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Abstract 

711" paper exalllines Ihe lax cOlllpliance cos IS o.l lhe individual laxpayen in Addis Ababa. One 

research '1ueSlion and one hypolhesis II'ere invesligalc" ill Ihis .111/(61: (!II]) cOlllplialice cosls oj 

Ihe indi,.,dllal incollle lax .I),slelll borne directly by Ihe laxpayers Ihelllseives, inc/udl11g bOlh Ihe 

lillie spenl and pecunial)' expendilllres and (H) n,e cOlllpliance COS I.\' 0./ individual incollle lax 

are relalively loll' - in lerms o./ ll1"ir coslS per individual: especially cosls o.l lillle and monelal), 

cosls. n,e survey II'as conducled 10 a inial o.l 170 individual incollle lax payers and 

{Ilfcstionnoin.:s lI'C're di\'{rihlltet! to those indil'id1lo/ taxpayers in the administrative city afAddis 

;lhaba in I,.'thiopia. A IOlal t4' 103 IIseable response.1 II 'ere received alld used for Ihejinal dala 

analysis. 7l1efintlin[!,sfiom Ihe survey IJrovidc perlinelll and use./ill in.I·lghIS abollilhe cOlllpliance 

COSIS ojAddis Ah"b" i",lil'iduallaxpayers. 111e resllll.\· ollhe sllIdy illdicate Ihallhe highesllime 

spend lI'as on learlllng lax rules. 711e average vailles pcr lax payers were 168.83 E7B and Ihe 

average lillles .'penl by lax payers./or/iling Iheir lax relllrn lFere 5.1 7hrs. In all, Ihe sludy./ollnd 

Ihatlhe comphrl/1ce coslS o.lindivldllallaxpayers in Addis Ababa were relalively low in IeI'm of 

Ihe lOla/ 11l0neiGlY va/fie. 

/(eywol'ds: compliance Cosl , income lax, Addis Ababa 
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CHAPTER ONE 

1. INTRODUCfION 

1.1 Background of the s tudy 

Taxes imp ose many cos ts imd these cos ts are the dmount of money a person 

g ives to the tax co ll ec tor. Since Ada m Smith, econo mists have bee n concerned 

w ith th e cos ts of ta xa tion and have developed seve ral different measurements of 

the economic cos ts (Sm ith, 1976). Smith po inted out that tax can change o r a lter 

behav io r e ither intentionally or unintentionally. For example, a tax on cigarettes 

is for the purpose of reducing smok ing. Likewise, tax incenti ves to atte nd school 

1ll,1 )" lead to dll increase in the demand for lea rnin g. However, there are other 

cos ts that a re no t inten tiona l and these cos ts are known as the excess burden. The 

excess burden is a loss o f welfare above and beyond the tax revenues collec ted . 

Considering the Slemrod (2005) te rms of the resource cos t~ taxa tion consists of 

co mpliance cost and enforcement cos t. Compliance cos ts are the cos t that is 

borne by indiv iduals as a result of pay ing the ir income taxes. This includes 

record keeping, blrn ing about specific laws and forms, preparation and remittal 

time, and any mone tary costs such as seeking assistance from a certified public 

accountant, tax lawyer, or tax pre parer or buy ing computer programs or books. 

It is a measure of the opportunity cost o f co mply ing with the tax code. However, 

Enforcement costs are the costs associated with the admin istrative operation of 

thl'rntprnaIRevellueSf' rv ic(\. 



Comp liance costs a re associated w ith ta xa tion wh ich is a prim a ry res ult of the 

co mp lex ity in the tax sys tem a nd complex ity reduces the level of vo luntary 

co mpliance e ither through avoidance o r evas ion. However, increases the 

difficulty in "dminis ter in)~ the tax law may reduce the perceived level of fairness 

in the Federal tax sys te m (Wo llela Abehod ic, 2008). 

Concern about the compliance costs of taxpayers, or cos ts incurred by taxpayers 

to comp ly w ith tax laws ove r and above taxes paid has gai ned prominence 

interachons of academicians, policy makers a nd the public in general (Das-Gupta 

a nd C ha ttopadhyay 2002). 

The I11djor reasons identified for th e growth of interes t m compliance cos ts 

include: 

1) chan )',es in techno lo )',}' (faci litahn)', lar)',e-sca le compu ter driven surveys), 

2) g rowth of e nterprise cultures invo lving the s ma ll business sec tor (where 

co mpliance cos ts are particularly one rous) 

3) increas ing complexity of tax sys tel11s. 

A lth o ugh vMious resedrchers defined compliance cos t in different ways, these 

definitio ns shows the majo r co mpone nts of taxpaye r co mpliance cos ts include: 

1) time cos ts (i.e. time s pent ei ther by tax paye rs or third parties like 

e mploye rs in co mply inp, w ith the lega l provisions) 

' ) 



2) monetary cos ts (costs inc urred for reco rd keeping, payment to 

pro fess ionals e tc over a nd above the basic tax liabi li ty) 

3) psycho logiccl l Cos ts (cos ts assoc iated w ith d issatisfaction, 

frus tratio n e tc.) 

W hile all the co mpone nts of co mp lia nce cos t are il11po rtant, the l11ain purpose of 

the rE'seMch was to get an insigh t into the scope and structu re, as well as spec ific 

characteristics o f pe rsonal income tax co mpliance costs regarding level of inco me 

on individual ta xpa yer compliance burden (i.e. the time and mone tary costs 

incurred by individua l taxpaye rs). Here psychological cos t of the indi vidual ta x 

p'lyers is excluded because of diffic ulty to measure. Remember Individua l 

inco me ta x paye rs in this research co ncerns in so me exceptional cases, the 

inco me t'lX proclamation in Ethiopia requires the employees to pay the ir tax by 

the mse lves. For instance a n e mployee working for 1110re than o ne employer o r a n 

e l1lp loy"p of an interna tional orgcln iza tion having d ip lomatic immunity or 

working in embass ies, miss ions and other consu la r estab lish ments of a fore ign 

governm ent has the duty to d eclare and pal' tax by her or him se lf within 30 days 

oftheend of each calendar. 

3 



1.2 S tatem ent of the problem 

The 20"10 ease o f doin g bus iness index put E thiopia as compared to the world, 

471h in the ease o f pay ing taxes and, when co mpared to other Sub-Saharan 

Africi1n co unt-ries, Ethiopia is ranked 8 th in the ease of pay in g taxes (World Bank, 

20-10). The re have been var ious re fo rms, regula tions that aim to make thlngs 

eaSIe r for the tax payer. The Ethiopian Revenues and Cus to ms Authority are 

responsible for ove rseeing the va rious cha nges and refo rms and collec ting taxes 

a nd cus toms duties among othe r things. However, lack of profit comes fTom 

inadequa te e nforcement a nd auditing . Accordi ng to AEO' 2010, the tax 

administra tion in Ethiop ia lacks the institutiona l ca pac ity to handle modern 

o pe ra tiona l and enfo rceme nt prac tices to de live r e ffi cient and qua li ty se rvice. 

Weak enforcement is il Cilu se fo r concern s ince personal inco me tax com p liance 

tends to be lowe r. In o rde r to comply with the tax rule these tax payers were 

loMe'S a nu mber of cos ts, which is ca lled com p lia nce cos t. Consequently, they 

a ppea r to be continuo us ly finding a loophole to depa rt from. 

Taxa tio n co mpliance costs are also the subjec t of growing interest and policy 

reva mp in mos t developed countries for bo th acade mics and governments. 

H owever, in developing countries espec iaJly in Eth.iopia, research on compliance 

cos ts WilS limitt'd a nd no t we ll es ta blished; mos tly beca use it requires 

Lel/ tr(' /lIui tilt.! Linitcci i,i(l 1l011 5 tC0l101lllC Lo,,/mISSl O" Jor /'\jTIC(f \U I .... Ci..../·'i; ,vi'i; p ,,,,,, .... ,,,, ~'''~f''n' j'V'" 

I ftc Efl ropenll Commiss ioll a1ld the Comllli Net.' of AfricaN, Caribbellll /lIlt! Pacific Group of Stales (A CP) 
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co mp licated inveshgation invo lving the co llec tion of large amounts of data not 

ilvailable from publis hed sou rces; lack of interes ts by academicians; lack of 

cooperation with tax author ities; but a lso beca use the prob lem had been si mply 

n ef~ lected (Das-Gupta and Chattopadhyay, 2002). 

A ll the above discussed problems in the fiscal tax sys te m o f the Ethiopian a long 

w ith the gap in the literillure (to be es tablished in chapter 2) with respect to 

comp liance costs of those individua l income tax payers particularly in Addis 

Ababa ca ll for ex tensive resea rch . 

1.3 Obj ectives 

The ex tent of ti lt' compliance cost of individual income lax payers was not well 

und erstood and studies in this a rea have not been carried out in Add is Ababa. 

The overdll pu rpose of this study is to examine the lypes of compliance costs 

incu rred and the cor res ponding a mount in te rms of time spend and monetary 

cos t of individual income tax pa yers in Addis Ababa. Therefore addreSSing this 

knowled ge ga p was the pr im ary purpose of this study. 

1.4 Significance of the study 

The finding of this study will provide data on the amount of cos t incu rred by 

indiv idual taxpa ye rs in comp ly ing with ta x regulations . The data on co mpliance 

cos ts of individual taxpayer co mplia nce cos ts would a lso provide precious 

ill s i)~hts <lnd inputs to the tax au thori ty o( Add is Ababa (or the formulation of tax 

5 
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po licy and a lso would assis t its miss ion to provide taxpayers wi th top qu a lity 

serv ice. This s tud y a lso will he lp to unders tand the burdens placed on taxpayers 

by tax laws, tax sys te m adminis tration, and changes to those fdcto rs. 

1.5 Scope and limitation of the s tudy 

The primary focus of the study was on complia nce cos t of individual tax payers 

in Add is Ababil. In some exceptional cases, the income tax proclamation requires 

the em p loyees to pay their tax by themse lves. For insta nce a n e mployee working 

for more th il n one e mploye r or an employee of an inte rnationa l organiza tion 

hav in g dip lomatic immunity or working in e mbass ies, miss ions and othe r 

co nsular es tab lishm e nts of a foreign governmen t has the duty to declare and pay 

tax by he r or himself within 30 clays o f the end of each ca lenda r. The scope of this 

s tudy is, therefo re, se lec ts on ly those individual inco me taxpayer which are 

employees o f differe nt e mbassies a nd inte rna tio na l organiza tions only by 

confined to es tim ilte the compliance cos ts of the tax pilyers to get a n ins ight into 

the scope a nd s tructu re, as we ll as s pecific cha racte ris ti cs o f pe rsonal inco me tax 

comp lidnct' cos ts regarding It' vel of income in Addis Ababa city adminish·ation. 

1.6 Organization of the research report 

The paper was organized as follows. The first section wou ld begin w ith a ve ry 

short ex planation of the bas ic cha rac te ristics of pe rsona l inco me ta x in Addis 

Ab,lba rek'vdnt fo r co mp/i'lI1ce cos ts. The second sec tion wou ld present litera ture 
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review and it desc ribed in a comparison of theore tical with e mpirica l ev idences. 

The me thodology was olso exp lained, includin g the sample, the questionnaire 

and the survey in the third sec tion. The main port of the pape r was, o f course, 

d evo ted to lilt' res ults concern ing the characteristics, s tructure and scope of the 

co mplia nce cos ts (i.e . time and mone tary cos t only) in the fourth sec tion. 111e last 

sec tio n would he present conclus ions and recomm endations regarding the 

re levant aspec ts of compliance cost. 

