bhical Reasons 1 000 .599
Percei ved Fairness of Taxes 1000 .689

Extraction Mthod: Principa G nponent Analysis.

Source: Researcher
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Communalities showthe anount of variance in each of the seven variables. The cdumn intia
show esti nates of the variance in each variable accourted for by all factors. Extraction
communalities indicate variance in each of the seven variable accounted for by the conponerts.
The tax payer level of education has the highest extraction communality (0.721) whereas tax rate
showl owest extraction of Q461 (table 15). The reco mmended comnunalities cut off valueis Q 33
ind cating that the extracted conponentsintabe 15 represent the variables well.

4.6.3 B genval ues

Table 17: Total Variance Expla ned

Extraction Suns of Squared Rotation Suns of Squared
Initid Hgenval ues Loadi ngs Loadi ngs
% of Cu mul ati ve % of Cu nmul ative % of Cu mul ati ve

Conponent | Total | Variance % Tota | Variance % Total | Variance %

1 279 39.91 3991 | 279 39.91 3991 | 223 3179 3179
2 142 20.32 60.24 | 142 20.32 60.24 | 199 28 44 60. 24
3 081 1161 7185

4 0. 66 937 8122

5 0.60 8 56 89.78

6 041 592 9571

7 0.30 4.29 100. 00

Extraction Mthod: Principal Gnponent Analysis.

Source: Researcher

Intable 16 are the variance explained by intial soluion The table showthe initia Hgen val ues.
The cd um shows anount of variance in original variabl es accounted for by each conponent. The
cut-off for Hgen values was one (1), that is, Hgen values of less than one (1) neans that the
conponent does nat explain reasonable variance and shoul d nat be retained. Therefore only t wo
conponents, one (2 79) and two (1 42) significantly account for the variation (see table 16). The
two conponents account for 60. 24 percent of the variance. The first conponent account for 39 91
of the variance, while component 7 account far only 4 29 %of the variance. Conponents 3to 7 are
dropped.

The scree pla confir ns that onlytwo conponents have H gen val ue hi gher than one. The first t wo

conponerts are the ones onthe steep slope and Bgen val ue greater than one. This neans that the
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conponent onthe shall ow sl ope do nat contribute much tothe sd uion The last big drop occurs
bet ween conponents two and three.

Scree Plot

3.0+

257

Eigenvalue
= o
i o
1 1

o
1

057

Component Number

4.6.4 Rotated G nponent Mitrix

The next stepisto establish which of the seven variables nake up conponents 1 and 2 This is
capturedinraated conponent natrix wth variable name and conponent (see Table 17). Rotated
conponent natrixis useful inidentifying what the conponents represent. The first cormponert is
mostly highly correlated wit htax payers level of inconme (Q 768) and tax payers level of education
0.841 that is tax payers level of educationis a better representative and less correlated wth the
second conponent. The other factor related to first conponent is tax rate. 677. Two conponent
mean the itemcan be tax audit and penalties, noral or inethical considerations and tax benefit is
highly correlated wth conponent 2 This suggests that KRA can focus on tax payer’s level of
education and tax audit and penalties in managing turnover tax conpliance. Taxrateis a problem
because it is loadi ng bath negativel y and positively.
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Table 17: Rotated G mponent Mitrix@

Variab e Co nponent

1 2
Tax Payers Level of Income . 768 .139
Tax Payers Level of Education . 841 114
Tax Rate .677 -.051
Tax Benefit .315 .673
Tax Audit and Penalties .069 . 763
Moral or BEhical Reasons -. 132 . 762
Percieved Fairness of Taxation .59 .583
Extraction Mthod : Principal Gnponent Analysis.
Rotation Mthod : Vari max wth Kaiser Nor nalization
a. Rotation convergedin 3iteratiors.

Conponent 2 include tax audit and penalties (0763), nmoral or ethical reason (0.762) and Tax
benefit (0. 673). The findings suggests that KRA can focus on tax payers’ level of education and
tax audit and penalties in nanagi ng turnover tax conpliance. Tax rate is a problembecause it is

| oadi ng bat h negativel y and positi vel y.

