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Abstrllct 

This study aimed to assess the effect iveness of Electronic Tax Registers (ETRs) in the processing 

of Va lue Added income. The study sought to determ ine the e ffect Electronic Tax register effect 

on ad lilinistration cost and compliance cost, the extent of tax evas ion wh ile using ETRs and audit 

fo llow up effects. T he study sought to estab li sh if the Electronic Tax Regi sters had increased the 

speed at wh ich taxpayers processed their VAT returns and if there were any assoc iated costs in 

the process ing of VA T. The population under study encompass of 3000VA T registered, I I ETRs 

experts and ultimate tax payers w ith no limited number ofpeople in Addis Ababa City. 

The main instrument of co llecting primary data was the questionnaires while secondary data was 

obtained from the Ethiopia Reven ue Customs Authority (ERCA). Analys is of data was done 

using multiple regression and descriptive stati st ics. The findin gs of thi s research are ETRs has a 

positive effect on VAT returns and others independent variabl es has a sign ifi cant effect on VAT 

income except compliance cost. 

vii 



Chapter One 

1. Introduction 
Value Added Tax (VAT) is a tax on the value added to goods and services by enterprises 

at each stage of the production and distribution processes. It arises whenever a "taxable 

person" makes a "supply of goods or services" in the course of hi s business. Thus, in 

some countries, it is call ed "goods and servi ces tax" or GST. Value added tax (VAT) was 

invented by a French economist in 1954 by Maurice Laure, director of the French tax 

authority. Value added tax was invented because very high sales taxes and tariffs 

encourage cheating and smuggling (Worku, 2008). 

One of the mechanisms in which countries rai se revenue to finance government spending 

on the goods and service that most of government uses as too l taxation. As compared to 

the developing countri es, the developed countries have been ab le to generate substantial 

revenue through imposing of taxes. One of the reasons for thi s has been the efficient tax 

system operating in the developed countries unlike the developing economies which are 

characterized by weak monetization and the low development of the forma l sectors. In 

other words, these countries have employed tax systems that have one or a combination 

of the fo llowing desirable characteristics as economic efficiency, administrative 

simplicity, flex ibi lity, po li tical accountab ili ty and fai rness. The tax system need to be 

economicall y effic ient meaning the tax system shou ld not have an impact on the 

allocation of resources. The tax system countries should be adopts easy and inexpensive 

to admin ister and that should be ab le to respond to changing economic circumstances. 

Taxpayers should also be able to determine what they are actuall y paying so that the 
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political system can more accurately re fl ect the preferences of individuals (A braham 

Tesfaye,2003). 

It fo llows that optimality in a tax system requires absence of di stortion in any economic 

activity( Hancok, 1995). It is expected that people's tax payments is in line with their 

income and they are required to pay a tax in proportion to their level of income. On the 

part of the tax collectors, co llection of tax should be time conscious and convenient and 

the cost of collecting the taxes should not be high to discourage bus iness. Alternatively, 

this means that the ideal tax system in developing countries should raise essential revenue 

without excessive government borrowing and should do so without di scouraging 

economic activity and without deviating too much fro m tax system in other countries ( 

Tanzi, 2001 ). 

Considering the significance of VAT administration , many studies have been conducted 

in some develop ing and transitional countries wi th respect to the main VAT 

admini stration tasks and its problem. These studies include (Abraham, 2003),( I-lerouy, 

2004), (Kerver,2008), ( Clement,2009) ,(Wollela A.,2008). These papers assessed the 

VA T administrators in developing and transitional countries problems and prospects of 

implementing VAT in Ethiopia and others developing countries. This paper will assess 

the effect of cash register machine (technology) on VAT collection in Ethiopia revenue 

and Customs authori ty and it will forward some recommendation for th is organ ization 

since it apply new system to collect VAT. 

This paper was examined about the impact of Cash register machine (E lectronic Tax 

Registers (ETRS)) on VAT collection in Ethiopia at Addis Ababa city. The remainder of 
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the paper is organized as follows. The next part discuss abo ut the statement of the 

problems ,objectives of the study, literature review ,methods and methodology of the 

study, data analysis and result presentation and conclusions and recommendations. 

1.1 Statement of problems 

As per Kerever (2008) Special characteristics of Afri can V A T is the degree to which 

implementation of the VAT has exposed the need for broader institutional 

transformation and modernization of revenue administrations. Africa countries 

necessitate having modern VAT collection and Revenue regulations system via 

technology. The tax authorities can also face a problem that whi le it transform the 

administration activities from traditional economies through to globalized and electronic 

transactions in the same marketplace. And finally, authorities have found that V A T poses 

unique challenges in African economies in which commercial arrangements range from 

traditional economies through to globalised and electron ic transactions in the same 

marketplace. 

So, because of modernization on va lue added tax collection would face some cha llenges 

and opportunities that can face African countries as per the above person finding. 

Currently, Ethiopia is admi ni strating its revenue and tax co llection by using technology. 

Since 2009 the Ethiopian Revenues and Customs Authority adopt digital cash reg ister 

machine on collection of VAT, TOT and Business Income tax. Therefore, since cash 

register machine is a result of modernization(technology) the tax administrator may face 

different challenge as well as opportunities . 
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Autoination is not an end in itself, but a crucial component of taxation reforms, which 

aims at modernizing tax administrations and al igning the legal framework and procedures 

with international standards and best practices. Automation facilitates the clearance of 

legitimate trade, improves the efficiency of taxation controls and secures revenue 

co llection. In addition, it helps address expectations of traders and transport operators 

regarding transparency, predictability and reliab il ity, as we ll as the simplification of 

border-crossing and administrative procedures (Jon M.Peha, 1999). 

Evans (2003) modern taxation systems have the capacity to impose a heavy burden on 

taxpayers, and particularly on small business taxpayers. That burden typically consists of 

three elements. In the first place there are the taxes themselves, whether they are taxes on 

the profits, the products or the employees. Secondly, there are the efficiency costs 

(variously referred to as deadweight losses or excess burden), invo lving tax-induced 

market distortions. And finall y there are the operating costs of the tax system: the costs 

to the government (u ltimately borne by taxpayers) of adm inistering and collecti ng the 

taxes (usually referred to as "admin istrative costs"), and the costs expended by taxpayers 

in complying (or sometimes not complying) with their tax ob ligations (usua ll y referred to 

as "compliance costs"). 

The Ethiopian government has initiated a number of processes. These include the des ign 

and computerization of the taxpayer reg istration process; the operat ional development of 

taxpayer services activities, return process and debt and aud it activ ities; publicity 

campaign and taxpayer educat ion. These measures are expected to improve the 

government 's revenue position (As Herouy cited, from Africa Development Bank, 2003). 
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In 2009 the Ethiopian government knows that using technology for co llection of tax can 

enhance the government' s revenue position as well as reducing the degree of tax evasion. 

Most countries jurisdictions tax law requ ires customers to co llect the receipt and keep it 

at least for a short while after leaving the shop, so, it is better using cash register machine 

is very important in order to easily provide rece ipts for the customers while the business 

sells products or services accordingly the tax law, aga in to check that the shop records 

sales, so that it cannot evade sales taxes. (http://www.wik ihow.com/Use-a-Cash-Register) 

Here, we can see that usi ng cash regi ster machine can reduce the extent of tax evasion by 

allowing the business records. 

As per Ainsworth (2011) every VAT regime is susceptible to miss ing trader fraud . The 

fraud is simple and can be easily prevented with the right techno logy. Therefore, by using 

technology tax authority can reduce the degree of tax fraud. 

Therefore, thi s paper was deals with the opportunities and problems of ETRs on V A T 

income in Addis Ababa ci ty. Even though , there are many research conducted by 

different researcher, they doesn ' t discuss about the impact of technology on VAT income 

in Ethiopia. So the researcher tries to bring fruitful work on thi s area since it is new 

system in Ethiopia. 

There has been a considerable growth in the usage of tax administration software and in 

the outsourcing of tax processes to external advisers throughout the world. According to 

Guyton et a!. (2005) the share of self prepared tax returns without software in the U.S. 
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dropped between 1993 and 2003 from about 41 % to 13%, while the paid preparer use 

rose from 51 % to 62%. 

1.2 Objective of the Study 
The study has both the general and specific objectives have been achieved on thi s study. 

1.i.l General Objective 

~ The main object ive of the study is to assess the impact of Cash register machine 

(Electronic Tax Registers (ETRs)) on value added tax collection in Add is Ababa 

City. 

1.2.2 Specific Objectives 
The general objective split in d ifferent specific objectives 

~ To see the ETRs effect on income from Value added tax 

~ To measure the effect of ETRs on tax evas ion 

~ To see the effect of ETRs on compliance cost and 

~ To see the effect of ETRs on admini stration cost 

1.3. Hypothesis development: 

~ The researcher developed the fo ll owing hypothesis to test the facto rs that are 

affecting VAT income while implementing cash register machine in the 

assumption that the Beta (P) for these factors is zero. Th is means that for testing 

purpose, the researcher began by hypothesizing that the VAT income and 

awareness about cash register machine and VAT, VAT evasion whi le lIsing cash 

register mach ine, Audit follow up ,compliance cost and adm in istration cost are 
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insignificant to affect the VAT income, therefore the null hypothesis and 

alternative hypothesis was stated as indicated here followed : 

> Ho: Awareness of people about cash register machine, Audit fo llow up , Evas ion 

,compliance cost and administration cost does not have a sign ificant effect on 

VAT income. 

> HI : Awareness of people about cash reg ister machine, Audit follow up , Evasion 

,compl iance cost and admini stration cost have significant effect on VAT income. 

1.4.Scope ofthe study 

In assessing the revenue of the government from the value added tax us ing technology 

that is cash register machine. Therefore, the study focus on the revenue of government 

from value added tax in Addis Ababa targeting the advantages and di sadvantageous of 

the cash register machine on VAT co llection. 

L5.Limitation of the Study 
The study has some limitation that not explores all the ex isting information. Since it 

focuses on the impact of cash regi ster machine on VAT co llection which is a new 

phenomena in Ethiopia, there is no ample studies on cash register machine in Ethiopia, 

thus there will not be sufficient background information that highl y support the study. 

Therefore the availability of relevant data will influence the study. Since the study needs 

sufficient data to attain its objective it needs huge amount of fund to collect and analyze 

the data. Thus the lack of finance and time was the other constra int to conduct the study. 
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1..6.Signifi cance of the study 
This study wou ld provide a significant role to identify the benefits and challenges of 

ETRs whi le the business using in it and the benefit that the government is getting out 

from this machine. The study also would have helps to know the problems and prospects 

of technology on VAT. Moreover the study has seen how the tax authority co llects VAT 

by using cash regi ster machine. In addition to thi s the study may become useful for 

further study to those who want to undertake more resea rch in thi s area. 
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Chapter Two 

2. Literature review 
Although, very few li terature ex ist on the subj ect of VAT and about Cash reg ister 

machine in less deve loping countries by different groups of scholars and academic ians 

th e researcher try to get cruci al literature in relati on with the title. 

The chapter is o rganized in three secti ons. The first secti on di scuss rev iews theo reti ca l 

studies on the impact of cash regi ster machine on VAT income whi le the second secti on 

presents the empi rical ev idence on the impact of cash register machine on VAT income 

and re lated issue. The fina l section presents knowledge gap on the rev iew of li teratu re 

and that will be addressed in thi s study. 

2.1 Theoretical Studies 

2.1.10verview of VAT 

A V A T is a tax on consumptio n whi Ie peo ple are consum ing services or goods fro m V A T 

registered orga nizati on. It is not a tax on business. It is charged on the va lue o r imports 

and on the va lue added (mark-up) on goods and serv ices supplied by one business to 

another or to the final consumer. VAT is a general consumption tax assessed on the value 

added to goods and services. It is a general tax that app li es, in pr inc iple, to all 

commercial activiti es in volvi ng the production and di strib ut io n of goods and the 

prov ision of services. It is a consumption tax because it is borne ult imately by the fi nal 

consumer. It is not a charge on companies. It is charged as a percentage o f price, which 

means that the actual tax burden is vis ible at each stage in the produ ction and di stribu tion 

chai n. It is co llected fractionally, v ia a system of deductions whereby taxab le persons 

(i.e., VAT-reg istered businesses) can deduct fro m their VAT liabi li ty the amou nt of tax 
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they have paid to other taxable persons on purchases for their bus iness activities. Th is 

mechanism ensures that the tax is neutral regardless of how many transacti ons are 

involved (Herouy, 2004). 