1.7 Resea.rch question and hypotheses 

Man)' people who hilVe a job are req ui red to pay income ta x; but the re are 

hidde n costs that thf~ individual t,lX pd ye r incu rs in orde r to com plia nt wi th the 

tax laws. These costs cons is t o f tim e spent, fees paid, possib le paym ent of td X 

addscrs, and the work of unpaid ass is tants ilnd so a ll . They constitute a part of 

the cos ts "bove dnd beyo nd the 'lelua l dmount of IdX "did Ihat c iti z('ns ha ve to 

bl' M ill order 10 fu lfill the requirenwnts imposed by law ,l nd revenu e se rv ices. 

So metim es these cos ts a re lower o r hil!her thdn the ,1111ount of excess tax 
" 

refu nded. The re fo re, (o r this s tud y, the following research ques tion was 

del·elo ped. 

,.. How Illllch co mp liance cos ts o f the individual income tax sys tem borne 

directl y by the taxpayers themselves, including both the time spent a nd 

pecuniary expenditures? 

7 



Tlwre for l" each one of us hds to do the nlilth (a lonE' or wilh the help of fri e nd s 

w ho are s killed in s uch I11d~ters, or perhaps w ith tax adv isers) and decide 

whethe r ge tting in vo lved in tllP procedure of , I,liming ,111 il1co n1< ' la x re fund IS 

wo rtJHvilile. The fol lowing hypotheses were also develo ped to tes t these costs . 

, The co mplia nce cos ts of indi vidua l inco me tax are relative ly low - in te rms 

of the ir costs pe r individual: especia lly cos ts of time and monetary costs. 



CHAPTER TWO 

2. REVIEW OI' LITERATURE 

Increasing complex ity of the tax sys te m is a rg ued to have adverse impact o n tax 

dclminis tTation, compliance and com pliance costs. Accordin g to Pope (1994), 

results o f co mpliance costs s tudies revea led that: greater e mphas is s hould be 

given to convent~iona l objectives of revenue maximization, equity and effi cien cy. 

O ther re lated fac to rs wh ich ra ise the co mplia nce costs identified a re a mbig uity o f 

t,1 X I,iws, {Tequent chan ges in the ta x provisions, differential provis ions for 

diffe re nt co mpone nts of the tax base (e.g. income from multiple sources) and 

co mp lica tl'd and tim e consuming ad ministrative proced ures. 

Compliance cos ts a lso a ri se from poor rule -w riting tha t p rov ides a complex tax 

sys tem, complica ted burea ucra tic procedu res, lack of professionalism in the tax 

administration, and in the p rocess of favo ring certa in taxpayer g roups a nd 

ac h vihes (Das-Gupta a nd C hattopadhyay, 2002). 

T he refore, the purpose of this chapte r is to review the lite ratu re in the area of tax 

co mpliance cos ts. This rev iew of the li teratu re es tab lish es the framework for the 

s tudy a nd highlig hts the a ppa re nt s trengths a nd weaknesses of the previous 

s tudies w hich he lp in identi fy ing the ga p in the lite ra ture a nd fo rmulating the 

resea rch ques tions for the s tudy . 
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The rev iew has th ree sec tio ns. Sec tio n 2:1 presents a review of the theory o f tax 

co mpliance cos ts. This is fo llowed by a rev iew of the re levant empirical studies 

on tax co mpliance cos ts in sec tion 2.2. Finally, conclusions on the litera ture 

rev iew and knowledge gaps a re presented in sec tion 2.3. 

2.1 Tax compliance cos ts: theory 

Roth cl flf. (1989) defined ta x co mpliance as compliance with reporting 

require men ts, which means tha t the taxpayer fil es a ll req uired tax re turns at the 

proper lime ,lIld thot the ret'urns acc ura tely report tax liabi lity in accordance with 

the interna l revenu e code, reg ulations, and co urt decisio ns applicable at the time 

return is filed. With in this premise, td X non co mpliance may be thought of as the 

fai lure of taxpayers e ithe r intentiona lly or unintentio nally to keep the required 

records, fil e accurate re turns and pay the taxes due at the proper time and in line 

with the requirements laid down by the pe rtinent tax law, regulations, co urt 

decis ions a nd adminis tra ti ve procedures. 

Klun (2004<1) d escr ibes rese<Hciwrs eva luatin r, co mpliance cos ls in different 

co untries hd ve arrived a l s imilar conclus ions from their results : compliance cos ts 

M e rela ti ve ly hi gh, es pec ia ll y for major taxes; they a re a lso higher than 

adm in istra live cos ts; they amount to as much as ]0 % o f tax revenu es; compliance 

cos ts are regress ive and the re fore create some undes irable distr ibuti ve effects; 

high compliance costs diminish vo luntary com pliance; and compliance cos ts can 
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rau se excess ta x burden, So the researche rs want to tes t these conclusions and 

c,1n crossc hec k w hether the conclus ions (Tom prior research cou ld be replicated 

for Addis Ababa, 

Factors affecting compliance 

The fundamental goa l of any revenue authority is to coUect taxes and duties 

payable according to the law, However, when it comes to the obJjgations 

imposed on them by law, tax payers are not always co mplia nt, A compliant 

tax pa ye r is o ne w ho fulfills eve ry aspect of their tax ob liga tions including: 

./ regis te ring with the reven ue autho rity as required; 

./ filin g the required returns on time; 

./ accurate ly repo rting tax liabi lity (in the required returns) in acco rdance 

with the preva il ing legis la tion , rulings, re tu rn instructions and court 

dec isions; 

./ pay in g any outs tand in g taxes as they fall due; and 

./ mainta ining aU records as required, 

A non-co mplidnt taxpayer is one who fail s to siltis(y anyone or more of these 

as pec ts and poses a risk to revenue co llec tion, 

Tilx no nco mpliance Ci1 n be intentional (de libera te) or un intentiona l. Intentiona l 

noncompliance occurs when taxpayers conSCiously opt not to meet the 

requirements o f the re levont tax regim e, McKerchar (2002) cited in WoUela 

Abe hodie (2008) ex p la ined de libe rate no ncompliance could include ta x evasion, 
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w hich in turn would include a ll peop le or entities operating within the hidde n 

('co no Ill Y, td,pd),e rs thdt de liberd te ly untierst<lte the ir income; over claim 

deductions, rebate or credits; take ,1n agg ress ive sta nce in their tax a ffairs that 

ca nnot redsonably be s upported; or do not keep the required records. In this case 

inte ntional nonco mpliance leads to under-co illplia nce with the concomitant 

finan cial benefits (m<linly reduction in tax li<lbiJity) acc ruing to the noncompliant 

taxpaye r. 

Deliberate noncompliance may a lso aim at reduc ing, apart from the tax liability, 

the e ffic ie ncy and comp liance cos ts to taxpaye rs. In this case, deliberate 

nonco l11pli<1I1 Ce mdl' be observed in a vill' iety o f ways including those arising 

fro m a taxpayer's inte ntional failure o f c la iming d educ tions, cred its, hiding 

Inco me invo lv in g co mplex treatment. These measures may result in 

ove rs tate ment or und e rstdte me nt of the tax liab ility. Furthe r, these de li be rate 

dctio ns by til xp<l)' e rs rndY be motiwlted by suc h fa ctors as the diffic ulty of d ealin g 

with a complex ta x syste rn, and the amount of time a nd e ffort needed to comply 

with the requirements of the ta x sys te m (Wolle la Abehodie, 2008). 

O n the o ther ha nd, unintentiona l nonco mplia nce e me rges whe n taxpaye rs fail to 

fu lfil ls the require ments o( any dSpect of the tax system without any deliberate 

ac tion. U ninte ntio nal noncompliance may res ult in e ither ove rs tatement or 

understa te ment o( the til X liabili ty. Unintentiona l no ncompliance is not 
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necessari ly motiva ted by finan cia l be nefits to the noncompliant taxpayer. 

Uninlentio ndl unciers latemenl or overs t<ltement o f tax liability may arise because 

o f, amo ng o thers, lac k of knowledge and failure to pay du e care in the 

m'lintenance of book of accounts and the pre paration of returns . 

further, the re is a range of poss ible co mpliance outcomes driven by a varie ty o f 

factors inc ludin g de mographic (inc luding age, gende r and level of educa tion), 

personal (including a ttitudes, expe riences, mora le a nd financial circumstances) 

and aspec ts o f the tax sys tem itself (including tax rates, penalties, audit 

proba bilities, enfo rcement strategies, co mplex ity and cos ts of co mpliance). As 

many of these (ac tors are not constant, it is to be expec ted that compliance 

beha vio r can cha nge over time and a compliant taxpayer one yea r may be non­

co mpliant the nex t. 

From the pe rs pec tive of the revenue a utho rity, the idea l is to have all ta xpayers 

full y compli<lllt at all times. If this were the case, the tax ga p (the difference 

between wha t a revenue authority theore tica lly should co llec t and what it 

dc tua ll y does co llec t) wou ld no t ex is t The idea l is obvious ly not attainable. But to 

be ab le to wor k towards this idea l .. the revenue au thori ty needs to be ab le to 

identi fy <lnd lInciers t'llld the va riolls types of co mpliance o utco mes and then 

develop and a pply ilppropriale s tra tegies to modify (or re inforce) taxpayers' 

behavior accordingly. As the revenue authority norma lly has limited resources at 
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its dis posa l, it needs to be s trategic if it is to be e ffic ie nt and e ffec Live in managing 

il s ris ks. Th is will req uire Ihe autho ri t), to identify and prio rities its risks, to ta ilor 

an d targe t s pec ific ac ti vit'ies to each ide ntified risk, a nd to allocate resources 

dccordin ?,I)'. This is co mmonly referred 10 as a risk ma nagement approach to 

co mpliance and is wide ly adopted in many jurisd ictions, a nd in particular, where 

tax payers a re required to se lf-assess the ir tax liability. 

Some Facts about Employment Income Tax in Ethiopia 

Ju s t like other countries in Ethiopia a lso anyone who derives income from 

emp loymen t a nd e mploy ment related acti vities is expec ted to pay Employ me nt 

Income til X. Emp loy menl inco me ta x is a kind of tax on ea rnings- money that 

in d ividuals, receive in diffe re nt ways from the e mployer. It is paid e ither on 

PA YE (Pay -As-Yo u EMn) sys tem or PAYG (pay-As-You Go) sys tem. PA YE (Pay 

-As-Yo u-Earn) is a pay roll deduc tion syste m in w hich tax is deducted from a 

pe rson's inco me when paid by the e mployer. PAYG (pay-as-you-Go) is a system 

for bus inesses a nd individuals to pay insta llme nts of the ir expected tax liabili ty 

on the ir income from emp loyment, bus iness or inves tment for the currents 

income yea r. 

Every I'erso n ha vin?, income from e mploy ment in 'lily govern ment or other 

private organizdtion o r non Governmenta l o rga niza tion, s uch as 

No n?,OvPrnnwn lal o,"?,<miza tion (NCOs), and if his/ her is income from 
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employmen t includes any payments or ga in in cash o r in kind wh ich he/s he 

receives (rolll em ploye rs is supposed to P'lY income tax Gira Jebessa cf nl. 2005) 

Accordin g to proclamation No 286/2002, 608/2008, Regu lation No. 78/2002, 

Directive No. 21/2009, individuols may receive va riou s ty pes of inco me such as 

wages or salary from employ ment, rent from letting houses or build ings, inte res t 

from lendin g/saving money, and profit (rom their tradin g ac tiv ities or business 

(A bebe Hunachew, 2009). 