4.7 Discussion of H nd ngs
The findings presented above suggests that tax payers level of incone, tax payers level of

education andtax rate are key deter mnants of turnover tax conpliance. However the effect of tax
rate as a factor is blurred. A ti mes tax payers opt out of this taxif their turnover fal outside the
threshold (TPU 3); it is suggested that tax rues affect conpliance. KRA provides enough
infor mation ( TPLE 1) toenabl e tax payers understand ru es governing turnover tax (TPLE 7). The
findings support the argunent by (Nadee and Prenartna 2020) who found that fluctuation in
taxpayer’s level of income i npact on tax conpliance. Loo et a, 2014 found that educated tax
payers tend to be tax conpliant. (Gtaru 2017) found that taxpayers sensitization explain tax
conpliance. A was reported in the literature review tax rae is the center of conflict. The
respondents becane neutral onfour questions under this section except that they all dsagreedthat
the current turnover taxrateislow suggestingthat tax payer woul dlike to pay less tax as possille.
It was (Mtzhaki 1974) argumnent that tax payers prefer alower rate. Tax payers expect higher tax
benefits and woul d li ke to see governnent enpl oy their taxes productively. (Fochnan and Kadl
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2016) concluded that the use of tax benefits and rewards increase upto apoint and then becone
negati ve.

The anal ysis filters w despread tax evasion, tax audit and penalties on defaulters deter tax evasi on
This finding agree wth (Anaw 2016) who report an increase in tax conpliance when the

possi bility of effective tax audit isreal.
Moral or ethics play a role intax evasion and tax payers agree that it isimmoral na to pay tax
This tell us that even those who default ontheir taxes are aware that they are i mnoral. (Devos

2014) conclude that tax morals and tax fairness impact ontaxpayers’ conpliance.

Tax payers agree that the ti ne spent conpl eting turnover tax returnis reasonable. They disagree
that their choice nat to opt for thistax have nathingto do wth howfair this taxis.
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5.2

53

CHAPTER H VE
SUMMARY, CONCLUSI ON AND RECOMMENDATI ONS

I ntroduction
Inchapter 4the data capturedthrough a questionnaire was anal yzed, results presented and

discussed Inthis chapter, isthe summary of the study, concl usions and reco mnendations.

Summary
The probleminthis study was lowturnover tax compliance. The objective was to establish

factors that drive tax payers’ decision to conply wth turnover tax Seven factors were
identified prior, nanelytax payers level of income, tax payers level of education taxrate,
tax benefits, tax audit and penalties, noral and ethics and percei ved fairness of taxes. Apart
fromusi ng descriptive statistics, the responses were subjectedto factor analysis.

The findi ngs showa group of variables that capture respondents perceptions; In group one
(or Bt conponent) is tax payers level of education and tax payers level of incone; and
group two (or second component) is tax audit and penalties and norals or ethical reasons.
These t wo groups of conponents used factor anal ysis ter minol ogy to capture 60 percent of

respondent’s turnover tax conpliance concerns.

Concl usion
The concern for those enforcing turnover tax conpliance is tax payer’s level of education

that is how conversant a tax payer is wth turnover tax regulations. Tax payers level of
incone is ani nportant factor, but neither the tax payer nor tax cdlector have cortrd over
this variable. The KRA should cone up wth visible tax benefits. Though tax payers feel
that the governnment does na nake proper use of tax collected again bathtax payers and
tax cdlection mght find it dfficut influencing we of taxes by the government. Even
though noral and ethics is an issue, taxpayers are not taking a categorical position on

percei ved fairness of taxes, tax audit and penalty as strong i nfl uenci ng variabl es.
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5.4

2.5

5.6

The KRA needto strengthen its tax audit depart ment because it enforces tax conpliance.
Thereis dsoaneedfor further education of tax payers asto why tax penalties are nat heavy
as they think and education asto why it is noral to pay tax

Reco mne ndati ons
There shoul d be invest mert in education that lead totax awareness. Tax audit and penalty

needto be strengthened Thereis needtostudy how fair taxes are and taxpayers shoul d nat
consi der taxes as a burden This study used a questionnaire largel y to capture perception
of the respondents and which carry the li mtations of a qualitative study. A quartitative

study need be done and results conpared

Li mtation of the Sudy.