VAT is an indirect tax that is broad based (levied at mUltiple stages of the di stribution 

chain) with the prov is ion for businesses to offset the tax pa id on their own purchases of 

goods and services agai nst the tax charged on sa les of goods and services. 

The tax will be lev ied: 

• On imports, 

• Transactions between businesses, 

• Transactions between businesses and the tinal consumer and 

• Transactions with the Government 

2.1.2 Historical Background of VA T 

VAT has spread throughout the world Since its introduction in 1955. Its format has 

changed and now incorporates what was once an offshoot - "GST" (goods and services 

tax). France is credited with first implementing VAT. It did so in 1955. The tax spread 

through Europe, South America and parts of Africa in the 1960s and 1970s before taking 

a hold in other regions. For example, the tax spread throughout the South East 

As ia/Pacific region from 1984 (Indonesia) to 1999 (Australia). Today, over 128 countries 

have ·the tax. All members of the OECD and all leading economies in the world have a 

VAT (or very broadly comparable tax), apart from the US. For most of the twentieth 

century, the principal federal tax on ind ividuals in the Un ited States has been on income, 

whether it is earned from labor (wages and salaries) or cap ital (interest, dividends, and 

capital ga ins). But a growing number of econom ists and po li tic ians have concluded that 
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the United States shou ld rep lace the income tax- partia lly or ent irely- with a tax on 

consumption . Most of the political debate over a consumption tax has centered on 

whether the United States should adopt VAT similar to the ones that European countries 

have. While a VAT de finitel y is a tax on consumption , it is not the kind that most 

cQl1sumption - tax advocate prefer. What 's more, the debate over whether to add a V A T 

to the U.S. tax code has obscured the more basic issue of whether to tax Income or 

consumpti on . Every Member State of the European Union has a VAT. The First VAT 

Directive of April II , 1967 (as amended) required that Member States replace their 

general indirect taxes by a common system of va lue added tax . In fact , the assess ment 

base for the Member States' VAT constitutes one o f the criti ca l components of "own 

resources"-the EU's budgetary revenue. Yet the laws establ ishing the VAT are nationa l t 

laws, each framed w ithin certa in parameters spec ifi ed by the EU in the Sixth Counc il j' ;. ;-,'1 

, 
: 

Directive 77/388/EEC (as amended) on the common system of VAT and the uniform 

basis for its assessment. Th is Sixth VAT Directive aims to ensure that each Member State 

has a broadl y identical "VAT base"- VAT levied on the same transactions. Its subsequent 

amendments have attempted to remove anomalies (Herou y, 2004). 

2.1.3 VAT Developnwllt ill Ethiopia 

The Ethiop ian govern ment has introduced VAT as part of the overal l tax reform program . 

The tax reform program is preceded by establi shment o f a new Min istry o r Revenue as a 

first step to improve ta x co ll ections and to combat fi scal fraud. Var ious acti viti es have 

been conducted subsequent to th is : the increase in the sal es tax and the removal of 

import duty surcharge in 2000; a new legis lation on presumpt ive taxation and a 5 percent 

withholding tax on imports became effective in February 200 I; legislat ion was approved 
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in March 2001 to introduce the TIN system to reinforce the coll ection powers of revenue 

agencies, and a tax reform implementation task force was estab lished; a large taxpayer 

was made operat ional in July 200 I ; in October 200 I , a draft VAT legislation was 

submitted to parl iament and thi s is approved and implemented beginning January I, 

2003. A revised income tax law has been approved and made operationa l. This revised 

law includes enhanced enfo rcement procedures and an im proved penalty regime, with a 

vi~w to increasing the efficiency of income tax collection, and ensuring the recovery of 

income tax arrears. 

Prior to the introduction of VAT, the Ethiopian government has initiated a number of 

processes (Africa Development Bank, 2003). These include the design and 

computerization of the taxpayer registration process; the operational development of 

taxpayer services activities, return process and debit and aud it activ iti es ; publicity 

campaign and taxpayer education. 

government's revenue position. 

These measures are expected to Improve the 

W.eak tax administration stems from a number of interesting factors: overly complex and 

outdated tax laws and procedures, weak or outdated operating and management 

information systems, poorly trained staff, low remuneration packages for civil servants, 

bureaucratic civil serv ice procedures, poor in frastructure and equipment and corruption 

and political interference in tax administration. 

Tax Reform 

Tax refo rm includes changing po li cies to address insufficient revenue, to correct 

distortions that reduce econom ic we lfare and growth , or measures to reduce inequ ities. 

Tbe tax reform program in Ethiopia has two components: overhau li ng of the tax 
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legislation and improving the tax adm inistration. The reform alms at establi shing a 

sustainable domestic revenue base, encouraging trade and in vestment, ensure fa irness, 

equity and transpa rency in the adm inistration of the tax laws (www.eluntazo.com) . 

The Ethiopian government has introduced V A T as part of the overall tax reform program. 

The tax reform program is preceded by establi shment of a new Min istry of Revenue as a 

first step to improve tax co llections and to combat fi sca l fraud . Various activ iti es have 

been conducted subsequent to this: the increase in the sa les tax and the removal of 

impOlt duty surcharge in 2000; a new legislation on presumptive taxation and a 5 percent 

withholding tax on impolts became effect ive in February 200 I; legislatio n was approved 

in March 200 I to introduce the T IN system to reinforce the co ll ection powers of revenue 

agencies, and a tax reform implementation task force was establi shed ; a large taxpayer 

was made operational III July 200 I; in October 200 I , a draft VAT legislation was 

submitted to parliament and thi s is approved and im plemented beginn ing January I, 

2003. A rev ised income tax law has been approved and made operational. This revised 

law includes enhanced enforcement procedures and an improved penalty regime, with a 

view to increasing the efficiency of income tax co llection, and ensuring the recovery of 

income tax arrears. 

Prior to the introduction of VAT, the Ethiopian government has initi ated a number of 

processes (Afr ica Development Bank, 2003) . These include the des ign and 

computerization of the taxpayer registrati on process; the operational deve lopment of 

taxpayer services acti vities , return process and debit and audit acti vities; pub li ci ty 

campaign and taxpayer education. 

government's revenue position. 

These measures are ex pected to improve the 
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Tax policy reforms focus on improv ing the efficiency and equity of the income tax 

system, modern izing tax admi ni strat ion by enhancing technica l capacities and re formin g 

indirect taxation and the tax authority can increases it effic iency. The main reform to 

indirect taxation, therefore , using technology is enhancing the efficiency of the author ity. 

The tax system reform project ai ms to create a tax system that is more supportive of 

private sector deve lopment, improving revenue co ll ection system and ensuring eq ui ty and 

fairness of the tax system. The tax reforms that have been initiated wil l lay the 

foundations for a strengthened revenue base. 

Operation Costs 

At first blush, it may appear to be relatively simple to ident ify both adm ini strati ve costs 

and comp li ance costs relating to taxation. The former set of costs might be thought of as 

th ose costs borne by the public sector, and which woul d not have been incurred if the tax 

did not exist (or, alternative ly stated, would di sappear if the tax were to be aboli shed) 

(Sandford , Godwin and Hardwick, 1989, p. 3). By way of contrast, compliance costs are 

private sector costs, and aga in, sim ply stated , they compri se the costs to taxpayers and 

third parties " in meeting the requirements la id upon them in complying with a given 

structure and level of tax" (Sandford , Godwin and Hardwick, 1989, p. 10) . 

But first im pressions can be mis lead ing, and the literatu re revea ls that there is some 

degree of uncertainty about the prec ise definitions of these terms, and the manner in 

which they are expressed fo r comparative purposes. As Sandford, Godwin and Hardwick 
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note "complexit ies and inter-rel at ionships make it d i fficult if not im possible to define the 

various costs with absolute precision or in a neat, mutually exclusive way ... " (1989, p.3). 

Administrative costs 

All ers ( 1994, p. 19) defines administrative costs as "costs incurred by the tax authority or 

(mainly) public sector agents in order to admi ni ster the tax-benefit system". He then 

goes on to note that " it is not immed iate ly obv ious, exactly, which act ivities should be 

attributed to the operation of the ... system" (p. 19). For example, should the costs of the 

legislation itself, or the costs of lega l disputes, be included within the measure of 

admini strative costs? And how are the costs of some very othe r obv ious elements (such 

as the depreciation of buildings and other phys ical infrastructure) to be meas ured? 

According to A ll ers ( 1994), adm inistrative costs clearly include the costs of running and 

maintaining revenue agencies, including sa laries of staff, pensions relating to those staff, 

together with accommodat ion and office expenses for revenue department staff. Less 

obv iously, administrative costs can also include the costs of legislat ive enactment relati ng 

to the tax system, from initi al policy formu lation through to statutory or other rule 

enactment. They can also include the judicial costs of adm inistration of the tax di spute 

system, which may invo lve local and national tribunals and - at the extreme - the courts 

themselves. A lso, accou nting practices may differ. For exam ple, whether capita l costs 

such as the installation of computers are included in a si ngle year's costings or spread 

over their expected effective life; and whether the annual va lue of build ings owned by the 
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government IS included at all, at a nominal fi gure, or at an opportunity cost for 

accounting purposes . 

Typically, it has been common practice in the literature to restr ict administrative costs to 

the costs that relate to the running of the revenue departments, but there is no inherent 

reason (other than simplicity of measurement and availab il ity of relevant statistics) why 

thi s should be the case. Certainly, there are strong grounds for including leg islative and 

juridical costs in calcu lations of admin istrative costs where they are ava il able and where 

they clearl y rel ate to the governmental costs of admini stering the tax system. And 

ultimatel y, the decisio n as to what to include or exc lude from adm inistrative costs IS 

largely dependent on the availab ility of data, usually from govern mental sou rces. 

Compliance costs 

There is also uncertainty about what should be inc luded in the measurement of taxation 

compl iance costs. Tax compliance costs are those costs " incu rred by taxpayers, or third 

parties such as businesses, in meeting the requirements laid upon them in complying with 

a ·given structure and level of tax" (Sandford , Godwin and Hardwick , 1989, p. 10). 

Whi lst this is an area in which there wi ll always be debate, it is possible to ident ify a 

"hard core" of costs that are indisputably part of the costs of complying with taxat ion 

requirements. Typicall y these will include: 

• The costs of labor/time consumed in completion of tax activities. Fo r exampl e, the 

time taken by a business person to acqu ire appropriate knowledge to deal w ith tax 
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obligations such as Pay As You Earn CPA YE") or V A T; or the ti me ta ken 111 

compiling rece ipts and record ing data in order to be ab le to complete a tax return; 

• the costs of ex pertise purchased to ass ist with completion of tax activiti es (ty pica lly, 

the fees paid to pro fess ional tax advisers); and 

• incidental expenses incurred in completion of tax acti vities, including computer 

software, postage, travel etc. 

Tax awareness and reforming tax administration 

In order to establ ish the most effective and revenue generator tax ad mi nistrations do not 

develop overn ight. Ad ministrative reforms through invo lve changes in incent ives and in 

the behav ior of taxpayers and public officials. (Turley and Schaffe r,2001) 

2.IA VAT Introduction Ethiopia 

The most stra ightforward way of tax ing onl y expenditure is through an ind irect tax, such 

as VAT(I-lancock, 1995). The newly introduced VAT is one of the components des igned 

by foreign and local experts to improve the tax co ll ection and admini strati on system in 

Ethiopia. The new tax system is invoice based, and thus required a complete revamp of 

the way businesses was conducted in thi s country. This new tax system is believed to 

encourage savings, export and cap ita l accumu lati on as it is lev ied on goods and services 

meant for consum ption. 