These individuals are required to pay income tax. They a re ordered to do so by 

inco me tax proc/alllotions, regula tion a nd direc tives. The law specifies how a nd 

when th ese individu als hove to pay the required tax. This s tudies deals 

espec ia lly with the aspect o f the law which applies to individuals who earn 

inco me from employ ment. Accordin g to the la w, individuals who obtain income 

fro m the ir employment a re req uired to pay tax. In line with inte rna tiona lly 

recognized bes t practice, employee's income ta x liabilities are calcu la ted and 

paid direc tly by the ir employe r. As a res ult the government re lies on e mployers 

to co mpute <lnd withho ld the la x to be paid by employees. To discharge this 

responsibility pro pe rly, employers may need to know in ad va nce what cou nts as 

inco me or sha ll be able to distin guish what kind of incollle is to be taxed or not 

(Abebe Hunachew, 2009). 
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However, in so me exce ptional cases, the income tax proclamat ion req uires the 

employees to pa l' their tilX by themselves. For instance an employee workillg for 

Ill o re than o ne empl oyer or an em ployee of an inte rnationa l orga nization having 

dil' lo lll dfic immunity o r workin g in embass ies, miss ions and other consu lar 

es tab lishments of a fore ig n go vernment has the duty to dec lare a nd pay tax by 

her or him self within 30 days of the end of each ca lendar (FDRE, 2002). 

The government co Uec ts these kinds of lax from a ny individual employees, 

other than con tractors, engaged whe the r on a permanent or temporary basis to 

pe rfo rm services unde r the directio n and contro l o f the employe r. Employ ment 

inco me includps clO y payment or ga in in cash o r in k ind received from 

emp loy me nt by the emp loyee subjec t to certain exemptions. Employ me nt income 

is olle of tilt' most we ll known forms of tax in Ethio pia. In 2008/9 fi scal year, 

employ me nt inco llle lax amoun ting to '1.017 bill io n birr was co llected from 

paymen ts mode by employers to employees. This rep resents 4.31 % of the tota l 

revenue co Uec ted by the Tax Author ity in tha t fiscal year (NEE, 2008/9). 

2.2 Empirical studies on tax compliance costs 

Va rio us researchers have defined the te rm complia nce cos t in differe nt ways. A 

number of defini tions have been given by Slemrod and Sorum (1984), 

Va illa ncourt (1989), Sandfo rd ("1 995), Das-gupta and Chattopad hyay (2002) and 
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G uyton ci nl . (2003). They defining, identify ing and classify ing co mpliance costs 

and then present out own their definition and class ification. 

The conventio ndl definition of tax cO lllplidnce cos t by Sdlldford (1 995) is: 

"Tnx rollll'linllCI' (0515 ore IiiI' (0515 illClirred hy Iile loxpnyers ill lIleetillg tile 

reqllirelllellls loid all Iilelll by tllC tnx Imp nlld Iile revelllle ollillorities. They ore 

(0515 over flllr! nbove IiiI' oclllnlpoylllcllt of lo:r nlld over nlld nbove filly distortioll 

(0515 illilcrelll ill Ihe II ntll I'!' of t/If Inx." 

Sa ndford 1'1 III. (1989) has emphas ized the need for including the psychic costs 

co mpris ing of stress and agony in dealing with o ne's tax affai rs, in particula r for 

the poorer pens.ione rs, widows and divorced and separated woman. But in this 

research it doesn ' t comprise these costs. G iven the discussion above, il w ill be 

d enr thdt de finitio n and class ificill"ion of compliance cos ts is not a simple task. 

So tax comp liance cos t elements includ ed, in princ iple, in this study are all costs 

incurred by taxpayers 10 co mply w ith ta x ob liga tions excluding the cos t of 

psychic cos t dnd third parties (agents) because no agent organiza tio n here in our 

co unl"ry Eth iopia who are res ponsible to coJlec t taxes o n behalves of the 

Authority. Tax complia nce costs can be vo lu nta ry or manda tory, though both 

ddd 10 the social cos t of the tax. Co mpliance ac ti v ity a lso has benefits via bette r 

reco rd keeping or cas h flo w be nefits of ta x deducto rs. 
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Fo r ind ividuals, these costs would include the financia l a nd time costs of 

~cquiri ng fisca l know led ge to meet their lega l ob ligations; the costs in the form of 

tim e los t in fillin g up the tax re turns, obta ining, fil ing and s toring the data to 

f,1( iii tate the com pletion 0 f re tu rns. 

The othe r cos ts include trave l a nd lodging cos ts to v isit a tax ad v iser, o r the 

revenue author it ies, pilym ents to professiom l advisers, Lncidental expenses of 

pos tage, te le phone, e tc. 

Researched find ings on indiv iduil l tax complia nce cos ts o f developed coun tries 

a re we ll es ta blished. In the US, study on indi vidua l taxation compliance cos ts 

bpf,in with the work of Wicks (1966) ci ted in Guyton cl nl. (2003) was revealed 

tha t co mpliance ac tivities c la im a n ave rage of 32% of state a nd 11.5% of fede ra l 

tax revenu es . Those w ith the highes t compliance costs were the self-employed 

a nd ind iv iduals e ngaged in profess io na l, ma nageria l a nd sa les occupation. 

Sle mrod a nd So rum (1984) conducted a s tudy of Minneso ta househo lds a nd 

es tilllated co mplia nce cos ts as 5 - 7 pe rcenl of income tax reve nue. Ano ther s tudy 

is repeated by Blu menthal and Slemrod (992) point o ut that the ave rage time 

spend on cO lllpliance ac tivities has increase frolll 21.7 to 27.4 hours . 

UOlh s tudies indicdled lhat o n a vera ge, se lf-e lll ployed taxpayers spe nt nearly 3 

times as much o f the ir ow n time on tax co mp liance as othe r ta xpaye rs and were 

twice as like ly to use profess ional ass istiuKe to pre pare their taxes. 
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The mos t recent findin gs by Sle mrod (2005) es tim a ted tha t to ta l co mp lia nce cos ts 

fo r indiv id uals a mounted to $85 billion in 2004 representing 1J .J % of pe rsonal 

inco me-tax reven ues . 

!\ se ries o f s tu d ies by Sa ndford ("1 973), Sand fo rd 1'1 nl (1989) a nd Sandford (1995) 

in the UK fo und s imila r res ults as what is concluded in the US where complia nce 

cos ts seemed to be borne more hea vily by the se lf e mployed a nd the average 

co mplia nce cos ts of low-income responden ts, as a pe rcentage o f inco me, we re 

grea te r th" n those of h igh-inco me peo ple. The s tud ies a lso fo und tha t complia nce 

cos ts fo r the ind iv idua l income tax to be 1.9% of revenues in 1973, 2.8% in 1989 

and 2.21 % in 1994. Stud ies on persona l income tax in Aus tralia fo und that the 

pe rce ntage o f comp liance costs beco ming sma ller th rough time. Pope el l/I. (19<)0) 

es lilllclted cO lllpliclnce cos ts at 10.8% and Pope ("1 995) at 9.2%. For Ca nada, the 

studies foun d tha t the co mp lia nce cos t as a pe rcentage of tax revenu e to be 2.53% 

dnd tax co mp licl nce costs were higher for the self employed. 

The es l"im a ted co mp lia nce cos ts o f ind ividua l taxpayers a re fo und lower in 

s tudies do ne in seve ra l o ther deve loped co untries . For example, Delgrad o and 

Diaz (1995) a na lyzed pe rso na l inco me-tax complia nce cos ts in Spa in us ing face­

to- face in te rviews a nd fo und tha t co mpliance cos ts re presented 3.3% of tax 

revenues . The res ults fro m a s tudy in Sweden indicated eve n lower co mplia nce 

cos ts. Allers (1994cl) eX clm ined the co mpliance cos ts of persona l income ta xes and 
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the wealth tax in the Ne the rlands using face- to-face interv iews and drop-off 

qu es tio nnaires. Allers concluded that comp liance cos ts for pe rsonal income taxes 

rep resented ·1.4 % of personal income tax revenues. 

Hite and Sdwyer (1997), comparing co mpliance costs es timates is diffic ult due to 

di ffe ring tax sys tems and methodological differences . Anyway few attempts 

wc re made by reseMche rs to arrive at comparable es timates. 

2.3 Conclus ion and knowledge gap 

The rev iew of the lite rature reveals the ex istence of many gaps of knowledge i.n 

res pect of the esti mation of tax operating costs and the ir relationship to 

cO lllpli,lI1ce behdvior of taxpayers. Having all the above ev idences that indicates 

more researches we re conducted in the deve loped co untries; on the co ntrary 

reseMch into cOlllp liance (osts in developing countTies is lim ited and not well 

es tablished. Ott and Bajo (2000) in their paper presented the reasons o r obstacles 

wh ich incl ude lack o f ex perts; many experts overloaded by mo re pressing issues; 

no tax paye r associations and no civi l initia ti ves. Acco rding to Klun (2004), 

poss ible reasons include a lack of inte res t by scho lars; no coo peration from tax 

autho rities; surveys in develop ing coun tries a re no t cO lllmon and co nstant 

changes in tax sys tems. 

Des pite these obs tacles, the l·e a re few outstanding researches do ne in this a rea. In 

2004 personal income ta x was conduc ted in Slovenia (K/un, 2004b), and a broad 
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based research into compliance cos ts was under taken in Croatia (l3Iaz ic, 2004). 

These studies found that the compliance costs are relatively low, primarily 

because most taxpayers cons ide r filing their tax declaration to be a simple 

procedure and consultancy costs are low. 

The data fo r mos t of the ea rlier resea rch o n individua l income tax compliance 

cos ts conducted in the o.ther country were collected through mail surveys 

supplemented b y follow up inte rviews which led to ,1 relatively low response 

rate ,lnd non-response bioS. This method has the adva ntage of reaching a large 

geographica l te rritory with low cos t. However, this me thod is likely to res u lt in a 

low res ponse rate. 

On the demerits of mail su rveys, Sekaran (1992) indicated that response rates 

were typical ly not as high as might be des ired, and indeed so metimes, they were 

ve ry low. With very low respo nse rates it is difficult to establish the 

re presen ta ti veness of Ihe somple because those who responded to the survey 

may be (total ly) different from the population they we re intended to represent. 

Fur th e r, any doubts 0 res pondent might ha ve cannot be clarified. 

More s pec ifica lly, in the case o f Ethiopia, to the knowledge of the researcher 

the re is no Sin g le study on tlle co mpliance cost of individual income tax payers. 

The magnitude and na ture of indi vid ua l income tax paye r's co mp liance cost 

alon g with areas in the des ign and ad minis tration of the tax at large are not 

known. 
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CHAPTER THREE 

3 RESEARO-I METI-IODOLOGY 

The purpose o f this chapter is to present the resea rch ques tions and hypo theses, 

the underly in g p rinc ip les o f research methodo logy and the choice of the 

<l ppropriate research me thod for the thesis. The chapte r is Mranged as follows. 

Sec tion 3.1 presents the hypo theses nnd research ques tions for the study. This is 

fo llowed by the research app roach in sec tion 3.2, and sec tion 3.3 presents the 

tjuilntitiltive ils pect ildopted for tJlis study. Then, the qualitative aspec t also 

presented in section 3.4. FinaUy, the lin kage between resea rch questions and 

hypo theses, ilnd items in the spec ific me th od of inquiry are presented in section 

3.5. 