The findings and concl usions inthese studies are based on a survey questionnaire. Survey
questionnaire cannat be admnisteredtothose who are illiterate and might not have better
responses. Respondents can change a previous answer if it contradicts the after answers.

Average are used to summarize findings, but at times the answer coul d be an outlier.

Areas for Further study.
It is nentioned above that the researcher relied on a survey toidentify factors i nmpacting
tax conpliance. The next step woul d be tolook at tax payer’s record establishthe anmounts

they declare, pay and link the sane tothe factors that explain conpliance.
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Append xi: U KERT SCALE QUESTI ONNAI RE

Vari abl es Questiors SA AND SD

(Ite ns)

TAXPAYERS A tines | do nat pay turnover tax because | do nat qualify (TPLI 1)

LEVEL OF A times | qualifyto pay turnover tax but | opt for o her taxes(TPL 2)

| NCOME (TPLY) H uctuations insales nake it difficut conplying wthturnover tax

require nents( TPL 3)
TAXPAYERS
LEVEL OF . . .
KRA does nat provide enough infor mation onturnover tax (TPLEL)
EDUCATI ON
KRA provides infothat is dfficut tofdlow(TPLE2)
(TPLE)

I havetorely ontax consultantstofile returns (TPLES3)

I amconfortable filling turnover tax returns (TPLE4)

The turnover tax hill is a ways higher than what | expect to pay ( TPLEDS)
I understand the rues governing turnover tax ( TPLE6)

Turnover taxis conplicated (TPLE?)

The sensitization sessi ons offered by KRA are inadequate (TPLES)

TAX RATE The currernt turnover tax rate is high (TRL)
(TR The currernt turnover tax rate is low( TR2)
The currernt turnover tax rate shoul d be lower (TR3)
The currert turnover tax rate shoul d be lowered as turnover increases ( TR4)

The current tax rate shoul d be reviewed yearly (TR5)

TAX BENEF TS Governnent nake proper use of tax cdlected (TBL)

(T8 I would be nore wllingto pay taxes if government nake good use of
taxes (TB2)

I would be nore wllingto pay taxes if governnent increases tax
benefits (TB3)
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TAX AUDT  Tax audit are fair and accurate (TAP1)

AND KRA Tax audit make ne declarethe correct anmount of tax payable
PENALTIES  (TAP2)
(TAP) | woul d declare the correct anpunt of taxable incone if penalties are
increased ( TAP3)

KRA Tax audit uncover nontax conpliance (TAP4)
KRA Tax penalties are heavy ( TAP5)

KRA Tax audits border harassment and disrupt business operati ons
(TAP6)

MORAL Tax evasionis wdespread ( MER1)

ETH CAL Tax evasionis unethical and unacceptable ( MER2)
REASONS

(MR

Morals gay rdeintax conpliance ( MER3)

Itisimmoral nat to paytax (MER4)

| paytaxes without being fdlowed ( MERS)
PERAEVED  KRAtreats ne fairly when handlingtaxissues (PFTL)

FARNESS OF  The ti ne you spent conpl eting your turnover tax returnis reasonabl e
TAX(PFT)  (PFT2)

Isthe ti me you spent conpl eting turnover tax return unreasonabl e
(PFT3)

You do nat opt for turnover tax because it is nat fair (PFT4)

Turnover taxislessthan what | woul d pay if | choose a her taxes
(PFT5)

This taxis unfair because it ignores busi ness expense (PFT6)

SA-Srongly agree =1, A- Agree =2 N Neutral =3 D Disagree =4 and SD- Srongly Disagree =5
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