The VAT was projected to be applicable on taxpayers that meet the minimllm threshold 

of 500,000 Birr and above in annll al turnover, but will be required to effect 15 percent tax 

every transaction. 
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How does the tax work? 

The classic ingredients of V A Tare: 

»- The tax is charged on certa in transactions such as the sale of goods, the 

provision of services, and other types of suppl ies . 

»- It is charged at each stage of the production and di stribution chain by 

businesses and other persons carrying on a continuous or taxable activi ty. 

»- Such businesses do not incur the cost of the tax - they s imply ensure that it is 

charged when they supply a commodity (co ll ecting the tax on beha lf of the 

Revenue) and cla iming a credit from the Revenue for tax paid on their bus iness 

inputs. 

»- Specified supplies are charged at the rate of 0% or are exempt from the tax. 

Zero -rated businesses can c laim a credit for VAT paid on in puts, exem pt 

businesses cannot. 

»- The cost of the tax is therefore borne by businesses, which make exempt 

supplies, and by un registered end consumers. Both part ies pay the tax when 

acq ui ri ng commod ities but are unab le to cla im a compensating VAT cred it. 

These then are the characterist ics of va lue added tax regimes. Minor variations 

occasionall y apply. In Canada and Australi a, fo r example, exempt fi nanc ial entities can 

claim a partial VAT credit on certain ex penses . 

Tile most straightforward way of tax ing onl y expenditure is through an indirect tax, such 

as VA T(Hancock, 1995). The newly introduced VAT is one of the components designed 

by fore ign and loca l experts to improve the tax collection and ad ministrati on system in 

Ethi op ia. The new tax system is invoice based, and thus requ ired a complete revamp of 
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the way businesses was conducted in thi s country. Thi s new tax system is be li eved to 

encourage savings, export and cap ital accumu lation as it is lev ied on goods and services 

meant fo r consum ption. 

The VAT was projected to be appl icable on taxpayers that meet the min im um threshold 

of 500,000 B irr and above in an nual turnover, but will be requi red to effect 15 percent tax 

every transaction. 

Tax Evasion 

Tax is a method of savi ng tax liab ili ty by a tax payer through fraud ulent means or by 

d irectly vio lating tax laws. It usua ll y entai ls tax payers deliberately miss representing or 

conceal ing the true status of their affa irs to the tax authorit ies to reduce their tax liability. 

Tax evas ion is ill egal , unethi ca l, uneconomica l and hi ghly ri sky since it may result in 

may resu lt in penalty, imprisonment and closing up of business . Hence, taxpayers shall 

fi nd all the legal ways to avoid paying too many taxes and by no means is tax evasion 

acceptab le to a govern ment because it cri mi nal acti vity. 

Techn iques of tax evas ion 

The fo llowing are some of the common tax evas ion techniq ues: 

• Omiss ion to report taxable revenue to tax authority; 

• Under invoicing of sa les revenue; 

• Overstatement of tax dedu cti ble ex penses; 

• Reporting of personal expense as business expense for tax purposes; 

• Suppression of incomes; 
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• Keep ing multiple set of books of accounts to record business transaction ; etc. 

Factors that cause tax evas ion 

The fo ll owing are the important causes for tax evas ion: 

a) High rates of taxation 

Prevalence of high rates is the first and foremost reason for tax evas ion. This is 

because ( I) the higher rates of taxatio n create a psychological barrier to greater 

effort and underm ine the capacity and wil l to save and invest; and (2) higher tax 

rates results in heavy tax burden and the greater the risk undertaken for the 

purpose of tax evas ion, the greater is the reward. 

b) Complex ity of tax laws 

Complicated tax laws are another factor for tax evas ion. Complex tax procedures 

invo lves lot of time, cost seek ing the ass istance of tax ex perts and their adv ice by 

taxpayers. Such complication in tax laws may lead the taxpayers for evas ion. 

c) Sharing of experienced personnel 

Shortage of experienced personnel IS yet another cause of tax evasIOn. Tax 

Authoriti es should have suffi cient number of trained and experienced pe rsonnel to 

cope with assessment and investigation work. 

d) Deterioration of moral standards 

Every person should realize hi s responsibi lity towards the government. However, 

in this modern competition world , the deterioration of mora l standards amo ng the 

people leads to fa ls ificat ion of accou nts, misrepresentation of facts and fraudulent 
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behavior.(Misrak, 2008, Eth iop ian Tax Accounting Theory and Practice ,PP 49-

5 1) 

Introduction of tax automation and advantages 

The introduction of tax automat ion minimizes direct contacts between tax col lection 

officers and traders or their agents, and hence leads to a red uction of co rrupti on. Further 

benefits achi eved through customs automat ion include improved repo rtin g, control of fil e 

transfers , automatic reconciliation of tax returns declarati ons, and compliance testin g of 

bank files . Paperless declarations and customs automation save time and make it easier to 

focu s on inspecting hi gh-risk consignments. The poss ibility of submitting tax returns 

dec larations on- line has in some cases made it possi ble to reduce the associated fees; in 

other cases it has helped e liminate the ob li gatory contracting of Customs agents (Robert 

S., 1997). 

2.2 Theoretical Review about cash register machine 

A cash register is an e lectronic tool used to ca lculate and record sales transactions with a 

cash drawer that w ill be used to store cash. This mach ine will automatica ll y print rece ipt 

after a certain amount and the money transactions compared to the manual transaction of 

sales. There are d ifferent types of cash reg ister but they usuall y have the same key and 

functions. (http ://www.wikihow.com/ U se-a-Cash -Reg i ster) 

The earl y cash registers reco rded the amount of each sale upon a paper ro ll , but provided 

limited help in the way of transaction summaries. The fo llowing adverti sement in 1886 
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touted the virtues of the cash register: "It is an automat ic cashier wh ich records 

mechanically every sa le made in a store. It never tires. It never does one thin g while 

thinking of another, and never makes a mistake . It is a mathematica l prodigy in brass and 

steel , a ll of w hose computations are invariably correct. It is a machine which wi ll save 

the money you make and thus pay for itself over and over aga in ." 

2.2.1 The History of Cash Registers 

One of the earliest inventions fo r keeping track of commercial transactions is the abacus, 

an instrument that helps a person make arithmetic calcul ations. Invented over 4500 years 

ago in the mid-east, it was further developed by the Egypt ians and Chinese into its 

present form. A variety of different abacus designs exist. The word "abacus" comes from 

the Greek a bax, meaning "counting board." The device has other names in Asian 

languages. Cash registers today mechanicall y implement many of the functions of the 

abacus. 

In ancient times the abacus was composed of a row of grooves in sand into which pebbles 

were placed. Later, the use of a slate or a board made it a portable device, widely used 

throughout Asia. Today, it is composed of beads strung on parallel wires in a rectangular 

frame, and is sti ll in use where electricity and batteries a re scarce or expensive. Fo r 

example, a Russian version, the schoty, was st ill in w idespread use within the last decade . 

The abacus wo rks on the principle of place-val ue notat ion: the location of the bead 

determines its va lue. In this way, re lativel y few beads are required to depict large 

numbers (Companion , 1996) 
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2.2.2 Empirical J'cvicw 

An IMF stud y, (2005) on VAT refunds found out that a pre-condition for successful 

reform is a stron g commitment on the part of government and key stakeho lders. The 

premises and equ ipment necessary for automation may include new or rehabilitated 

offices, hardware, software, internal communication systems and connections to extern al 

networks, and they may also require the set-up of wireless networks and links. 

Furthermore, the introduction of ICTs 

needs to be accompanied by extensive capacity building. Benefits of automation include 

a reduction of fraud , remote access to information, improved collection of stati stics, and 

uniform application of tax legislation. 

Omweri and Bernard (2010) assess the effectiveness of Electron ic Tax Registers 

(ETRs) in the collection of VA T returns. The stud y measured the problems of using Cash 

Register Machine facing tax payers and tax co ll ectors as we ll as get possible solutions to 

the problems. And the study a lso assess the effectiveness of Electroni c Tax Registers had 

been recently introduced by the Kenyan tax authority. The study sought to establish if the 

Electronic Tax Registers had increased the speed at which taxpayers processed their VAT 

returns and if there were any associated costs in the processing of VA T. The popu lation 

under study comprised of 98 VAT regi stered taxpayers in Kisii town according to the 

regional KRA office's records. The researcher stratified the population (VAT registered 

organizations) under the study in to four different groups at the point of their activities 

.That are; service providers, wholesa lers & large sca le retailers and supermarkets. The 

researcher uses primary and secondary data and the main instrument of co ll ecting 
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primary data was the questionnaires while secondary data was obtained from the KRA 

regional office. Data was analyzed mainl y done using descriptive stati stics sorted and 

summarized in tab les and diagrams. Data ana lys is tool s used in the research were Excel 

and SPSS and data was presented in fo rm of tables and graphs. Based on the resu lts from 

data ana lys is and findings of the research, they conclude the fo ll owing; First, Kenya has 

witnessed significant changes in many aspects of its economy over the last four decades, 

but like most deve loping countries, it has had to contend with the common prob lems that 

plague tax systems of developing countries (Karin gi, Wanjala, Dec, 2005). Secondly, the 

timely fi lling of the monthly VAT returns is attributed to many factors . ETR is one of the 

factors. Further the introd uction of ETR has ass isted in cutting costs that the business 

used to incur in processing VAT. Third ly, It was found that ETRs have enhanced the 

revenue collection resulting from sound sales and stock audits. Fourth ly, to eva luate the 

effectiveness of ETRs in fi ll ing VAT Returns at regu lar intervals, it was found that the 

use ofETRs was not a waste of funds and has assisted the business in many ways. 

Gang And Das-Gupta ( 1998) ,extends the standard theoretica l model of tax enforcement 

bX a llowing for the cross- matching of transact ions in add ition to the auditing of 

taxpayers. For the Val ue Added Tax (VAT) the matching of purchase and sa les in voices 

is an important enforcement technique. The paper examines the impact such enforcement 

on the revenue effecti veness and effic iency consequences of the VAT. Transactions 

matching is shown to have very d ifferent effects from auditing: Even when aud it ing alone 

is unable to induce non-zero taxpayer reports, and regardless of the expected success rate 

in auditing of the tax ad ministration, suffi ciently intens ive cross- matching can induce 
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truthfu l reporting. On the other hand , match ing leads to di storted purchase and sa les 

transactions. It can also distort input use and output decis ions even if auditing a lone has 

no adverse effects. In the model, conditi ons under which the VAT leaves input prices 

undi storted are found and the content of the often made claim, that a VAT is self­

enforc ing, is exp lored. The ability of the tax ad ministrat ion to enforce compliance with 

the VAT is shown to be sensitive to the knowledge that the tax adm in istratio n has abo ut 

the production technology. 

The findings of Schaffer and Turley (200 I) on their study measuring effecti ve tax 

administration in transition economies (TE) revea led that Wide differences between 

effective or reali zed ave rage tax rates, and tax yields that would result if statutory tax 

rates were strictly applied indicate problems with tax compliance and collection .. The 

methodology involves calculating an effective/statu tory (E/S) tax ratio . Initi al results 

indi cate that the leading TEs have E/S ratios similar to the EU average . They find a 

positive corre lation between progress in transition and effective tax adm inistration , as 

measured by our E/S ratio. For slow reformers, the effectiveness of tax collection appears 

to vary with the extent of state control. Those TEs that have ma inta ined the apparatus of 

the state have done well in tax co llection compared with those countries where there is 

evidence of state decay. This rai ses a number of broad policy issues re lating to the speed 

of transit ion, the interact ion of politi cs and economic reforms, the capac ity of the state to 

govern, and the need For market institut ions to develop. 