3.1 Research question and hypotheses 

I·..-Iany people have a job are required to pay inco me tax; but the re are hidden 

costs th a t the incfividua lt ,lx paye r incurs in order to compliant with the tax laws. 

These cos ts cons ist of time spent, fees paid, poss ible pay ment o f tax adv isers, and 

the work of unpaid assistants and so on. They constitute a part of the costs "bove 

and beyond the detuill dlll ount of ta x paid that c ihze ns have to bear in order to 

fulfi ll the req uireme nts imposed by law and revenu e services . So me times these 

costs a re lower, but some times they are grea ter than the amount o f excess tax 

refunded. So the researcher wa nts to develop research ques tions as: 
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J~<,sl't1/'ciI QUestioN: How Illuch complidll ce cos ts o f the illdi vieiuil l inco me tax 

sys tem borne direc tly by the taxpayers the mselves, including both the time spent 

and pecu n iary ex pend itures? 

Therefore, Pdc h on(> of us has to do the ma th (a lone or with the help of fri e nds 

w ho are sk illed in s uc h matters, or pe rhaps w ith ta x ad" isers) and dec id e 

\\' he the r gl'lti fW im'o lved in the proced ure of c lai m in ," an income ta x refu nd is 
, • J 

) 

wo rthw hile. TIl(' f'f'searc hers il lso d evelop h),poIIH''';es t'o t'est these costs. The 

HypotiIeses 1: TIl(' <'OlIIplinllCe cos ts o/ I'ersollnl ill collle Inx lire relnliuelylow - ill terllls 

of tileir costs per illriivirillnl: especinlh! costs of lillie n/l.ri lll Oiletnry cos ts. 

3.2 Research Approaches 

Th is s tudy was co nducted by the combined quantitative and qua li tative 

app roach of research. By mea ns of e mploy ing this co mbined approac h, the 

researcher was ab le to obta in the advantages o f both quantitative and qualitative 

a pproaches a nd ove rcome their limita tio ns, 

This section in troduces the fundam ental e le ments of a research approaches. The 

th ree co mlll on approaches to conducting resea rch are quantitative, qua lita tive, 

<md mixed methods , Researchers ty pica ll y selec t the quantitative approach to 

respond to research ques tions req uir ing nume rica l data, the qu alita ti ve approach 
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for resea rc h questions requiring tex tural da ta, and the mixed methods app roach 

(or reseMc h qu es tions requ irin g bo th numerica l and textura l data (Williams, C. 

2007) 

3.2.1 Quantitative research approach 

Q uantita ti ve data co llec tion me thods a re centred on the quantification of 

re ldlions hips between va riables. Q uantitative data-gathering ins truments 

es ta blish re lationship between meas ured va riables. When these me thods are 

used , the researc her is ll s ue111y de tached from the study and the final outp ut is 

contex t free. Measurement, nume rical data a nd s tatistics a re the ma in substa nce 

o f qUnntite1tive instruments. \-\Iith these instruments, a n explicit d escription of 

datn collection nnd ann lys is o f procedures are necessary . An approach that is 

primari ly deductive rensoning, it prefe rs the least comp licated explanation and 

g ives a s tate me nt of s tatis tica l probab ility . The quantita tive approach is more o n 

the detai led d escript ion of n phenome non. It basicalJy gives a generalization of 

the gathe red da ta wi th te ntative syntheS ized inte rpre tations . 

We ll d es ip,Iwd and imple me nted qU il nhtative research has the advantage making 

ge nera lizations to a w ider popu lahon from the sample. To e nha nce the 

ge ne r,diza tion o f find in gs, q ua ntitative resea rch approach fo llow standardized 

procedures in sa mple se lec tion, ins trument des ig n, imple me ntation and ana lys iS. 
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Sta nd a rdiza tion in turn enhances th e re li ab ility of findings a nd allev iates the 

im pact o f in ves tiga tor a nd subjec ts biases . 

Q uantitdti ve approach is useful as it helps the researche r to prevent biCls in 

g"the ring <l lld presentin g research da ta. Quantitative da ta co llec tion procedures 

create e pis temo log ical pos tulations tha t reality is objec ti ve a nd unitary, which 

can only be rea lized by me,1I1S of tra.nscendin p, individual perspective. This 

phe nomeno n in turn should be discussed or expla ined by means of data a na lys is 

gathe red th rough objective forms of measurement. The quantitative data 

ga thering me thods are useful es pec ia lly when a s tudy needs to measure the 

Cdu se ,md effec t relc1fionships ev ident betwee n pre-selec ted and discre te 

va ri ables. The purpose of the quantitati ve approach is to avoid subjechv ity by 

IlWdns of co llec ting and exp loring information which desc ribes the experience 

be ing s tudied. 

A qualll"itativl' research approach e mploys s tTategies o f inquiry su ch as 

ex pe rime nts a nd surveys, collec ts informatio n us ing preset s ta ndardized 

ins truments, and uses statistical methods in d escr ibing pa tte rns of behavior and 

ge ne ral iz in g h·o m s<l mple to populations . A sm vey research is one of the ways to 

g" the r data in the soc ia l sc ie nces. In line with this, a survey des ign provides a 

qua ntita ti ve or nu Ill eric description of tre ncls, a ttitudes, o r opinions of a 

po pulation by s tudy in g il sample da ta with the intent"ion of statistically 
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gene ra liz in g to the popu lation under inves tiga tion (Creswe ll, 2003). In other 

wo rds, s ubjeclivity of judgment, v. .. hich is not needed in iI thesis discussion, ciln 

be avo ided th rough quantitati ve me thods. Thus, co nclusions, disc ussio n a nd 

ex perime nta tion involved in the process are more objec ti ve. Variables, both 

depende nt a nd inde pe nde nt, that are needed in the study are clea rly ilnd 

prec ise ly specified in a quantitative study. In addition, quantitiltive method 

enables long itudinal meas ures of s ubseq ue nt pe rforma nce o f the respondents. 

Des pite these adwlIlta ges, quantitative research d es ign has a number o f 

lim itations: lack fl ex ibility in des ign, s tandardiza tion (a n cause bias o r hinder 

exr, lo il a tion of new ideas, .lnd lack interpretive and exploratory eXil lIlin il tion of iI 

research problem (Creswell, 2003). 

3.2.2 Qualitative research approach 

Con tra ry to the q ua ntita ti ve me thod, qualitati ve approach generates verbil l 

information rMhe r tha n numerica l values (Creswe ll, 2003). Instead of using 

sta tis tica l analysis, the qua litative a pproach u tili zes co nte nt o r holi stic analys is; 

to ex plai n ;lIld co mprehend the research find ings, inductive a nd not deductive 

reasoning is used. The main point of the quantitati ve resea rch method is tha t 

mcas ure ment is va lid, reliable and can be gene ralized w ith its c lear anticipatio n 

of ca use and e ffect (Casse ll & Sy mon, -' 994). Being particularistic and deductive 

in na ture, quantita tive method is de pend ent on the (ormulal'ion of a research 

hypothesis and confirmin g them empirica lly us ing a specific d a ta set (Cow ton, 
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'1998). The sc ientific hy pothes is of a quantitative method holds no va lue. This 

me<1 ns that the researc her's personnl thoughts, subjechve prefere nces and biases 

M e not app licable to this ty pe of resea rch method . 

The resea rcher opted to integrate the qualitati ve approach in this study due to its 

s ignificant advan tages. The use of qualitative data gathe ring method is 

adva nta geo us as they are Illore open to cha nges a nd refinement of research ideas 

as the study progresses; this implies that qualitative data gather ing tools are 

highly nexible. Moreover, no manipulation o( the resea rch setting is necessary 

wi th this method; rather than e mploy va rious resea rch controls s uch as in 

eX I',>rill1 ental approaches, the qualitahve dMa gathe ring methods are on ly 

centred on understanding the occurr ing phenomena in the ir naturally occurring 

s tdles, As ide (rOIll these advantages, reseMchers use qualitative data-gathering 

tools as so me prev ious resea rche rs believe that qualitati ve da ta are particularly 

,1 ttTactive as they provide rich and well-grounded descriptions and exp lanations 

'15 we ll as un forespe n findings fo r new theory cons tru ction. One of the notable 

strengths of the qualitiltive ins tTllJnen ts is that they evoke a more rea lishc feeling 

of the researc h se tting which ca nno t be obtained from statistica l analysis and 

IlLIIl1 e ri(,l l data utilized through qUdntitative 111 e.1 ns. These data co llec tion 

methods a llow flex ibility in conducting data gathe ring, research ana lys is a nd 

interpret,ltion of gat hered information. 1n addition, qua litative method a llows 

the presentation of the p henomenon being in vestigated in a more holistic view. 
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In spite of the a bow advan tage, qua litative research d es ign has its own 

limil<ltions: lack o( s la ndordized rules reduces the objec tivity of the findin gs, the 

persona l view an d s tand o f the resea rcher may induce bias in the interpre ta tio n 

of the dntd, ill1d the findin gs c<1 nno l be s t<1tistic<1 lly gene ralized for a broader 

pop ulatio n under in ves tiga tio n (C res we ll, 2003). 

3.2.3 Mixed m ethods approach 

As ex pla ined above discuss ion, both quantitative and qu a litative research 

approaches h<1 ve limitation s. According to Sil le e/ nl. (2002) the advantage of a 

CjlJ<lntitative research a pproach may be limitat io ns for a qualitati ve approach a nd 

vice ve rsa. 

Mixed resea rch d esign, w hich is s up posed to a ll ev iate the limita tions of 

qUdlltitdtive and qua litahve a pp roaches, bases on pr<1gmatic know led ge claims. 

Pragmatis ts co ntend tha t knowledge c la ims a rise o ut of ac tions, s ituatio ns, and 

co nsequences ra th er thdn <1ntecedent conditions . The re is a concern with 

a pplications a nd solutions to proble ms . Ins tead of me thods be ing illlpo rtilnt, the 

proble m is most important, and resea rchers use a ll (mixed method studies) 

ilpproaches to un de rs tand the proble ms (C reswell, 20( 3). 

Sale e/ III. (2002) illus trated that it has ofte n been observed very acc urate ly tha t no 

s ing le resea rch methodo logy is intrins ica lly be tte r than any othe r methodology, 

1ll<11l 1' a uth ors ca ll ing (or a co mbinatio n of research methods in order to improve 
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the quality of researc h. Researche rs incorpordtc me thods of co ll ecting o r 

dna lyz in g dMa not o nly numer ica l dilta , which is cus tomary for the quantitative 

resca rch, but also Ilarrati w da ta, which is the norm for qua li tative resea rch in 

orde r to address the research ques tion(s) defined for a particula r resea rch study. 

The goa l for researche rs us in g the mixed methods approach is to draw from the 

strengths and minimize the weaknesses of the quantitative and quaUtative 

research approaches (Willia ms, 2007). To sum up, quantih!ti ve and q ualitative 

resea rch methods investigate and exp lore the different claims to know ledge and 

both methods a re des igned to add ress a specific type of resea rch question. Wh ile 

tht' quantitil tivt' me thod prov idt's an objective measure of rea lity, the qua li tative 

me thod a llows the researcher to explore and be tter understand the complex ity of 

d phenolll eno n. This paper presented a clear statement of what constitutes 

quan titative and qua lita ti ve research designs and su mma rized techniques used 

to co nduc t s tudies for both resea rch ap proaches. This paper a lso presented 

s tatements of what co nstitutes the rnixed methods approach when conducting 

research. Alth o ugh each approach seeks to validate sensory knowledge as truth, 

ne ithe r is abso lu te in its form. 

3.3 Research method: quantita tive aspect 

The q uan ti tative aspect o f the research me thod intends to e licit data needed to 

ge neral ize "bout Ihe magn itude and nature of lndividual income tax payers' 
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compliance cos ts in Addis Ababa. Spec ifically, the cu rrent study e mployed a 

survey design administered throu gh us in g semi-s tructured questionnaires. The 

following discussion presen ts respec ti vely the su rvey (semi -s tructured 

q ues tionna ires). 

The data for most of the ea rli er resea rch on tax co mpLiance costs co nducted in the 

other co untry were co llected through m,lil surveys supple mented by foJ/ow up 

inte rviews . This me thod has the ad vantage of reaching a large geographical 

territory with low cos t. 

However, this me thod is likely to resu lt in a low res ponse rate. For example 

Sa piei and Abd ulla h, (2008), five hundreds ques tion.na ires were distr ibuted to 

indi v idua l taxpayers in the region o f Klang Va lley in tvtalays i,l. A total of ·t4~ 

useable ques tionnaires were obtained and used for the fina l analysis 

re presenting a response rate of almost 29%. O n the demerits of mail surveys, 

Sekar,lrl (1992) indicated that res ponse rates were typically not as high as might 

be des ired, and indeed so me times, they we re very low . With ve ry lo w response 

riltes it is diffic ult to es tilblish the re presentativeness of the sa mple beca use those 

who respo nded to the survey may be (totally) diffe re nt fro m the population they 

were inte nded to re presen t. Further, any doubts a res pondent might have cannot 

be c larified. 

30 



Sa IIlp/e desigll 

In the case of sa m pIe design, as the li terature on survey method reveals, how 

we ll a sa mple rep resents d pop ulation d epends o n the sample frame, the sample 

s ize and the s pec ific procedures of se llo'ctin )', po ten tial respo nde nts (Wolle la 

Abe hodie, 2008). 

The s<lnlple s ize w ill d epends on the type of research a nd what the resea rcher 

wa nt to do w ith resu lts . C hoos lng an a ppropriate sa mple size is cruc ia l to havi ng 

a s tudy th<lt w ill provide s tatis tica lly Significant results. Research needs to be cos t 

effective, so it is bes t to use as sma ll a sample as possib le to reduce time a nd cos t. 

However, if lI s in )', a sa mple s ize that is too small, the resu lts wi ll not be 

s t<ltis ticd ll y va lid. [" quantita ti ve resl""'," h, s tdli s tica t meth ucls can be used to 

choose the size o f sa mple required for a )',iven level of acc uracy a nd the ab ili ty to 

make gene ra lizatio ns . 

In tilE' yeilf 2009( 10,25,287 individuals are emp loyed in fore ign e mbass ies and 

inte rnatio nal orga nizations in Add is Ababa city adminis tration (CSA, 2010) and 

<III this individu a ls are registered in ERCA to pay employment incom e tax. From 

this s tudy popu lation, the resea rche r was lis t "170 (0.67228% of the to tal 

population, which is above most s imilar s urveys in t.he world : for exa mple, klun, 

2004 = 0.022 %, Diaz and Delgado, 1995 = 0.026%, Pope, "1995 = 0.008 %), 

regis lered individ ua l income tax payers, which a re employees of only 
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internationa l organizations and e mbassy's in te n s ub city o f Add is Ababa as 

sa mple from e. cons iderin g the concentra tion of e mbassy's and international 

org<lIliza tions o f each s ub city, thi s sample fram e aga in congregate a mo ng five 

dis tricts o( Addis Abilbil s ub city (Uo le, N ifils s ilk laHo, kirkos, ye ka and Gulele) 

by purpos ive silmpling method and fro m each sub c ity indi vidual inco me tax 

paye rs was random ly se lec ted as sample by us in g simple random method of 

S,l m pie se lec tion. 

The survey illstrulIlellts 

Survey ques l'ionna ire, adopted fro m Slemrod and Sorum (1984) and Das-G upta 

a nd Cha tlo pildhyily (2002), was used as the mai n ddta-ga thering instrument for 

this s tudy. They we re designed to co llec t both qua lita ti ve and quantita ti ve data 

On co mpliance costs tow<Hds indiv idua l income tax payers in Add is Ababa. 

The taxpaye r s urvey instrument was prepared in English lang uages beca use 

pa rticipa nts are profess ionals . 

The ques tionnaire was d ivided into two main sec tions: a profile and the survey 

proper. The profi le contrlins sacio-demograp hic characteristics of the responde nts 

such as age, gender, marital s tatus a nd occupation. The s urvey proper explored 

the perceptio ns o( on personillity ques tionnil ire, piHticularly on cost of fi lin g 

individual inco me tax re turns. The ques tio nna ire prope r sec tio n a lso co ntains 

q ues tions thdt iden tify the es timated costs that the individual income tax payers 
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was incurred in connection with the time they s pent and some rela ted moneta ry 

costs they ex posed . The qu es tions were also slruct'ure some Likert format. In this 

survey ty pe, s ix cho ices are prov ided fo r some ques tion or s tatement. The choices 

represent Ihe dep,ree o f d ~~reel11 ent each res pondent has on the given qu estion . 

The likert-scale s urvey was enabled the responden ts to a nswer the survey easily . 

In add ilion, this research ins tTument allowed the research to carry out the 

qua ntitative opproach e ffec ti ve ly w ith the use o f sta tis tics for da ta interpreration. 

In orde r to tes t the vdIidity o f the q ues tion na ire used fo r the s tud y, the researcher 

tes ted the ques tionnaire to seventeen ('10% of the sa mple) respondents. These 

respondents ,1S we ll d5 their a nswers were not part of the ac tua l s tud y process 

and were only used for tes ting purposes. Afte r the questions ha ve bee n 

a nswered , the resPdrcher ?s ked the respondents fo r any suggestions or any 

necessa ry correc tions to ens ure further improve me nt and validity of the 

ins trume nt. The '-eseMche r revised the survt'y qu es tionna ire based on the 

sugges tion of the res ponde nts . The researche r the n exc lud ed irre levant ques tions 

,mel c hdn ged vdp,ue or difficult te rminologies into simpler ones in order to ensure 

co 111 P re hens io n. 

EthiCill COlIsidemtiolLs 

As this s tudy required the partic ipa tio n o f huma n res ponde nts, spec ifically 

human reso urce profeSSio na ls, ce rta in e thica l issues were addressed. The 
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co ns id era tio n of these e thica l issues was necessdrY fo r the pu rpose of e ns uring 

the privacy as wel l as the sa fety of the pa rticipants. In o rder to secure the consent 

of the se lec ted participa nts, the researche r relayed a ll im po rta nt de tails of the 

s tudy, indudin~ its aim ,md purpose. J3y expla ining these importan t details, the 

respo nden ts were able to und e rs tand the importance of the ir role in the 

co mple tio n of the s tud y. With this, the participa nts were no t forced to participa te 

in the researc h. The confide ntia lity of the participants was also ens ured by not 

di sc losing the ir nan1t's or persol1Cll information in the research. O nly re levant 

deta il s tha t he lped in a nswering the research questions were included. 

Data A llalysis Techuiques 

In order to in ves tigate the complia nce cos t of indi v id ual il1( OI"e ta x paye r's the 

res ponses obtained from the above mentioned data ga thering instruments was 

tab ul ated, inte rpre ted and analyzed by SPSS sta ti s tica l package, us ing 

dl's( riptiv ~ stc1tistics. The interpre ta tion, analys is and discussion were based on 

the results o btained and lite rature g uide. The freque ncy ,md cross tabulation of 

res ponses of Ihe co mpliance cost of the ind ividua l inco me tax payer eva luation 

scores a re presented. A one wily ANOVA was used to assess the relationship 

bel"" ee l1 Ihe co ntpliance cos l and the class ification va ria ble. 
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3.4 Research method: qualitative aspect 

The qualitalive aspect seeks informiltion about the difficulties that taxpayers face 

when they comply with the tax sys te m <1nd also tri es to identify areas in the 

inco me t<1 X sys tem, spec ifically, in the income t<1 X legis lahon and administrabve 

procedures tha t have co ntributed to the leve l of co mpliance costs and the 

perform ance o f the income ta x sys tem at large. QU<1litative data collection 

me thods co uld be obse rvations, inte rviews, doc umentary s tudies, and s tudies of 

aud iovislJ<) 1 milte rials. Q ua lit<1tive metJwd with any of the meth ods of inquiry 

and dota co llec tio n procedures ca n be integrated w ith quantitative method at 

dIffe rent s tages o( th e research process. The integra tion can occur at the time of 

data collec tion, ana lys is or inte rpreta tion. 

It has been s tated that this shldy intends to identify compliance cos t of 

individual income tax payers in Addis Ababa. To this end, in addition to the 

integratio n or the quantitative and qua litative aspects of the design through use 

of both open-ended and closed-ended ques tions in the s urveys, the qualitative 

aspec t of the research will be use documenta ry analysis . 

Documentary analysis 

Doc umentary anillys is cove rs a wide varie ty of sources, including official 

s tatis tics, photographs, tex ts and visual data. llIoyce (2004 ), has argued that 

'w hen engaged in socio-historica l ana lys is docume ntary ana lys is can be a useful 
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research too l' (Documents such "s news pape rs, books, magazin es and 

government rninutes ["illl bE' fE'ad and prE'sE'rved so that they are available for 

analys is by the social researcher (Bry man, 2004). Documentary analys is has its 

ow n strengths ilnd wed knesses. The litera ture on documentary study identifies 

s trengths inc luding co nvenience, low cos t and replica tion . Weaknesses include 

the lack of re presentdtiveness (documents a re not necessa rily representative of 

the ir kind and thus do not allow gene raliza tions), pe rsondi bidS (d ocuments may 

be biased s ince they represent the view of the ir authors) and reliability (the 

re liability o f so me documents is questionable) . 

The ex te n! o f the ir relevance depends, however, on the adequacy of the 

doc ument chosen for the pheno mena being in ves tiga tpd . With re ference to the 

resed rch topic under scrutiny here, the releva nt secondary data have been 

co llec ted fro m VMiou s pe riodica l report·s of the financial repo rts of the tax 

authority ; manuals of the tax authority and us ing the internet wili try to find 

more informa tion c. bout the tax autho rity, a nd tax proclamation ana lys is will be 

deemed the IllOSt appropr ia t·e . 

3.5 Relationship between research questions/hypotheses and the research 

design 

This chapte r hilS presented th e various resea rch ques tions/ hypotheses dnd the 

methods appropridte to address the m. Table 3.1 se ts out how each research 
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ques tio n/ hypo thes is is addressed by the appropriate ite m in the survey (semi­

s tru ctured qu es tionnaire) il nd doc ul11 entary s tudy. In co nclus ion, based on the 

ove ra rching resea rch prob le m s ta ted in the preced ing chap ter, one primary 

resea rch qu es tion and one primary hypothesis have been developed . With 

res pec t to methodology, the princ iples of qualitati ve, quantitative and mixed 

me thods research approaches have been shown . Based on the unde rly ing 

principles of research me thods a nd the resea rch proble m mi xed method s 

(lpproach has been chosen as a ppropria te to this research because this method 

ca n drdw fro rn the s trengths and minimize the weaknesses of the quantita tive 

dl1(j qua lita ti ve resparch approaches. Mo re spec ifica lly, to address the various 

researc h ques tio ns, survey des ig n a nd docullle ntMY ana lys is we re show n to be 

the clpprop riate me thods of inquiry fo r this resea rch. The nex t chapter presents 

the results of each of these methods of inq uiry. 
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Table 3.1 Relationship between research questions/hypotheses and research 
instruments 

Research questions/Hypotheses Items in the survey and documentary 

Analysis 

RQ How much compliance costs of Tax payer's survey questions 8, 9, 

the individual income tax 11,12,13,14,15,16,17, and 18 

system borne directly by the 

taxpayers themselves, including 

both the time spent and 

pecuniary expenditures? 