EichFelder and Schorn,(2009), analyzed the re latio nship between tax compliance costs 

and business strategy. They applied a German data set o f 1,220 especially small and 

medium-sized bus inesses to investi gate th is hypothesi s in an econometr ic WLS model. 
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They find no similar cost-reducing e ffect for cap ital-intensive compliance strategies (fo r 

example the use of tax adm inistration so ftware) , an electronic data interchange with the 

tax and soc ial insurance authoriti es or a simplified cash accounting method for tax 

purposes. The insignificance of electronic submi ssion methods may be caused by start-up 

costs counter balancing potential cost reductions. relationship of tax comp li ance costs and 

busiriess strategy. Due to instruments, like information technology, simplified cash 

accounting or outsourcing compliance activi ti es to tax advisers, private businesses have a 

set of strategies to optimize thei r tax compliance cost burden. In spite of that they found 

empirical evidence for sma ll German businesses using onl y insuffic iently th e support of 

external tax advisers. Therefore, a considerable num ber of small businesses in Germany 

could reduce their compl iance cost bu rden by a hi gher degree of outsourc ing tax 

processes. In contrast, they found no signifi cant evidence for a cost reduction by an 

electronic data interchange with the tax and social insurance authorities or by a simplified 

cash 'accounting method fo r tax purposes. The insignifi cance of electronic submiss ion 

methods may be caused by start-up costs counterba lancing potential cost reductions. 
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2.3 Conceptual frulllc work of the researchcr 

From the above literature review the resea rcher tries to dri ve variables from the above 

literature based 011 the title. 

2.3.1 Conceptual frame work from the literature review 

VAT 
Income 

Diagram 2.1. The researcher design this diagram by own self from the literature 

review 
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The researcher will see different issue in th is study, the issue exp lained by classifying and 

co.nsidering them as dependent and independent variab les .The variables relationships are 

explained (shows) as follows .The dependent variable is VAT income whil e the 

independent variables are awareness of ultimate tax payers and V A T registered 

organizations, tax evasion, tax audit and follow up, comp li ance cost and admini stration 

cost In th is case the dependent variab le affected by these independent var iable, for 

instance, VAT income affected(increase or decreases) by awareness of taxpayers ,that 

means when the tax payers awareness is high about va lue added tax , the value added tax 

income wi ll increase assume others thi ngs are constant. The dependent vari able also will 

be affected by tax evas ion ,that means when there is a way or no way to evade tax while 

using cash register machine the value added tax income also decrease or increase. When 

we see the relationships between VAT income and tax audit fo llow up there is hi gh 

relationship affected the VAT income because of this variable. For instance, when the tax 

authority have a usual tax auditing the organi zat ion accounting in fo rmation the extent of 

evasion may deduct because of fearing ,so, the VAT income wi ll increase because of 

reducing the evas ion through tax aud it 

In general, it can be concluded that altho ugh there have been studi es on VAT 

Admin istration and VAT im plementation and its problem in some developing countries 

includ ing in Eth iopia, in Ethiopia there are no ample studies that examine the impact of 

cash register machine on VAT income since it is new technology which adopted by 

Ethiopian Revenue and Customs Authority. Therefore, s ince it is new system whi ch 

adopted by the tax authority there is no clue abo ut the exact figure whether there is 
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opportunities or problems of cash reg ister machine on VAT collect ion process. In this 

proposa l, the objectives of the stud ies are to examine the impact of cash regi ster machine 

on VAT collection and to identify the problems and opportunities of the machine on the 

process of VAT collection. 
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Chapter Three 

3.1 Research design and methodology 
In order to achi eve the main research objectives a mixed methods approach (both 

quantitative and qualitative) is adopted . The purpose of using such a mi xed methods 

approach is to gather data that could not be obta ined by adopting a sing le method and for 

triangulation so that the findings with a single approach could be substanti ated with 

others wherever possible. The idea of Mixed approach methods is supported by different 

scholars by mentioning its advantageous over using a sing le method. 

A mixed methods approach is one in which the researcher tends to base knowledge 

claims on pragmatic grounds (e.g., consequence-o ri ented , problem-centered, and 

pluralistic). It employs strategies of inquiry that involve collecting data e ither 

simultaneously or sequentially to best understand research problem. The data co llection 

also invo lves gathering both numeric information (e .g., on instruments) as we ll as text 

information (e .g., on interviews) so that the final database rep resents both quantitative 

and qualitative information (Creswe ll , 2003). 

A basic description of a mixed methodo logy is simply that it is a methodology with 

methods that have comparisons between quant itative and qua li tat ive data (Jones, 2004). 

Quantitative data is data in numerica l form , often derived from questionnaires or 

structured interviews. Qualitative data is descriptive data from observati on or 

unstructured interv iews (Taylor et aI., 1995 p632). 
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The separation of methodologies into quantitative and qualitative IS a common 

distinction; the tendency has been to link quantitative methods with a natural sc ience 

(positivist) and qualitative methods with a social science (interpretivist) (M ingers, 200 I). 

However, this simple dist inction has caused much debate concerning its accuracy and 

validity. In the first place, the distinction can be argued to apply to the data rather than 

the methodology (Yin, 1989) and also that the underlying parad igms are incompatib le. 

On this latter point, there is a view within social research that the two are equally 

informing (Bryman, 200 I) . A brief explanation about each of the main data co llection 

methods adopted is given below. 

3.1.1 Types Hud sources of data 

In this study, the researcher were used primary and secondary data. The primary data 

obtained from three different population by stratified them based on their basic features, 

that are: from the ultimate tax payers (consumers of vat registered organizations') , from 

the Value added tax registered organizations and from tax experts and administrators by 

using different mechanisms, in order to obtain information from the above population 

that has been mentioned in the above sentence ,the researcher used structured 

questionnaire to gather primary information. Questionnaires have been administrated 

open ended and closed ended types of questionnaires. 

Whereas, the secondary data obtained from Eth iopian Revenues and customs Authority 

Western and Eastern Addis Ababa branch from published and unpublished reports, 

documents and internet site. 
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3.1.2 Method of data collection 

S~mpling is important because, in almost all cases, it is not practica l to study a ll the 

members of a popu latio n (Vanderstoep,Johnston ,2009). In a popu lation of several 

thousand a sample of a few hundred can be representat ive and (especia lly in self­

completion surveys), researchers can 'over-sample ' to compensate for non-response. In 

groups likely to be under-represented add itio nal ' booster samples' can be taken 

(Williams,2003). A COm mon goa l of survey research is to co llect data representative of a 

popul at ion. The researcher used informatio n gathered from the survey to genera li ze 

findings from a drawn sample back to a population, within the limits of ran dom error 

(Wunsch, 1986). 

Within a quantitative survey design, determin ing sample size ami ut:aling with nun 

response bias is essenti al. "One of the real advantages of quantitati ve methods is their 

ability to use sma ller groups of people to make inferences about larger gro ups that would 

be prohibitively expensive to study" (Ho lton & Burnett, 1997, p. 71). The traditiona l 

method of increasing reliability of estimates is to increase sample size . But increas ing the 

sample size has its own problems as reported by (Bakan, 1966). 

So, the researcher determines the sample size and gathered representati ve informatio n by 

su:ati fi ed the population based on special features , since th e researcher have three 

different popu lation. The first population, that is va lue added tax registered organi zation 

in Add is Ababa, the sample s ize determined by a mathematical formula that take from 

stat istics book by taking into accou nt the total popul at ion(definite number of populat ion) , 

the sampling error, the leve l of reliabi li ty and the population proportion. Adequacy of the 
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sample sIze and cost took into consideration in the sample size plan for the stud y. 

Currently, the value added tax registered organizations In Addi s Ababa are 3,000 

organ izations as a total population and it is assumed that the sample should have 98% 

re liability and a sampling error of2% or 0.02. 

The maximum sample size is computed as follows : 

Therefore, n= Nil +p*N = 3000/( I +(3 ,000 *0.02))= 50 

Where N is des ired population 

n : is sample size 

p : is margin of error and which 

The information gathered through closed ended and open ended questi onn ai res from 

these 50 VAT registered organ ization by using sim ple random sampling, cause the 

population homogeneity based on the resea rcher information need . 

The researcher gathered informati on almost from half of a Cash register machine 

experts from those who work at Addi s Ababa City, because ,according to some research 

books when the population is very small it is better to take large sample in to account as 

participant .There are 11 cash register machine experts. The researcher gathered 

information from 6 of them through closed ended and open ended questionnaire and 

interview to get vita l information wh ich are viable for the study. 

The researchers also determine the sample size from the third population that is the 

ultimate taxpaye rs, in th is case the ultimate tax payers (consumers from VAT registered 

organization) population size is not avai lable in thi s case statistical books recommend to 
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use multistage sample tech nique .As per Jakson, 2007,"multi stage cluster sampling is 

used when an appropriate sampling does not ex ist or cannot be obtained." Th is author 

recommended ,because of this multi stage process, the likelihood of sampling bias 

increases. This creates a lack of sampling precision known as a des ign effect. It is 

recommended to cons ider the des ign effect during sample size determinat ion. So, the 

researcher wi ll take 50 sample by using random sampling from the infinite populat ion in 

orper to avoid design effect and due to time and budget constra ints. Beside, the researcher 

was ad mini stered closed ended questionna ire to gather in format ion from the ultimate tax 

payers. 

3.1.3 Dependent and independent variables of factor considerations 

Dependent variables in the study are the VAT income of the ERCA (the total money 

coll ected by the government from VAT) .The amount of VAT income is depend up on 

the followin g independent variables such as: awareness of the people on VAT and CASH 

re!5ister machine, V A T evas ion whi Ie using cash register machine ,admin istration cost 0 f 

the government to co ll ect VAT by using ETRs, compli ance cost (a cost that is incurred 

by the VAT registered organizations to co ll ect VAT and a tax returns and audit follo w up 

taking place by the ERCA wh il e on a VAT reg istered organi zat ion (user of ETRs) . 

The relationships between the dependent variable and independent var iables can be 

exp lained; 

V A T income = Awareness of the people about V A T and ETRs+ V A T evas ion + 

Adm in istration cost + Compli ance cost+ Audit follow up 
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Ordinary Least Square (OLS) model: By uSlllg OLS mode l it was constructed as 

follows: 

VAT income = Po +P1Awareness+ P2Evas ion+ pJAd ministration cost-!- P4 Compliance 

cost-!- PsAudit follow up+ error factoe (E) 

Where: VAT income = VAT income wh ile th e government using ETRs, 

Po = constant term 

E= acceptab le error factor 

Notc: E= the changc of VAT returns because change on the businesses efficiencies 

and effectiveness, and other factors other than independent variables. 

3.1.4 Method of Analysis 

In order to analyze the data, both descriptive and inferenti al stati stics were used. 

Tabulation, percentages etc. were used to analyze data which gathered from cash register 

machine experts and fro m ultimate consumers. On the other hand , inferential stati stics 

were used to see the associat ion between the dependent va ri able and the independent 

variab les. The dependent variable is V A T income and the independent va ri ab les that are 

compliance costs whil e us ing cash register machine, tax audit fo llow up and awareness 

abo ut cash register mach ine and about VAT. So, in order to see the relationships between 

the dependent variab le and independent variables multip le regressions were used to see 

the relationships between the dependant variable and independent variabl es. In addition, 

co ll inearity taste were made to check interd ependence and col ilinea rity among 
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independent variables multiple regressIOn , co llinea rity and descriptive statisti cs was 

applied uSlIl g procedures within Stati stica l Package for Socia l Sc iences (S PSSLPC 

version 16. 
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Chapter Four 

.tt Data Analysis, Findings and Discussions 

In thi s study, both primary data and secondary data were collected by the resea rcher. 

Primary data was co llected by use of questionnaires . The questi onnaire was structured , 

open ended and closed ended which were dropped and then picked later. Primary data 

was also coded and tested for completeness . Secondary data was mainl y co ll ected from 

the ERCA's offi ce by anal yzi ng officia l documents and by past records inferences. i\ 

pilot study was however done usi ng a few taxpayers to test the va lidity and reli ability of 

the quest ionnaires. Raw data co ll ected from the fie ld was sorted and summari zed in 

tables and diagrams. The process of data anal ys is involved several stages. Completed 

quest ionnaires were edi ted for completeness and consistency. The data was then coded 

and checked for any errors and om iss ions (Kaewsonth & I-larding, 1992). The responses 

from the open-ended questi ons were coded; the mean and standard deviation used fo r 

likert-scale responses. Content anal ys is was also used in the anal ys is of some of the open­

ended questions. 