HI The compliance costs of Tax payer's survey questions 8, 9, 

individual income tax are 11.12, 13.14,15, 16, 17, and 18 

relatively low - in terms of their 

cos ts per individual: especially 

costs of time and monetary 

cos ts. 
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CHAPTER FOUR 

4 RESULTS AND DISCUSSION 

As stated in section 3.1 in chapter 3 the overarching research question of this 

study was 'How much compliance costs of the individual income tax system borne 

directly by the taxpayers themselves, including both the time spent and pecunianJ 

expenditures?, in this context, the broad objectives of this study, as presented 

previously, are in view of lack of da ta on compliance costs that are incurred by 

individual taxpayers in Addis Ababa, this study aims to examine the types of 

compliance costs incurred and the corresponding amount in terms of time spend 

and monetary cost incurred . These broad objectives were stated as hypotheses in 

chapter 3. 

As indicated in Table 2, the frequencies related to the characteristics of the 

sample taxpayers. Higher percentages (68.9 %) of respondents were male while 

31.1 % were female of the total 103 respondents. The individuals participated in 

the survey were at their taxable working age as 95.1 % with age between 18 and 

45 years old. The age ranging from 18 to 30 represent the prime working age of 

working individuals where 49.5% of respondents fall within this categories. 

Whereas 46 - 55 years of age group represent the upper management or business 

owner with a higher degree of income s tability with 4,9% of respondents falls 

within this bracket. Therefore, it makes this study looking into the main 

conh'ibutor towards the tax authority's revenues, In relation to the researcher's 
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analysis with the respondent's age, level of income shows the same pattern. 

Almost 29.1 % earn between 5, 000 and 10,000 ETB while 27.2% earn 1, 000 to 

5,000ETB. However the educational attaimnent was generally average among 

respondent with just 29.1 % some college/technical school, 54.4% possessing a 

graduate degree and 16.5% with master, PhD and other professional certificates. 

Table 4.1a Tax payers survey respondents by Age 

Age 18-30 31-45 46-55 >55 Total 

Frequency 51 47 5 0 103 

Percent 49.5 45.6 4.9 0 100.0 

Source: tax payers survey 

Table 4.1b Tax payers survey respondents by Sex 

Sex Male Female Total 

Frequency 71 32 103 

Percent 68.9 31.1 100.0 

Source: tax payers survey 
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Table 4.1c Tax payers survey respondents by monthly income 

Monthly income (ETB) A B C D E F G Total 

Frequency 0 28 28 30 5 6 6 103 

Percent 0 27.2 27.2 29.1 4.9 5.8 5.8 100.0 

Note: Legend: A-< 1,000; B-1,001-2,000; C- 2,OOl-5,000; D-5,001-10,000; E-1O,001-15,000; 

F~15,001-20,000; G~>20,000 in ETB. 

Table 4.1d Tax payers survey respondents by level of education 

Education level A B C D Total 

Frequency 0 30 56 17 103 

Percent 29.1 54.4 16.5 100.0 

No te: Legend: A- HIgher secondary; B- some college/ technIcal school; C- Degree; D- Post 

graduate/Ph D, professional Qualification. 

Judging by the responses to the researcher's question about attitudes to tax filing, 

this may not be significant. Of those surveyed, only 10.7% said they "very much" 

enjoyed preparing and filing their income tax returns and 50.5% said they 

enjoyed the process; 17.5% replied that they neither enjoyed nor disliked it. On 

the other hand, 21 .3% of those surveyed said they disliked the process and 0% 

said they disliked it "very much". (See Appendix 3) 

The researchers have also address that most of the respondents either use help 

from some body without payment or do the assessment themselves. In relation 
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to the result 31 respondents were no help at all and 72 were get helps from their 

relatives. The reason might be due to the fact that only 69.9% of the respondents 

were getting assistances from their friends, families and even in the tax 

deparbnent. Some of the respondent did their own tax filing. 

Tal?Ie 4.2 did you receive help from somebody without payment? 

Respondents Answer Frequency Percent 

Yes 72 69.9 

No 31 30.1 

Total 103 100.0 

Source: tax payers survey 

The study is also raveled that most of the respondents either pay for assistant or 

not, 89 respondents were get assistance from different individuals but no 

payment at all and 14 respondents were keep silence. A large percentage of 

taxpayers still prepared their own tax returns. 

Table 4.3 did you pay for assistance? 

Respondents Answer Frequency Percent 

No 89 86.4 

Missing item 14 13.6 

Total 103 100.0 

Source: tax payers survey 
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MonetalY costs 

Compliance costs were evaluated for personal income taxpayers only; the costs 

of self-employed taxpayers, of employers (who are responsible for advance 

payments of tax) and for planning tax liabilities were excluded, as were 

psychological costs. These limitations were considered when the data are 

analyzed. The evaluated compliance costs include the cost of time spent filing a 

tax declaration properly (learning tax rule, record keeping, looking tax table, 

actual preparation of their statements and tax advisors), consultancy costs and 

other expenses (forms, postage, copying, Phone call etc.), and each of which is 

indicated in Table 4. Evaluating time spent on filing tax declarations depends on 

how ' time spent' is determined. Different studies in different time and different 

countries calculated the value of time in relation to spare time, work time or 

overtime at work. 

Almost all studies have used the values stated by taxpayers in questionnaires but 

with different modifications: Pope (1995) used stated values but the extreme high 

and low values were removed; Allers (1994b) made two evaluations, one with 

stated values and the other using GOP to value an hour. Wollela Abehodie 

(2008) considers the estimation of tax compliance costs tends to be very sensitive 

to the method of valuation of time adopted . Market salary or wage rates could be 

used as a valuation basis for employees' time or as a check on the value of time 

provided by survey respondents. In Ethiopia, nevertheless, market salary or 
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wage rates appear to be unavailable thereby impeding the possibility of checking 

the reasonableness of valuations provided by respondents. 

Accordingly, times spent by taxpayers in this study, were evaluated with the 

va lues that the taxpayers sta ted in questionnaires. Since the tax payers survey 

question raises a question like 

"Do you pay someone for assistance with your 2009/10 income tax return?" 

All of them were said no. Even though the tax payers did not pay for 

professional tax assistance, they s till have had some expenses in preparing their 

tax returns such as, buying self-help tax guides, making phone calls, traveling, or 

postage costs (See Appendix 2) . 
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Table 4.4 Income, Age and Level of education with total expenditures 

Number of 28 28 30 5 6 6 

respondents 

Income 1001- 2001- 5001-10000 10001- 15001- > 

(ETB) 2000 5000 15000 20000 20000 

Monetary 3,510 5,560 2,080 740 3,000 3,000 

cost (ETB) 

Number of 51 47 5 - - -

respondents 

Age 18-30 31-45 46-55 - - -

Monetary 10,770 6,120 500 - - -

cost (ETB) 

Number of 30 56 17 - - -

respondents 

Level of Some Degree Post - - -

ed ucation college graduate/PhD 

Monetary 7,040 3,610 7,010 - - -

cost (ETB) 

Source: tax payers survey 
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Times spent by taxpayers for the purpose of learning tax rules; keeping record; 

looking tax tables; time spent for actual preparation and assistant for the tax 

advisors were evaluated here with the values that the taxpayers stated in 

questionnaires as stated previously. The total hours the tax payers spent for the 

above five condi tions were 532.25; and the total expenses that the tax payers 

were incurred was 17,390 ETB (Total monetary costs such as buying self-help tax 

guides, making phone calls, traveling or postage costs)(see Appendix 2 and 4). 

The average value per tax payer on tax compliance was 168.83 ETB. 

On average, taxpayers spent 1.39 lu's for learning tax rules; 0.72 hrs for keeping 

record; 0.88 hrs for looking tax tables; 0.90 hrs for actual preparation and 1.72 hrs 

assistant from tax advisors. Thus, in total, 5.1 7 hours were spent, on average. 

Learning tax rule for income tax purposes is the highest time spends of 143.5 

hours in the first class of each variable, means that different class of income level, 

different category of age groups and in the different level of education, have 

dedicate more time in the year of assessment 2009/10 next to tax advisors. The 

explanation to the result might be because with based on the findings of a study 

called "Business Process Reengineering" radical change -that alters the 

fundamental nature of the Ethiopian Tax and Customs Administration system 

has recently taken place. The change has involved the introduction of new tax 

and customs laws and regulations in the federal taxation system, taxpayers 
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become aware that they need to know what the new reengineering process have 

an impact on the tax laws, The least time spend is on activities associated with 

keeping records, Taxpayers become not aware that they need to keep record in 

order for them to claim all the deduc tions available, In all, the total time spend 

are 532,25 and the mean time spend for individual taxpayer is 5,17 hours, The 

full result is shown in Table 5, Nearly 1/4th of the time spent on filing was 

devoted to learning tax rules and actual preparation of the return accounting for 

about 1/7111 of total time, 

Table 5 indicated that the details relationship between compliance cost and 

income, One feature of this table is the large amount of time spent by the lowest 

income group, One conceivable explanation for this finding is that these 

individual tax payers had a conunitment of large amount of time itself 

conh'ibuted to a low value for taxable income, since they were a low income 

grou p rela tive to the other class, so they devote more time to save the income tax 

liabili ty, 
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Table 4.5 Tax payers survey respondent cross tabulation of monetary cost and 

time by income of the individuals 

Number of 28 28 30 5 6 6 

respondents 

Income 1001- 2001- 5001- 10001- 15001- > 20000 

(ETB) 2000 
1
5000 10000 15000 20000 

Own time I Total 

Tax rule 37.5 41.5 42.5 4.5 10 7.5 143.5 

Keeping records 19.5 25 21.75 1 4.5 2.5 74.5 

Tax table 26.75 24.25 21 .75 2.5 7 8 90.25 

Preparation 23.25 28.75 24 3.5 7 7.25 93 

Tax advisors 32 40 35.5 4.5 11 7.5 131 

Total 139 159.5 145.5 16 39.5 32.75 

. 

Monetary 3,510 5,560 2,080 740 3,000 3,000 

Expenditure 

Source: tax payers survey 

The overall distribution of own time spent with respect to income is no pattern. 

This relationship is more unusual when the value of time is considered, because 

the total time valuation per hour was highest for the lowest income class, and 

lowest for the top income class. Note that the value of time for the lowest income 

class is almost similar to the value of time in t.he 5,000 to 10,000 ETB range and 
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greater than the value in the 10, 000 to >20,000 ETB income groups. The allocation 

of time spent among the various categories is relatively constant among income 

groups, learning tax rules and tax advisors are relatively more important for 

1,000 to 10,000 ETB income groups. The fraction of individuals who looks tax 

tables generally decrease with income, starting from about 56.5% for the lowest 

two classes (for the first two e1ass), about 26.9% for the middle income groups 

(for the next two class), up to 16.6% for those households earning more than 

15,000 ETB of income (for the last two class). Except for the lowest middle two 

classes, the average amount spent by those who do use assistance rises as well. 
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~ 
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0 2.5 

8 8 g ~ ~ 
0 

0 0 § N ~ 0 '" .:. 0;' ... N N ... .:. .:. 0 0 ... A 
0 0 g g 0 ... N 0 

'" 0 '" ... ... 
28 28 30 5 6 6 

Monthlv income and number of respondents 

Figure 4.1 indicates the corresponding value of time and income 

Source: tax payers survey 
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The total monetary cost of compliance has a U-shaped relationship with income. 

For households with over 20, 000 ETB incomes, the average monetary cost were 

3,000 ETB. Measured as a percentage of income, the cost for the highest group is 

(32.45 %) which is significantly higher than for any of the other groups. 

--~--~ ------.----~~-~-----------, 

5,560 <=Q 6000 r-. i . 

~ 5000 

'" .~ 4000 

"" 0: 3000 
~ 
~ 2000 
~. 

'"' ~ 1000 
§ 
;;;: 0 

-_Monetary Expenditure 

3,000 3,000 

! 
28 28 I 30 5 6 6 , 

! 
l\Jonthly in~oll1e alld IlIl1n\)er of respondents 

Figure 4.2 monetary cost and income 

Source: tax payers survey 

Table 6 was explained data on the relationship between compliance cost and 

educational attainment. This table indicates the less educated taxpayer tends to 

spend more time on his tax affairs and is more likely to need profess ional tax 

advice. In the middle educational attailill1ent group, over 55.7% of individuals 

need for assistance, compared to less than 30% for college graduates and less 

than 20% for those with a post graduate level education. However, Measured as 
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a percentage of level of education, the cost for the middle group is significantly 

lower (20.76%) than for any of the other two groups (some college 40.48% and 

post graduate and PhD 38.76%). Here we can understand the cost of middle class 

educational attainments (degree), were incurred less cost than the other two 

classes because the time they devote in learning tax rwes and needs to help the 

tax advisors were more relative to others and also because no payment for the 

tax advisors at all rather they are voluntarily assist them. So they can 

straightforwardly minimize their costs. 
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Figure 4.3 components of time and educational attainments 

Source: tax payers survey 
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Table 4.6 Tax payers survey respondent cross tabulation of monetary cost and 
time by level of education of the individuals 

Number of 30 56 17 

respondents 

Level of education Some Degree Post Total 

college graduate/PhD 

Learning tax rule 46.5 75 22 143.5 

Keeping records 29 37.5 8 74.5 

Tax table 26 46.75 17.5 90.25 

Prepara tion 24.25 50.75 18 93 

Tax advisors 35 73 23 131 

r-c--
Total 160.75 283 88.5 

-:---
Monetary 7,040 3,610 6,740 17,390 

expenditure 

Source: survey resul t 

The total monetary costs of compliance generally decrease with Middle class 

educational attainment, due to the increasing number of hours spent for all the 

variables and almost equal to the first and the last educational attaimnents. 
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Source: tax payers survey 

Table 7 indicates the relationship between compliance cost and the age of the 

person in the household most fam iliar with the tax return. Total time spent on 

compliance first fa lls then rise with age, but the reverse is true for compliance 

cost. This is also true for its major component, record-keeping, learning tax rule; 

looking tax table. In contrast, the fraction of households that needs professional 

tax assistance is higher for the older groups (46-55), 1.3 lu's (6.5/5 =1.3) than for 

the two younger groups (18-30 and 31-45), 1.28 hrs (65.5/51 =1.28) and 1.16 hrs 

(59/ 47=1.26) respectively. Whether this represents an unwillingness to hassle 

wi th tax matters on the part of older taxpayers or more complicated tax returns is 

impossible to say without further analysis. In any event, the ratio of expenditures 

53 



on professional tax assistance to hours of own time spent rises monotonically 

from 1.28 hrs for the youngest group to 1.3 hrs for the oldest group. 
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Component of time spent 

Figure 4.5 components of time spent and Age of tax payers 

Source: tax payers survey 

The total monetary cost of compliance also strictly falls as age increases. The 

average compliance cost of each individual tax payers were sustain ETB 211.18 

from the table 3, (10,770/51=211.18), ETB 130.21 (6,120/47=130.21), and ETB 100 

(500/5=100) from each age group respectively. 
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Table 4.7 Tax payers survey respondent cross tabulation of monetary cost and 

time by Age of the individuals 

Number of 51 47 5 

respondents 

Age 18-30 31-45 46-55 Total 

Tax rule 70 56.5 17 143.5 

Keeping records 36.25 26.25 7 74.5 

Tax table 47.5 39.75 5.25 90.25 

Preparation 46 44.5 4.5 93 

Tax advisors 65.5 59 6.5 131 

Total 266 226 37.25 

Monetary 10,770 6,120 500 

expenditure 

Source: tax payers survey 
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Source: tax payers survey 

The correlations between compliance costs and income, level of Education and 

Age were also assessed and are explained in Table 8. There is a negative 

statistically significant relationship between the way of filling in the tax return in 

record keeping and age (Pearson correlation, p=O.OOl) . But there is no a 

significant relationship to other variables,(iearning tax rules; looking tax tables; 

preparation and helping from tax assistances). Here in record keeping the tax 

payers are not devote much time to keep their records because their attitudes 
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and know how are increase and they also have increase their conunitment to pay 

their tax liability as age increases. 

There is no such significant relationship between level of education and learning 

tax rules (Pearson correlation, p=O.l62) as well as no s tatis tically significant 

relationship w ith keeping records. 

There is also a positive statistically significant relationship concerning the level of 

education (Pearson correlation, p<O.Ol) with looking a tax tables and actual 

preparation but a negative statistically significant relationship with helping from 

tax advisors. As the education level rises, the percentage of individual income tax 

payers who fill in on their own rises too (and, vice versa, the percentage of the 

taxpayers using external help falls). This is in accordance with the results of 

similar researches (Diaz & Delgado, 1995). 
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Table 4. 8 the correlation matrix of variables 

Age Level of Income Learning Keeping Looking 

education tax rule records tax tables 

Age 1 .454** .394** .019 -.344** -.173 

(.000) (.000) (.846) (.001) 
I 

(.081) 

Levei of 1 .807** .139 .052 .319** 

I 
education (.000) I (.162) (.608) (.001) 

I 
Income \1 .313** .241* .488** 

I (.001) (.017) (.000) 

I 

Note: The numbers presented are the Pearson correlation and a two-tailed significance test" (in parentheses). 

Source: correlation matrix table 

S8 

Preparation Tax 

advisors 

1-.033 -.183 

\ (.740) (.065) 

.616** -.279** 

(.000) (.004) 

.776** -.223* 
I 

(.000) (.024) 



As also understand from the above table, there is also a relationship between 

income and compliance time. There is a positive statically significant relationship 

between income of the individual income tax payers and learning tax rules, 

looking, tax tables, keeping records and actual preparation of their statements 

(Pearson correlation, p<O.OI), but a negative statistical significant at 5% 

confidence relationship with helping from tax assistances (Pearson correlation, 

p=O.024). Some correlations between attitude variables are also shown in the 

correlation matrix in Appendix 5. 

In general, the income and level of education was found to have a strong 

influence on compliance time, but age was not correlated with compliance time 

except in record keeping. Taxpayers who stated that they find tax compliance 

complicated had higher compliance costs, as did taxpayers who monitor their 

inflow of income and dish'ibute income to reduce their tax liability. 

To sum up, results in respect of compliance costs of individual income tax payers 

depicted the following findings. The average values per tax payers were 168.83 

ETB and the average times spent by tax payers for filing their tax return were 

5.17hrs. 

Despite the fact that international comparisons of compliance costs could not be 

made because of several obstacles like different methodologies, different 

response rate, evaluation of time, assessment of tax and tax rates, the study also 
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make comparisons wi th other similar prior studies such as the study conducted 

by Diaz and Delgado, 1995 = 6.8hrs, Pope, 1995 = 7.8hrs, Slemrod and Sorum, 

1984 = 21.7hrs, and Blumenthal and Slernrod, 1992 = 27.4hrs, time spent by tax 

payers for personal income tax on average in Addis Ababa are relatively low. 

The main reason for this is the low consultancy costs. Almost all of the surveyed 

tax payers were no payment for tax advisors. If they sought help, they turned to 

friends and family and did not pay for it. 

Compliance costs for the 2009/ 10 fiscal year were found to be 4,269,329.4 million 

ETB. As a share of total tax revenues and GDp2 these costs were in the range of 

approximately 0.98 % and 0.11 % respectively. The largest component of 

compliance time (143.5 hours) is the time spent for learning tax rules, which is on 

average 27% and the least component of compliance time (14%) is the time spent 

for keeping records. 

Documentary analysis 

As stated in chapter 3, apart from the survey, this study employed documentalY 

study. Documents including the income tax legislation or proclamation and other 

official documents (both published and unpublished) held by the tax authorities 

and other government institutions were examined. Besides, the documentary 

2 In the fiscal year 2009/ 10, GOP at current market price reached 383.4 billion Birr, The Ethiopian 

Revenues and Customs A uthority (ERCA) reported collecting 43.315 billion Br from tax revenue 

(from direct and indirect lax) in the 2009/ 10 fisca l year(NBE, 2010). 
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analysis aimed at obtaining estimates of percentage of costs incurred and time 

spent by each individual income tax payers. Some clue of the es timates of 

percentage of costs incurred and times spent in connection with income tax 

administration by the individual income tax payers were obtained from all the 

selected tax offices which were specified in chapter 3 above in Addis Ababa. The 

numbers of Individuals who are required to pay their income tax liability within 

the specified date were decrease from year to year. The reason behind to this is 

that their fear of such kinds of costs. Since they are voluntarily registered without 

enforcing by any government body, at the beginning they registered more but 

unfortuna tely after a certain period of time they dispose themselves too. As 

chapter one stated, weak enforcement is a cause for concern since personal 

income tax compliance tends to be lower. And also these individuals are 

required to pay income tax. They are ordered to do so by income tax 

proclamations, regulation and directives. According to the law, individuals who 

obtain income from their employment are required to pay tax. In line with 

internationally recognized best practice, employee's income tax liabilities are 

calculated and paid directly by their employer. As a result the government relies 

on employers to compute and withhold the tax to be paid by employees. But in 

this study these individuals were forced to pay their income tax liability by 

themselves. The employers were not responsible to calculate and paid to the tax 

authority. They were not ac t as an agent; rather they pay the gross amount. These 
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individuals were voluntary disclose their income and goes to the nearer tax office 

and therefore, they exposed compliance cost easily, Therefore, the authority 

should designed a strong tax audi t policy and strategy to deliver the aspiration 

of helping customers to pay the right tax at the right time and with the minimal 

administrative and compliance cost to both ERCA and customers alike, 
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CHAPTER FIVE 

5 CONCLUS10N AND RECOMMENDATIONS 

The purpose of th is chel pte r is to co ncl ude the whole thes is a nd h ighlig ht future 

r('search direc tions. Accordingly, the firs t part presents an overview of the thes is 

and its major findings. The seco nd sec tion discusses the implicatio ns to the 

Ethiop ian gove rnment and the tax a uthorities in particu la r, and to taxpayers. 

Finally, the limita tions of the thes is and future research direc tions are presented 

in sec tion three. 