This section di scuss on data ana lysis, results and di scuss ions of the research. Data was 

collected from three different popu lation and out of the total population the sample sizes 

are 50 VAT registered organi zations in Add is Ababa city, 50 consumer of VAT 

registered organizations and 8 cash reg ister machi ne ex perts of ERCA. The res pondents 

of VAT registered organizations were senior, middle leve l, low manage rs . Out of the 50 

regi stered VAT taxpayers to whom the questionnaires were ad mini stered, onl y 38 

responded. Thi s gives a response rate of 76% percent. All of the 50 consumer of VAT 
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registe red o rgani zations to whom questi onnaires were ad mini stered by random sampling 

and there were no sampling error. This g ives a response rate of 100% percent. And out 

of the 8 cash register machine to whom the questi onnaires were ad mini stered, on ly 6 

responded. This g ives a response rate of 75% percent. 

4.1.1 [)cscripth·c Analysis 

This section present on descriptive analysi s of the primary data whi ch were co ll ected 

from VAT registered organizations, ultimate tax payers and from ETRs machine experts. 

Business Profile & Background Information 

The years that has been organi zatio ns in operation determines the experi ences of thc o ld 

VAT collection system and new VAT coll ect ion system in filling its tax returns is 

relevant informat ion which can ab le the business organizations to evaluate the existence 

VAT collection system by making comparison with the previous one. So, in order to get 

this essenti a l inform at ion the responden ts were asked to give the age of their businesses, 

and the age of their bus inesses on VAT co ll ect ion without e lectro ni c regi ster machine 

and with e lectronic register machine. 
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TABLE 1: Time starting co llection of VAT before ETR 

Cumulative 

Frequency Percent Val id Percent Percent 

Val id fi ve years ago 19 50.0 51.4 5 1.4 

four years ago I I 28 .9 29.7 81.1 

three years ago 4 10.5 10.8 91.9 

this year 3 7.9 8.1 100.0 

Total 37 97.4 100.0 

Missing System I 2.6 

Total 38 100.0 
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Graph I : Time starting Co ll eting VAT before ETR 
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As we can see the above tab le I and figure I, the respondents were as ked to give 

the age of their businesses, and from the research data, it was found that most 

businesses have been in operation for more than fi ves, that is 50% of the 

businesses have been in operation for over 5 years, Thi s indicates that almost half 

of the respondents are well experi enced which can ab le them measu re the o ld tax 

system and the new one that is automated tax system whil e 28 .9% of them have 

b(!en in operation for between 4 and 5 years, and 10.5% of the business have been 

in operati on before two years ago and the remain in g started in thi s year. 

Table 2: T ime starting collection of V AT by using ETR 

Valid C UIllU lati ve 
Frequency Percent Percent Percent 

Valid before five years 
0 0 0 0 

ago 

four years ago 0 0 0 0 

three yea rs ago 22 60.6 62. 1 91.9 

two years ago 9 23.7 24.3 86.5 

th is years 5 13.2 13.5 100.0 

Total 36 97.4 100.0 

Miss ing System I 2.6 

Tota l 37 100.0 
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Graph 2 : T ime starting collect ion of VAT via cash register machine 

The above table and graph shows that, the respondents 60.6 % of VAT reg istered 

organization have been collecting VAT through cash register machine for over three 

years that was the time when cash register machine uses to collect VAT in Ethiopia . And 

24.3% respondents have been collecting VAT via cash register machine. The remaining 

organizations started us ing cash register machine. 

Tbis .is an indication that the information provided in thi s stud y was given by experienced 

businesses and informants. The reg istered VAT taxpayers in Addi s Ababa city are 3,000 

in number as provided by the ERCA offi ce. Out of 3,000 onl y 37 VAT registered 

organi zations responded. There are three categories of registered VAT taxpayer; service 

prov iders; merchandi ses enterprises and Manu facturing enterpri ses. The respondents 

were asked to indicate the lype of business they are engaged in , and it was fo und th at 
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35% of the businesses were serv ice providers, 50% merchandi se enterpr ises, and 15% 

were manufacturing enterprises. Currently, Ethiopia is moving to modern tax systems by 

adopti ng Electronic tax regi stered li ke most deve lop ing countri es ; it has had to contend 

with .the common problems that plague tax systems of developing countri es (Karingi, 

Wanj ala, Dec, 2005). ETRs have been introduced to get the country out of the prob lems 

that plague tax systems of develop ing countri es. The ERCA give permi ssion different 

whole seller to di stribute a cash regi ster machine with free duties in order to built modern 

tax system . ERCA also requiri ng all businesses o rgani zations to uses cash registe r 

machine and a cost that has incurred by the organi zations to acq uire the machine, 

hardware, software, internal communication systems and connect ions to external 

networks, and they may also require the setup of wireless networks and links is a 

deductible expense. T hey were also asked to indicate the time when they might have 

acquired the ETR machines, and most businesses acquired thei r ETR machines, that 60.6 

% of VAT before three yea rs ago that was the time when cash register machine uses to 

co ll ect V A T in Ethiopia. And 24.3% respondents have been acquired more than two 

years ago, the remaining organi zations acq uired in this year. 

4.1.2 VAT Returns, the ERTs Machines and VAT registered organizations 

The ERCA req uires to use every business organ izations uSi ng ET Rs and allows 

bllsinesses to offset the cost of the ETR installation against the in put VAT as well as 

training of traders on the use and benefit s of those devices. The respondents were asked 

to ind icate percentage of the business' tota l average an nual V A T returns speci fically they 

were asked yea r 2007 before cash reg ister machine implementation and V A T returns and 
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year 2008 after cash register machine implementation to make compari son. The 

researcher tri es to see the relationship between the dependent vari able that is VAT 

income and independent variabl es that are: awareness about VAT and ETR, audit fo llow 

up on VAT and cash register machine and com pliance costs whil e the business using 

machine to co llect VAT by using mu ltiple regression. However, using VAT income in 

terms of money (bi rr) to regress is not the ri ght way to see its effect because of those 

independent variables therefore; the researcher took percentage change of V A T income 

before using ETRs and after ETRs. 

The respondents were asked to indicate the time they take to prepare their VAT returns at 

the end of the month, and 60.2% of the businesses take less than 2 days to prepare their 

VA T returns at the end of the month , 22% indicated less than three days, as 18.8% 

indicated more than three days. This is an indication that the businesses prepare and fil e 

their VAT returns in good time before the ERCA deadlines of VAT returns submiss ion 

time. Businesses sometime seek the involvement of tax accountants ' services in filling 

tax returns and with a proportion of the proportion of the monthly VAT returns paid to 

the agents. The respondents were asked to indicate whether they in vo lve the tax 

accountants' services in fillin g tax returns to check the extent of compli ance costs after 

using ETR, and 70% of the respondents indicated that they clon ' t in volve the tax 

accountants' services in filling tax returns. Of th e 30% who involve the tax agents' 

serv ices in filling tax returns. This is an indication that most businesses can fil e their 

returns on their own, and even those who use agents are not exploited as they all pay a 

normal fee because the ETRs facilitates tax returns filling process. 
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The taking part of a tax accountant in the prepa ration and fillin g of the monthl y V A T 

returns can invo lve a fi xed fee or a var iable fee. The respondents were asked to indicate 

whether they pay wage to the tax accountants in the prepa ration of V AT retu rns, and they 

were asked about the costs that has been pay wage by the business before ETRs and after 

ETRs to make comparison and, 85% of the respondents who invo lve tax accounts in the 

preparation of VAT returns is paying less amount of wage to the tax accountants than 

be fore ETRs. The respondents were asked to ind icate wheth er they have enjoyed any 

benefits in the faculty of sales audit through the adoption of ETR machine, how frequent 

they do their sales audit post adopt ion of the ETR machine, and 68% of the respondents 

part ind icated that the use of ETR machines has led to improved sal es aud it for thei r 

blis iriess, as 32% indicated it has not improved. This is a s ign that certa inl y th e use of 

ETRs can improve sales audit on top of timely fi lling of month ly VAT returns. A lso from 

the resu lts, out of th e 68% who enjoy the benefits of ETRs in sales audit, 52% of the 

bus inesses are ab le to conduct their sa les aud it dai ly. Espec ia ll y th e owners of th e 

businesses are gettin g a means of contro lli ng their business sa les vo lu me dail y v ia mobil e 

phone, The respondents were asked to ind icate whether they have enjoyed an y benefits 

in th~ facility of co ll ecting VAT and handling thei r Owen work through the adoption of 

ETR machine, and 72% of the res pondents indicated that the use of ETR machines has 

led t6 so und reapprai sa l o f their business wo rk and co llection of VAT , as 22% indicated 

it has not improved help their work and co llection of VAT rather it put on them 

additional burden on them li ke they are threatened to not committing a mistake whil e 

using ETR because once they make a mistake it has a long step to make it correct and it 

take time. Th is is an indication that in fact the lise of ETRs has improved co ll ection of 
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VAT and the business work in additi on to contro lling the business activ it ies wi th regard 

to cash sa les. 

Cha nge of VAT ret u..us a ftcr ETRS 

The researcher gathered data from ERCA and the VAT registered orga nizations VAT 

returns of the same organi zations to measu re the change of the governm ent income from 

VAT after a cash reg ister machine im plementatio n. The data shows that co llected VAT 

income in year 2007 that means before cash register machine is Birr 607,432,706.25 from 

10 1 V AT registered o rganizations and the government co llect Birr 890,290,805.42 in 

year 2008 after cash register implementati on from thi s 101 organi zat ions. The net 

percentage change of VAT returns before cash register machine and a ft er cash regi ster 

machi ne was posit ive change that is 46.57% from these 10 1 orga nizations. When we see 

the max imum positive percentage change of VAT returns from one specific organization 

is _ 467 .7 1 % and the max imum negat ive percentage change fo r another speci fi e 

organization is -95 .1 9%. T hi s shows that there is a positive im pact of a cash register 

machine because its posit ive impact is very larger than its negati ve impact. By looking at 

individual business o rganization percentage changes VAT returns, concluding the res ults 

is very di fficult so the researcher tri ed to see the a ll businesses net effect of the cash 

register machine fro m spec ifi c sample. Out of 10 1 organizations 87 o rgani zations showed 

the positi ve changes and on ly 14 organizations a negative percentage changes after a cash 

register machine. That means 86 .13% of the bus inesses returns more VAT th an befo re 

usi ng a cash reg ister mach ine. 

The change of VA T returns can be summarized by the fo llowing pie chart. 
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Percentage Change on VAT returns of 
business organizations after ETR 

• Positiv('change on VAT Return s 
ofl er ETR 

• NcgaUvc chl1 ngc on VAT returns 
ofter ETR 

Chart 1: Change on VAT returns of business organizations after ETR 

Even though , there are a big changes in VAT returns comes to ERCA after 

implementation of a cash register machine the researcher believe that it is not poss ibl e to 

conclude by looking on ly these evidences. So, in order to get strong result we have to see 

the cause and effect re lationships by regressin g the percentage change on VAT returns 

(dependent variable) and independents variables. 
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-t.2 Regression results 

The researcher tri ed to see the relationships between the dependent variable that is VAT 

income and the independents va riab le to be regress by us ing SPSS that are onl y : 

awareness , audit follow up and compliance cost. The researcher has reason regressing 

only those three independen t variables. Firstl y, due to information ava il ab ility which 

could gather from the VAT regi stered organi zations, the res pondents could ask onl y 

about their awareness, the procedure and their perception of audit foll ow up and 

compliance costs. Whereas information about the re maining independent variables that 

are evasion and ad ministration cost are not avai lable from VAT registered organizations. 

ADd also the researcher took the change of VA T registered organizations of their VAT 

payment after they are using ETR machine, so, the dependent variables considered in 

terms of percentage changes. 

4.2.1.Model fitness and Regress ions 

Fitness of the model: the use of OLS (Ord inary Least Square) is used for th is study and 

the regress ion result showed that the model work we ll. Before regress ing the data the 

researcher checks multi co lliniarity among the independent variab les . The fo llowing tab le 

showed that the multi co llinirarity test. 
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Table 3: Correlations 

tota l total aud it 

total awareness compliance per follow up per 

per respondent respondent respondent 

total awareness per Pearson Correlat ion I .853 " .65 1" 

respondent Sig. (2-tailed) .000 .000 

N 37 37 37 

total compli ance per Pearson Correlation .451 " I .868" 

respondent Sig. (2-tai led) .000 .000 

N 37 37 37 

total audit fo ll ow up per Pearson Correlation .756" .868" I 

respondent Sig. (2-tai led) .000 .000 

N 37 37 37 

** . Correlat ion is signifi cant at the 0.01 level (2-ta iled). 

The result of corre lat ions showed that there are no multi co ll inarity becau se according to 

Ha ir et a l. 1998 if pearson correlation results showed that from 0.3 to 0.9 there are no 

multi collin ia rity, that means we can regresses the depend ent variable and independent 

variables. 

The test fo r thi s mode l is made by R2 and F-statistics. R2 indicates that how much is the 

tota l independent variab le explained the dependent vari ab le. As we can see from the 

following tab le (Table 7 model summary), the result of R2 showed that all independent 

variab les ex plained th e dependent variables with 8 1.9% and whi ch confirm that the 

model is good. The F stat ist ics result also support the above co nclus io n, except one 

independent variab le a ll are s ignificant at 5% level. The ca lc ul ated F stati st ics is 49.669 
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which are higher than the tabu lated F statistics which IS 8.6. Therefore the F stati stic 

proofs that the selected model is best fit. 

Table 4: Model SUlllmary" 

Adj usted R Std. Error of 

Model R R Square Square the Est imate 

I .90Sa .8 19 .802 46.28249 

a. Predictors: (Constant), total awareness per respondant, 

total compliance per respondant, total audit follow up per 

respond ant 

b. Dependent Variab le: percentage change of vat 

collection after using cash register machine 

4.2.2 Regression results and interpretations: 

Regression shows that how the dependent viable is respo nding with independent 

vari ables change. The VAT income which is dependent va riabl e is a function of these 

independent variab les that are audit fo llow up, compliance cost and awareness. 

Regress ion can show us the fitness of the mode l and signifi cant variables that affect VAT 

income. 
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TableS: ANOVAb 

Sli m of 

Model Squares df Mean Square F Sig. 

I Regression 3 19 180.132 3 106393.377 49.669 .000" 

Res idua l 70688 .286 33 2 142.069 

Total 389868.4 18 36 

a. Pred ictors : (Constant), total awareness per respondant, tota l compliance per 

respondant, total aud it fo llow up per respondant 

b. Dependent Variable: percentage change of vat co ll ection after us ing cash 

regis'ter machi ne 
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Table 6: Coefficients" 

Standard i 
zed 

Unstandardi zed Coefficie 
Coeffic ients nts Correlations 

Zero-
Model B Std. Error Beta T Sig. order Partial Part 

I (Constan 
-57.453 52.332 -1.098 .280 

t) 

total 
audit 
follow 

- 16.60 1 7.653 -.564 -2.169 .037 .806 -.353 -.161 
up per 
responda 
nt 

total 
compl ia 
nce per -2.589 2.366 -.095 - 1.094 .282 .365 -. 187 -.081 
responda 
nt 

total 
awarene 
ss per 

20.763 3.8 52 1.470 5.390 .000 .890 .684 .400 responda 
nt 

a. Dependent Variable: percentage change of vat co ll ectI on after uSll1 g 

cash reg ister machine 

Significant variables: Audit follows up and awareness 

Insigni ficant Variable: Compliance cost 

As we can see from the above regression table 7, VAT income is hi ghly affected by audit 

follows up and awa reness at 5% signi ficance leve l and lees likely affected by compliance 

cost at 10% signi fica nce leve l. 

The coefficient or probability value of awa reness is 0.00 I which means that the null 

hypothes is that is awa reness does not affect the VAT income is rejected at 1% 
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confidence level and the a lternati ve hypothes is that is the awareness affects the V A T 

income is accepted at 99% confidence interva l. The beta coefficient of awareness is 

positive 20.763. Thi s showed that as awareness increases the VAT income percen tage 

increase. That is as awareness increases the VAT income increases by 20.763 of 

awareness . This is the reason that the people are creatin g awa reness and more become 

aware about what the governm ents is requiring them and also peop le kn ow the 

punishment that w ill resulted because of lately payment or trying to cheat the VAT 

payment. 

4.2.3 The Effectiveness of Electronic Tax Registers in Processing of Valne Added 

Tax Returns 

Cash register machine decreases the tax returns load on bus inesses whil e it enhances the 

co ll ection processes effic ienci es and effectiveness of the E RCA, and prov ides timely and 

accurate tax information to businesses, increases the avai lab ili ty of electroni c tax filin g, 

and models sim plified state tax employment laws. The respondents were asked to 

indicate whether monthly VAT returns have increased with the im plementat ion of ETRs 

and from the results, 89% of the res pondents indicated that the monthly VAT returns 

have increased with the implementation of the ETRs. These questions also were asked the 

cash register machine experts whether th e ERCA VAT revenue increased with the 

implementation of ETRs, 100% of the res pondents indicated that the monthl y V AT 

income of the tax author ity increased . Thus the ETRs are effective in the VAT returns 

documentation . The respondents were asked to g ive their op inion on how the introduction 

of ETR has assisted the ir businesses, whil e c iting reasons. c rom the research data, 72% 

of the respondents qua li fi ed the use ofETRs in business to have accrued man y benefit s to 

their businesses, as opposed to 28% who indi cated they have not enjoyed any bene fit s by 
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the use of ETRs. Of the 72% who indicated that they have yie lded the benefi ts of ETRs, 

they cited the fo llowing reasons rangi ng from: Increased effi ciency in sales audit, 

increase in sa les co llection processes, decreases the amount of compli ance cost in terms 

of money and time, ETRs have lecl to timely preparation of reports, ETRs have led to 

Increase in returns, it give additional means to con trol over the day to day activ iti es 0[' 

their Owen business and assets of the business. 

Of the 28% who indicated that they have not benefited from the use of ETRs, cited the 

following reasons ranging from: it is not friendly usable when the casher made a mistake 

while co ll ecting cash, it takes time for a correction of mistakes, the tax laws threatened 

the business if thee made any mistake unintentionally it might considers as tax evasion, 

when the business serve money customers at a time it make late and most customers arc 

blam ing for their se rvice qualities. 

In conc lusions the benefits, ETRs allows the busi nesses to report their VAT retu rns with 

in a time and it helps them in filling rea l data with regard to VAT and sa les of the 

business of the ERCA. To eva luate the effectiveness ofETRs in fldfilling thi s objective, 

the respondents were asked different questions to evaluate the use and challenges of 

ETRs . and the resu lts of the of descriptive analysis and mu ltipl e regress ion anal ys is are 

show us it was fo und that the Lise of ETRs redu ces the cost of VAT reg istered 

organizations and administration costs and has assisted the business in many ways. 

4.2.4 VAT Returns and ETRs experts 

ERCAs' cash register machine experts we re as ked information w ith regards to : about 

awareness creations about cash register mach ine and VAT take pl ace by ERCA, abo ut the 

ro le of cash register machine on reducing evasion and admini stration cost, audit fol low 
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up practice of ERCA. The total number of a cash register machine experts are II out of 

these the researcher di stributed questi onnaires for 6 ex perts. The questionnaires we re 

designed to answer their agreement leve l. There are five agreements leve l that the 

respondent can choice from the given agreements leve l that are: I " Strongly disagree", 2 

"Disagree", 3 "Neutral", 4 "Agree" and 5 "Strongly agree". 

The ETRs experts were asked whether ERCA gave training and creat ing awareness about 

usage and benefit o f cash register machine, so, it can be summari zed by the fo ll owing 

table and graph . 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid strongly disagree 1 16.7 16.7 16.7 

Disagree 1 16.7 16.7 33.3 

Neutral 1 16.7 16.7 50.0 

Agree 2 33.3 33.3 83.3 

strongly disagree 1 16.7 16.7 100.0 

Total 6 100.0 100.0 

Table 7:Docs ERCA gave training about usage and bcncfit of cash 

register mach inc? 
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Frequency 

iii strongly 
disagree 

iii disagree 

W nCLltr\ll 

ii agree 

W strongly agree 

C hart 2: Does ERCA give you enough training about usage and benefit of cas h register machine? 
O' 
f 

As we can see the above table and fi gure the respondents gave their opinion abo ut 

wh"he< ERCA g'" '","gh 'mi,i'g .,.m "" h,,,fi , ood '" ' g' .f ~,h "gi~" l' 
machine. Out of 6 respondents I or ( 16.7%) of them strongly di sagree, lor ( 16.7%) 01' , 

them d isagree, I o r ( 16.7%) of the neutral , 2 or (33.3%) of them agree and l o r ( 16.7%) 

of them strongly agree that ERCA does gave eno ugh tra in ing to V AT registe red 

orga ni zations and to the peo ple who are consumer of the VAT registe red o rgani zati ons. 

Cash register mach inc experts' opinion about ETRs bencfit 

The cash register mach ine ex perts were asked different qu csti ons with regards to a cash 

register machine benefi t from d i rrerent aspects. The res po ndents were asked wheth cr a 
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cash register machine faci li tate VAT co ll ect ions process or not. The followi ng table 

shows the respondents opin ions about cash register machine benefi ts. 

Table 8: using a cash register machine facilities VAT collection 

process 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid Agree 2 33.3 33.3 33.3 

strongly agree 4 66.7 66.7 100.0 

Total 6 100.0 100.0 

As we can see the data on the above tab le the respondent II1dl cate that the ir agreement 

leve l wi th the questi ons of "using cash register machine facilitates VAT co llection 

process" Out of 6 respondents 4 or 66.7% of them strong ly agree that the cash reg ister 

machine can help and fac il itates a VAT collection process and the remaining 2 or 33.3% 

also agree with the above statements. That means a ll experts no doubt that a cash register 

machine can facilitate the VAT col lections process. So, there is a possib ility of cost 

reduction on tax ad mini stration cost since ETR is helping the tax authority in co ll ection 

process . 

The cash register machi ne expert also as ked the effect of ETRs on adm inistrati on cost 

and its effectiveness on VAT administration. 

Table 9: Us ing cash register machine can red uce administration cos t 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid Agree 4 66.7 66.7 66.7 

strongly agree 2 33.3 33.3 100.0 

Total 6 100.0 100.0 
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Table 10: Cash register machine is effective on va t administration 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid · Neutral 1 16.7 16.7 16.7 

Agree 3 50.0 50.0 66.7 

strongly agree 2 33.3 33.3 100.0 

Total 6 100.0 100.0 

According to the cash reg ister machine expert opinions whi ch presented in the above two 

table,4 or 66.7% of respo ndents agree and 2 or 33.3% respondents strongly agree that the 

admini stration cost which is incurri ng to co llect and admini strating cost of VAT redu ces 

after implementation of ETR. And a cash reg ister machine expert also asked that how 

ETR is effective on VAT adm inistrati on. Out of 6 respondents 3 or 50% of thcm agrce, 2 

or 33.3% of them stron gly agree that ETR increased the effectivencss of VAT 

admini strati on the rema ining one is neutral. 
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Bar Chart 1: Opinion on Efficiencies and Effectivcncss of ETR 
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So, fro m the above results we can conclude that admini stration cost of the government to 

administrate VAT collect ion decreases after im plementation of ETRs that means 

indirectly there are poss ibi l iti es of V A T income increases s ince these two elements have 

a negative relationship. The respondents indicates that the ETRs helps the government 

through different as pects: provides timely and accu rate tax information to businesses, 

increases the ava ilability of electron ic tax filin g .To have accurate tax data and fi lling a 

tax information time ly via electronically 

ETRs with tax evasioll 

The cash register machi ne ex perts were asked about the ETRs role 011 tax evasion. The 

respondents were asked whether a cash register machine can reduces the extent of tax 

(income and VAT) evasion and the loophole of tax fraud. 

58 



Table 11 : Cash register machine reduces tax evasion or fraud 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid agree 2 33.3 33.3 33.3 

strongly agree 4 66.7 66.7 100.0 

Total 6 100.0 100.0 

As we can we see the above tab le out of6 respondents 4 or 66.7% of them strongly agree 

and 2 or 33.3% of them agree that the cash register machine reduces tax evas ion or fraud. 

So we can conclude that all experts believe that ETRs has an im portant role to decreases 

tax evasion with different agreement level. 

The experts also asked to respond whether tax offic ials have poss ibi li ties to contact tax 

evader or not after ETRs implementation. 

Table 12: tax officials have no possibilities to contact tax evader after 

ETRs implementation 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid strongly agree 1 16.7 16.7 16.7 

Agree 4 66.7 66.7 83.3 

Neutral 1 16.7 16.7 100.0 

Total 6 100.0 100.0 

Out of the total respondents 401' 66.7% o f them bel ieve and lor 16.7% of them that tax 

officia ls have no poss ibilities to contact tax evaders after ETRs implemen tati on. 

4.2.5 VAT Returns and Consumers of VAT registered Organizations 

The consumers of VAT registered orga ni zations we re asked different questions to 

measure their awareness abo ut ETRs and VAT because the resea rcher be lieves that they 
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can play an important ro le to reduce VAT evas io n if they do ha ve enough awareness 

about it. The ro le of the customer is for instance, when th e VAT registered organi zat ions 

provide illega l receipts to their customer if the consumer are awa re about cash register 

machine and VAT they will checki ng the lega l background of the rece ipts so, they claim 

the business to get legal receipts and they can reduce tax evasions extent. The 

respondents were asked to indi cate their knowledge about VAT and cash register 

machine and the sources of know ledge where they got an informat ion if they aware 

about these issues . 

Table 13: Do you have enough knowledge regarding about VAT? 

Valid Cumu lat ive 

Frequency Percent Percent Percent 

Valid No 2 4.4 4.4 4.4 

very low 15 33.3 33.3 37.8 

satisfactory 16 35.6 35.6 73 .3 

Good 4 8.9 8.9 82.2 

very good 8 17.8 17.8 100 .0 

Tota l 45 100.0 100.0 

As we can see the above tab le from 50 respondents of a consumers of VAT registered 

organi zatio ns 2 of them or 4.4% doesn't have know ledge about VAT, 15 of total 

respondents or 33.3% have very litt le know ledge and onl y 8 respondents or 17.8% are 
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who do have very good knowledge abo ut VAT. So, we can say that a lmost 40% of 

respondents have poor knowledge about V A T. 

Table 14: Do you have enough knowled ge regarding about cash 

register machine? 

Valid Cumulative 

Frequency Percent Percent Percent 

Valid No 8 17.8 18.2 18 .2 

very low 1 I 24.4 25.0 43.2 

sati sfaco ry 14 3 1.1 3 1. 8 75.0 

good 5 I 1. 1 11.4 86.4 

very good 6 13.3 13.6 100.0 

Total 44 97.8 100.0 

Miss ing System I 2.2 

Totai 45 100.0 

Accord ing to the above table, we can see that the knowledge status of the ul ti mate tax 

payers of VAT about cash register machine which is using as a too l to collect VAT. 

When knowledge of the peop le increases about of cash register machine and VAT they 

can indirectly participating on contro lling the VAT registered organizations whether 

organ izati ons are using lega l rece ipts or not. So, tax evas ion can somehow reduces since 

consumers contro l them in add ition to the tax au thority. The respondents were asked 

61 



their knowledge status about cash reg ister machine and out o f' 50 respondents 8 of th em 

or 17.8% do not have informati on about cash registe r machi ne at a ll , II o f them or 24.4% 

do have very poor knowledge, 14 respondents or 3 1. 1 % have satis facto ry knowledge ,5 

respondents or 11 .1 % do have good knowledge and 6 respondents 13.3% do have very 

good know ledge. 
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The followi ng gra ph summari zes the source of knowledge fo r consumer o f V A T 

registered organi zati ons about cash register machine and VAT. Out of tota l respondents 

10 and 8 got in fo rmation from radi o about VA T and cash register machine respecti ve ly, 

21 and 12 persons got knowledge from telev isio n programs abo ut V AT and cash reg ister 
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machine respectively, 3 and 3 of them from tra ining about VAT and cash register 

machine res pectively,3 and 6 from friends and relatives about VAT and cash reg ister 

machine respectively,S and 6 from pamphlets and news paper about VAT and cash 

register machine respectively and 3 of them got information from others sources about 

cash reg ister machine. This indicates that ERCA is not creating awareness about these 

important issues with traini ng and pamphlets and news papers, whereas most of peo ple is 

gett ing knowledge abo ut cash reg ister machine and VAT th rough radi o and te levi sion 

programs. 
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Graph 4:Source of information and knowlcdge about VAT and Cash registcr 

machine 

In add ition to that ,the ultimate tax payer were asked about whether they are 

checking the legali ty or the recei pt includ ing time and date that prov ided by 

organi zations while using services o r buying goods. Because, thi s information is 

very crucial to measure the knowledge extent and their act ions with rega rd to cash 

receipts. So, the fol lowi ng graphs shows that the respond ents actions on cash 

receipts. 
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Graph 5: Actions taking by the ultimate tax payer whi le they are uSi ng serv lccs or 

buying goods 

Out of the tota l respondents 35.6% percent does not checki ng the cash rece ipts lega lity 

arid % date and t ime or the receipts, 37.8% percent of the res pondents arc check ing 
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sometimes the legality and 33.3% date ancl time of th e receipts and on ly 22.2% percent of" 

respondents are a lways checking the legal background and 35.6% percent are always 

checking date and time of the receipts. That means most peop le is not taki ng the ri ght 

action on the cash receipts regul arly and participating in maintaining the tax laws and 

orders. 
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Chapter Five 

Conclusions and Recommendations 

5.1 Conclusions 

Ethiopia has witnessed significant changes in many aspects of its economy over the last 

10 years, but like most developing countri es, it has had to contend with the comillon 

problems which affect the tax systems of developing countri es .ETRs have been 

introduced to a ll ev iate the tax systems prob lems orthe country. 

Based on the results From data analysis and findings of the research, one can sa fe ly 

conc lude the following ; 

~ Firstly, implementation of ETRs have a cause to happens a tremendous change 

on the VAT income. The findings of the research ind icate that ERCA V AT 

income significantl y increases after implementation of ETRs in order to co ll ect 

VAT. So, the cash register machine has a positive impact on VAT income of the 

country. 

~ Secondly, the compliance cost of the VAT reg istered organizat ions decreases 

after they started to collect VAT by using a cash registe r machine . The ETRs 

helps the business organ izations not only by reduc ing the cost in terms of money 

it also helps them for the timely fi lling of the monthly VAT returns is attri buted 

to many Factors. ETR is one of the factors. Most businesses indicated that timely 

filling of VAT returns was attr ibu ted to the adoption of the ETR machine. The 

business organ izations also are enjoying add itional benefits of ETRS. The use of 

ETR machines has also led to improved sa les audit for the bus iness, s ince 
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everything that is VAT-able is captured to record. Even th ough ETR helps th e 

VAT reg istered organ izations it is not fri end ly usable when the casher made a 

mistake whil e co ll ecti ng cash, it takes time for a correction of mistakes, the tax 

laws threatened the business if thee made an y mistake unintentionall y it might 

cons iders as tax evas ion, when the business serve mo ney customers at a time it 

make late and most customers are blaming for the ir service qual ities. 

~ Thirdly, on the Effectivencss of ETRs in process ing of VAT returns; Electronic 

tax Regi sters reduce the operating cost of the government that were incurred to 

co ll ect VAT and also business income. ETRs while improv ing the efficiency and 

effectiveness of government ope rations, provides timel y and accurate tax 

information to businesses and increases the avai lab il ity of e lectronic tax filing. It 

was fo und that ETRs have enhanced the revenue co llection resulting fro m sound 

sales and stock aud its. 

~ Fourthl y, ETRs whi le increas ing the VAT income it also reduces the tax evas ion 

loophole. To eva luate the effect of awa reness of ETRs and VAT in VAT income 

in fu lfill ing th is objective, it was fo un d that the ERCA does not create enough 

awareness to the peo ple and the VAT reg istered organi zati ons. T he result shows 

that awareness and VAT income have direct relationship ,that mcans when 

awareness increases VAT income also increases .Audit follow up which take 

placed by the government in contro lling the cash reg ister machine user is not 

enough. Moreover, audi t fol low up affect VAT income positi ve ly, whi le aud it 

foll ow up increases VAT income also increases. 
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~ To sum up the above idea the introd uction of ETR has ass isted in cUlling costs 

that the business and government used to incur in process ing VAT; ETRs helped 

to decreases tax evas ions, and lastl y th e introdu ction of ETR need to create 

enough awareness and stron g regular audit fo ll ow up to get those fruit full benefit 

ofETRs. 

5.2 Recommendations 

According to the stud y results the researcher find ing some prob lems of the ETRs that 

need to be addressed by ERCA: s ince awareness of the people is ve ry impo rt ant to 

el iminate the tax evasion and can enhance the effi c iency of the authority but ERCA 

does n' t wo rk wi th regard to creating enough awareness th ro ugh different mechanisms. 

This can be ach ievab le if ERCA give training to Layman people while they a re at schoo l 

in the form of course. And ERCA can also create awa reness by news papers, pamphlets, 

w ith attractive radi o and te lev ision programs. In add itio n to that stro ng audit fol low up is 

very important e lement to enhance VAT income and to reduce tax evasions. So, ERCA 

needed it audit follo w up on a VAT reg istered organizat ions. ERCA is better to des igned 

good and fast systems that can reduce th e time of users of ETRs to make correcti ons for . .., 
their errors without wastin g time and additional cost. 
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5.3. Suggestion for Further Research 

This study is one of a few and it is new research area in Ethiopia s ince the country adopts 

th is system before three yea rs. So, areas of further resea rch th at were identifi ed inc lu de a 

s imi lar study to be carri ed out on others place and on other re lative issue ,a stud y on cash 

register machine cha ll enges and opportu niti es whil e business organi zati ons encountered 

and how cash reg iste r machine is effi c ient to he lp the business and VAT returns. 

C rucia lly further research is should be done to determ ine how ETR contrib ut io n to a 

companies' financia l perform ance can be measured and to what ex tent can the benefits if 

any be quanti fied by the organizations. 

Flirthennore, the research conducted on Addi s Aba ba City only. Hence, the scope needs 

to be widened to cover the rest of the country. 
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Addis Ababa University 
School of Business and Public Administration 

Department of Accounting and Finance 
VAT experts 

Dear Respondents, 

The · purpose of this questionnaire is to collect data for the thesis work in 

rcquircment for partial fulfillment of MSC degree in Accounting and Finance in 

Addis Ababa University. The stndy aimed at idcntifying the impact of cash register 

machine on VAT collection. I would like to emphasis that your response arc 

extremely va luable for the snccessful completion of this paper and I would 

immensely appreciate your response for all questions genuinely. I can assure you 

that the information you provide will be completely anonymous and will not be used 

for any other purpose it will use only for academic purpose. 

I thank you very mnch in advancc for your cooperation and for 

sacrificing your invaluable time. Put tick C'J) mark in the appropriate 

answer box 

Personal Data 

1. personal information 

Gender: Male 0 
Age: 20-30 0 

2. Educational level 

• Diploma 

• First degree 

• Second degree 

• Above 

• Other 

Female 0 
31-40 0 41& above o 

0 
0 
0 
0 



0 .. 4 . W ork experiellce: D Less thall S years D 5 .. 10 years D > I 0 

years D 
1: General about Tax Evasion 

1.1. D o YOll helieve that lax evasion by V AT registered organizatio lls IS 

Yes D No D I dOIl ' t know D 
1.2. If your respOllse IS ' }fCS', which lax do YOll helieve IS evaded Illore !) 

(M ul tiple answers 'UT possible) 

Business proliL Lax D VAT D 
Payroll t'L,( D O thers D, specili' ______________________ _ 

1.3. Ir ),our Hesponse to the question number 1.2. is 'yes'; what do you thill k 

arc the reasons alld what do ~'0 1l think are the renlc<ii l.:s fo r lite prohkm!) 



2. about cash registcr machine, VAT and other tax issues related 

For the following questions please tick(" ) the cho ice of your response which shows 

the level of your agreement or disagreemcnt to the given statement. 

[key: l =strongly disagree 2= disagree 3= neutral 4= agree 5= strongly agree] 

Questions/sta temen ts 1 2 3 4 

2. 1.1. The use of cash register machine reduce tax evas ion or fraud . 
--- - -

2.1 .2. Ethiopia Revenue and Customs Authority (ERCA) offered 

adequate training about VAT. 

2.1.3. Awareness creation program organized current ly by ERCA IS 

not extensive and not sufficient to build tax mora le and improve tax 

cO li1pl iance by VAT registered organ izati ons. 

2.1.4. Do you think adequate awareness creati on training has been 

given to the VAT registered organ ization rega rd ing the use of cash 

register machine 

2. 1.5. The education and awareness creation program through 

tel evision , brochures, magazines, news papers and others IS not 

sufficient to improve compliance. 
- -- -

2.1.6. Using cash register machine facilitates the VAT co ll ecti on 

process. 

2.1.7. Us ing cash regi ster machine to co llect VAT can reduce 

administration cost. 

2. 1.8 . The use of cash reg ister machine has indispensable importance 

for effic ient VAT ad mini strat ion 

2. 1.9. VAT registered orga ni zations VAT payment increases after they 

started uses cash register machine. 

2.1.10. Using cash reg ister machine for VAT collect ion has 

indispensab le importance fOI' effectiveness of V A T admin istra ti on. 

2. 1.11. Do you think that USll1g cash register machine for VAT 

co llection has ind ispensable importance for reduction of corru pt ion 
-

5 

-

--

-

I---



2. 1. 12. The tax payers does not have good percepti on of ERCA tax 

audit fo llow up system 

2.1.13 . The criteri a for se lection of tax payers for audi t and aud it ing 

procedures lack clarity and transparency. 

2. l.1 4. The ex istin g audit selection criteria arc not sound enough to 

identi fy tax payers that engaged in tax evasion. 

2.l. IS . Tax officials have no poss ib ilit ies to cooperate [contact] with 

tax payers (cash reg ister machine users) who intend to evade tax and 

engage in bribery activiti es . 

2.1. 16. The chance of being detected is re lat ively low if an offic ia l IS 

engaged in corrupt act ivit ies on cash regi ster machine users. 
---

2.l.1 7. The training provided to VAT reg istered organ ization by 

ERCA on tax laws, tax benefits and tax return filings is not suffi c ient 

to minimize tax evasion. 

2.1 .18. The tax evasion by 1110St V A T reg istered organizatio n ari se 

f)'om lack of know ledge on tax issues like penalt ies, tax codes and 

tax regulations. 

2.l.19. The pena lty (on tax officia ls) for engagement in corrupt ion if 

detected is not that much strict when compared with the benefits if 

undetected 
I-----

2. 1.20.The ex isting leve l and exten t of pena lti es for evaders and tax 

personnel w ho are working in co llusion with tax evaders are not 

sufficient to di scourage V A T evas ion/frauds 

2. 1.2 1. The existing pract ice of penal actions is too weak to discourage 

tax payers fro m evad ing VAT. 
. 

2. 1.22. There IS lack of consistency and transparency In impos ing 

penalties . 

.,. 



3. Please write short and precise answers for the following questions. 

3.1. Please specil)' tlle drawbacks ill ERCA tlrat opell tire door ror corruptioll by tax 

ulEcers related wi th V AT 

:1.2. \JVhat sugges tion d o YOll have 0 11 measures that should be lakc lI to mitigate problems related (0 

lax educat ion or puhlic awareness progr;un so tha t tax evasioll is minimized :) 

a.a. If you tJlillk tile CXiSlillg enforcement of penal actions arc too ,-,vcak. \ Vllal do you lililik an..: 

tile rcaSOlls ? _________________________________________________ _ 

Great thanks for your cooperation!!! 



Addis Ababa University 
School of Business and Public Administmtion 

Depal'tment of Accounting and Finance 
Consumers of VAT registered Organizations 

Dear Respondents, 

The purpose of this questionnai re is to co ll ect data for the thes is wo rk in requirement for part ial 

fulfillment of MSC degree in Accounting and Finance in Addis Ababa Uni versity. The stud y 

aimed at identifying the impact of cash register machine on VAT col lection. I wo uld like to 

emphasis that your response are extremely va luab le for the successful complct ion of thi s paper 

and I wo uld immensely appreciate your response for all questions genuinely. I can assure yo u 

that the information yo u provide will be completely anonymous and will not be used for any 

other purpose it wi ll use onl y for academ ic purpose. 

I thank you very much in advance for yo ur cooperat ion and fo r sacrificing yo ur inva luab le time. 

Put tick (.I') mark in the approp riate answer box. 

I. Do you have enough knowledge regard ing about VAT? 

I. No 0 2. Very 10wO 3.Sati sfactory 0 
4. Good 0 5. Very good 0 

2.lf you have some knowledge about VAT, where do you get the information? 

I. Radio D . TV 0 3.Training 0 4.Friends or relativesO 

5. Pamphlets 0 6. Others, 0 Specify 

3. -Do you have enough knowledge regarding about cash reg ister machinc? 

I. No 0 2. Very low 0 3.Sat is factory 0 
4. Good 0 5. Very good 0 

4. If yo u have some kn owledge about a cash register machine, where the sou rce of yo ur 

knowledge? 

I. Radio O 2. TV 

5. Pamphlets 

o 
o 

3.Training 0 4.Friends or re lati vesO 

6. Others, 0 Specify ..... . ................ ... . 



LU 

5. Do you check the receipt whether it is legal or not which provided by vat registered 

organization to ask yo u payment? 

I. Not at a ll D 2. Sometimes 0 3. Always 0 
6. If you are checking cash receipt its lega l ground ,where do you get thi s information? 

I. Radio D 2. TV D 3.Training 0 4.Fr icnds or relati ves 0 
5. Pamphlets D 6. Others, 0 Specify ......................... . 

7. Does you check cash receipt time and date whi le you arc asking to ma ke payment? 

I. Not at all D 2. Sometimes D 3. Always D 

8. If you are checking cash receipts its lega l ground ,includ ing time and date where do yo u 

get this informat ion? 

I. Rad ioD 2. TV D 

5. Pamphlets D 

3.Train ing 0 4. Friends or relatives 0 
6. Others, 0 Specify ........................ .. 

9.00 yo u take the receipt after you pay? 

I. Not at all D 2. Sometimes o 3. Always 0 

10: If you are taking cash receipts after you pay, where do you get thi s information? 

I. Radio 0 2. TV D 3.Training 0 4.Friends or relat ives 0 
5. Pamphlets 0 6. Others, 0 Specify .................... .. .. .. 

II . Have you ever face rece ipts that have no ri ght time and date? 

I. Yes 02. No D 

12. Does you reduces your consum ption because there is VAT? 

I. Yes 02. NoD 

13. Does yo u prefer non VAT registered organi zations than reg istered organ izations to buy 

goods. or consumes services? 

I. Not at all D 2. Sometimes o 3. Always 0 



Addis Ababa University 
School of Busincss and Public Administration 

Department of Accounting and Finance 
VAT registered Organizations 

Deal" Respondents, 

The purpose of th is questionnaire is to co ll ect data for the thesis work in requirement for partial 

fulfillment of MSC degree in Accounting and Finance in Addis Ababa Univers ity. The st udy 

aimed at identifying the impact of cash register machine on VAT collection. I would like to 

emphasi s that your response are extremel y valuable for the successful completion of thi s paper 

and I woul d immense ly apprec iate your response for all qu estions genuine ly. I can assure you 

that the information yo u provide wi ll be completely anonymous and w ill not be used fo r an y 

other purpose it w ill use onl y for academic purpose. 

I thank you very much in advance for your cooperation and for sacri [icing you r in va luab le time. 

Put tick (.r') mark in the appropriate answer box. 

1. About your Company 

1.1. rrhc aClivil), ill which your orgall ization is engaged: 

Service gi villg D Mcrciwl(lisillg D Mallul;,ct uriugD 

1.2. The legal lemn o r your orgalliz<lt ioll : 

Solc proprietorship D Share compau)' D Joint ve nture D 

()tllers, Sllccil), ___________________________________________ _ 

1.3. \~Ihe ll did your orgalliz<ltiou registe red to collect VAT!' 

13d()re Jive ycarD FOllr yc:-trs ago D'fhrcc years ago D This year D 
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1.4. 1.3. ''''hcll did your org,lII izalioll Stalted to usillg cash regi ster Illaritille to coliect 

VAT,' 

BeJare live year D FOllf years ago D'Tlln.:c years ago D 'l'llis year D 

2. About Taxation and the related issues in Ethiopia (your responses lake in to account 

and represents your organiY.ation) 

Plcase tick (,f) the appropriate choice of your response that shows your level of 

agreement and disagrecment to the statement provided . 

. (Key: I - strongly disagree 2- disagree 3- undecided 1- agree 5- strongly agree 

2.1. Related to tax law enforcement 

QucslionS/s laLem ClllS 1 ~ ,1 1 
,-
.J 

2.1.1 Do you have enough knowledge regarding vat? 

2.1.2 do you think ERCA have been offered adequate training about 

vat? 
- ~-

2.1.3 Do you think ERCA offered you adequate trainin g on usage of 

cash reg ister machine? 

2.1.4 ERCA create awareness about cash regi ster machi ne v ia TV 

;radio, pamphlets, news paper, oth e rs medi a. 

2.1.5. Do you think your orga ni zati on incurrin g additiona l costs afte r 

you regi stered to co llect V A T ? 

2.1.6. Do you think yo ur o rgan izat ion incu rrin g additi ona l costs a ft er 

yo u sta rted to use cash registe r machi ne? 

2.1.7 T he existence o f vat unreg iste red org IS creating un fa ir 
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compet ition 

2.1.8 Using cash registe r machine faci litates the vat collection process 

and your wo rk 

2.1.9. Thcre is lac k or clarity and transp;u"CI lCY in imposing the penail y 

2.1.10. Docs YOllr val paYlllell t illcreases all er your orgallizatio ll llsing 

cash register machinei) 
-

2. 1.11. How much time take to prepare VAT returns whil e using cash register mach ine? 

I. less than two daysD 2. Less than three days D il . More than threeD D 

~" Less than li ve days D 5. More thall live days D 
2.1. 12. Does theD greater than befo re using cash register machine to prepare V AT returns? 

1. Very Cost l' D 
2. ~. Low Cost l' D 

2. Somehow Costy D 
5. Very low Cost l' D 

2. 1.1:1. vVhat is your perception in ERCA aud it ro llow up i) 

1. Not good D 2. Good D :l,Very good D 

3.eosly D 

2.1 .1/1,. Have 1'011 ever audited by ERCA arter you started using cash register machi nei' II' yes how 

m<U1Y time? 

I. Not at all D 2. Less than three times in a year D 

3. More than three times ill a year D ~" Less than live times in a year D 

5. Morc Lilan Jive limes ill a year. D 

-
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2.1.15. How much you payVA'T' fUlIluall y be/ore usillg a cash register machine i) Y O li call wrile 

your VA'f ' paynlclllio r st;'lrli ng frOll1 your COinpauy V A'f ' registration year up to lI sing a cash 

reglsle r machine. 

2. 1. 16. How IllUcil you pay VAT allcr you start lISillg a casll registe r Inacllille i1 YOLI call write your 

V A'T' paYlllClll frolll using a cash register mac hine lip to 1 lOW. 
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