5.1 Conclusion 

Co mpl iance cos ts of taxilt ion ,He also known ,1S a hidden cos t of taxa tion or the 

excess burden of taxation. The awa reness or initia tives to reduce the cost must 

ro me from the ta xpayers thelllse ives. However, in Add is Ababa li ttle is known 

on taxa tion co mplia nce rosts a nd no resea rch hits been conducted on indi vid ua l 

tax co mpliance cos ts . 

Da ta was obta ined From ta xpaye r surveys and documents held by tax il utho rities 

and o ther ins titutions were e mployed to add ress this resea rch question and 

hy potheses. O n ilverage, res po nd e nts to this survey s pent 5.17 ho urs of the ir ow n 

tim e on t<1 X filing, w hich hild a resource cost o f 168.8 E113. Thus, the ave rage tota l 

cos t a mou nted to 168.8 ETB pe r ind iv id ua l income ta x payers. 
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Considering the tota l es timated of 25,287 taxpayers in Addis Ababa in 2009/ 10, it 

y ields <lgg rf'ga tf' f'st im ates of 130,733.79 hours and a total complia nce cos t of 

4,269,329.4 HB. 

This cos t is ap proxima te ly 0.98 % o f to ta l tax revenues a nd 0.11 % of tota l CDP of 

the country as a w ho le for the year of assessment. The res ults a lso provid e 

ev ide nce thilt unlike the practice in most developed countries, the majority of 

taxpaye rs in Add is Ababa do not used tax advisors . 

5.2 Recommendations 

, So HlE' autho ri ty improves the tax sys te lll by differe nt kinds of 

mech'1I1is ms to e nhance il nd faci litate the tax co llec tion mechanis ms. For 

f'x Clmple p, ive wo rks hops for tax payers' dnd tax practitioners' education 

<md co mmunication train in g. The training focused on developing 

ta xpaye r education unde rs ta nd ing, co ml11 u nicat ion sk ill s and cus tome r 

se rvice d e livery techniqu es and the tTa ining a lso focused on deve loping 

the VM ious s kills essential for improv ing vo lu nta ry tax compliance 

through he tter ed uca tion and communica tion. Communica tion with 

taxpaye rs is a n a rt which mu st be pe rforllled w ith skills acquired from 

training to iden tify <1I"eas tha t they would like to e nhance and improve the 

way they inte ract and deal w ith ce rta in matte rs with taxpayer and also to 

bu il d effec hve workin g re la tions hip. 
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" The d uthority be tte r to des ign <l s trong t<lX audit policy a nd s trategy to 

de live r the as pira tion of helpin g cus tome rs to pay the right tax a t the right 

hme and w ith the minim a l ad minis trative a nd co mpl.ia nce cos t to bo th 

ERCA ilnd c usto me rs a like. 

5.3. Research limitations and future research directions 

The res ults of the study, however, are lirnited in several ways. First, this study 

covers on ly a s ma ll numbe r of tax p<lye rs. Hence, the findings o f the s tudy might 

limit the ir generalisabilit)'. Seco nd, associated with methods of es tima ting the 

cost of tim es s pe nt by eac h ind iv idu al income tax paye rs. Spec ifica lly, es timating 

Ihe lim(' s pe nds W'15 ca lculated bdsed on Ihe queshonndi res the tax pa ye rs were 

s tated rather Ihan using sta ted value, wage rdte or o the rs me th ods. These 

methods d o no t res ult in exac t measure of tax compliance costs. 

These limitations lea d to poss ible future resea rch direc tions. The re a re a number 

o f issues whic h d eserve furth er resea rch. The s tudies focused o n compliance cos t 

of individua l inco me tilX paye rs in Addis Ababa . The releva nce of the findings in 

co nnec hon with o the r ty pes of ta xes ill the context of Ethiopia remains unknown. 

So, examining the compliance cos ts of the var ious ty pes of taxes in Ethiopia 

deserves more atte nhol1 . 
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Therefore cons ide ring these and othe r limitations the s tudy recommends For 

fu rthe r researche rs as 

-' Future resedt'ch may be co nducted 10 explore further on the problem Ihal 

a re fa ced by laxpnyers in complying with tax legis lation, practical action 

to reduce compliance cos ts and also to include psychological costs of 

indi vidual taxpaye rs compliance cos ts. 

-' The researcher a lso recommends a study to be conducted, which will 

evalua te the above concepts in the other exc luded tax paye rs (e.g.an 

e mployee work in?, for mo re than one e mploye r) to improve on th e 

revenu p co llec tion so as 10 build o ur develop ing econo my. 

;.. The s urvey method (q uestionnaires) used to meas ure co mpliance costs in 

this s tudies were one Saied , on ly the tax payers, not inc lude the tax 

officials. Co nsequent ly cons ide ring those offic ials make the findings of the 

study more ilcc urilte ilnd genE' ral. 
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Appendices 

Appendix 1 tax payers survey instrument 

Dear Taxpayer, 

April,2011 

This questionnaire is designed to explore the extent of uses of information contained 

compliance cost of individual income tax payers in Addis Ababa. The researcher is a 

post graduate student of Addis Ababa University, in the Department of Accounting and 

finance of the school of Business and Public adminish·ation. All of us expect not to have 

to face aggrava te while interac ting with Government departments. Especially when 

meeting your tax obligations, you would like to have simple tax laws and procedures 

and freedom from harassment. 

Unfortunately, as things are, it takes a long time to comply with tax laws and one also 

has to bear substantial monetary costs. These costs do not give any additional benefits. 

You are one of 170 randomly selected taxpayers for this survey. The enclosed 

questionnaire will give the information, which only you can provide, of your time and 

money costs in paying income tax. This information is anonymous and strictly 

confiden tial - you need not disclose your identity. The information will be used only for 

the study and will not be given to any other organization, government department or 

person. I realize your time is valuable and appreciate your concern for tax reforms. 

Your responses are vital to the outcome of the study and you are kindly requested to 

completely and objec tively answer all questions. 

Thank you in advance for your indispensable cooperation to spare your time and 

energy to complete this ques tionnaire. 

LET US WORK TOGETHER FOR A BETTER TAX SYSTEM IN ETHIOPIA. 
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SUI-vey of costs of filing individual income tax retnrns 

Personal characteristics: 

I. I am 

2. Age 

Female 0 
Male 0 

18-30 0 
31-45 0 
46-55 0 

Over 55 0 
3. Level of education completed: 

Marital status: 

single 0 
married 0 

widowed, divorced or separated 

o No education 

o Higher secondary 

[]some college or tecimical school 

o Degree 

o 

o Post graduate/PhD, professional qualification 

4. Do you fi le a 2009110 federal and/or state income tax return? Yes 0 
No 0 

IF YES, GO TO QUESTION 6. 

IF NO, GO TO THE NEXT QUESTION (5) 

5. Why do you not fi le a 200911 0 income tax return? 

My income was too small to file a return 0 
I was not employed in 2009/ 10 0 
Others (explain).. ............. 0 

BECAUSE YOU DID NOT FILE A 200911 0 TAX RETURN YOU ARE FINISHED WITH 

THIS QUESTIONNAIRE. 
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THIS SECTION IS FOR THOSE PEOPLE WHO DID FILE A 200911 0 TAX RETURN. 

6. Did you itemize yo ur personal deductions such as interest expenses, medical expenses, 

taxes, contribution, etc. for your 2009/1 0 tax return? Yes 

No 

7. Check the income bracket which describes your 200911 0 total income. 

(If you fi led ajoint return , please include yo ur spouse's income.) 

Under BrI , 000 0 Br 10,00 1 - Br 15,000 

Br 1,000 - Br2, 000 0 Br 15,001 - Br 20,000 

Br 2,001 - Br 5,000 0 over Br 20,000 

Br 5,001 - Br 10,000 D 
8. Can you increase your income by choosing to work more hours? 

Yes 

No 

D 
o 

D 
D 

0 
0 
0 

If yes, how much pay before taxes do you receive for working an additional hour? 

Br .......... .. 

If no, how much per hour would you want to be paid if you could work extra hours? 

Br .. .... .. .. .. 

9. The time you spent on your 200911 0 income tax returns can be divided into several areas 

such as learning tax rules, keeping records, preparing tax returns, and meeting with tax 

advisors. 

Please estimate how much time you spent on the various areas listed below. (Mark only the lines 

that apply to you.) 

Time spent learning about tax rules (perhaps by reading magazine or newspaper 

articles, tax guides, or attending tax seminars.) 

---- --------------hours 

Time spent keeping receipts or records for your income taxes. 

-------- ---------hours 

Time spent looking up tax tables for your deductions and tax liabi li ty. 

---- ---------- ---hours 
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Time spent in actual preparation of your tax returns. 

-------- ---------hours 

Time spent supplying a tax advisor with your income tax information. 

----------------hours 

How many hours total did you spend on your income tax affairs? 

-----------------hours 

10. What is your attitude towards the preparation and filing of your income tax returns? (Mark) 

.y 

I very much I enjoy it I neither enJoy I dislike it I dislike it very 

el~oy it nor di slike it much 

II. Have you ever chosen not to undertake some type of business activity (such as buying or 

sell ing real estate) because of the hassle or expense of complying with the tax laws? 

Yes o No o 
12. Did you have someone help you with your 2009/10 income tax returns but did not pay them 

for their assistance? Yes I] No o 
If yes, approx imately how much time, did that person spend helping you? 

----------------hou rs 

13. Did you pay someone for assistance with your 200911 0 income tax returns? 

Yes O No 0 

IF YES, GO TO QUESTION 16. 

IF NO, PLEASE CONTINUE WITH THE NEXT QUESTION (#14). 

77 



TI-IIS SECTION IS FOR THOSE PEOPLE WHO DID NOT PAY FOR TAX ASSISTANCE 

WITH. THEIR 2009/10 INCOME TAX RETURNS. 

14. Even though you did not pay for professional tax assistance, yo u may still have had some 

expenses in preparing yo ur tax returns (such as buying se lf-he lp tax guides, making phone 

call s, traveling, or postage Costs) . Please estimate these costs for filing your 2009/10 

income tax returns. 

13r------------------------------

15. If you could have avoided all the time and effort of gathering tax information and preparing 

your 200911 0 tax retums, how much would you have been willing to pay? (Assume the 

amount of income tax paid wou ld not have changed.) 

13 r- - -- ------.. ----------- ----------

IF YOU DID NOT PAY FOR TAX ASSISTANCE, YOU ARE FINISHED WITH THIS 

QUESTIONNAIRE. THANK YOU FOR YOUR HELP. 

I Ii. What amount in fees did you pay to any of the following for help in filing your 2009110 

federal and/or state tax returns? (Please give amounts to the nearest Birr.) 

Accountant or Accounting Firm Br. ... ... ... .. ..... . 

Tax Preparers or Firms Br. ......... . ... .. . . 

Other (describe) Br. ................. . 

17. In preparing yo ur 2009/10 tax returns you may have had other costs besides the fees paid to 

tax advisors such as travel expenses, phone calls, postage, or written materials. Please 

estimate these addit ional Costs. 

Br. ............... . .... . 

I S. If yo u could have avoided all the time and effort on your 200911 0 income tax returns, how 

much more wou ld you have been willing to pay above and beyond what you already paid 

for tax ass istance? (Assume the amount of income tax paid would not have changed.) 

Br ...................... . 
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Appendix 2 shows the total cost of the tax payers in preparing their tax return in respect of the 
buying self-help tax guides, making phone calls, traveling, or postage costs. 

Results' Cumulative 

ETB Frequency Percent Percent Percent 

100 10 1000 , 9.7 9.7 9.7 

I I 
120 I 120 I 1.0 

! 
1.0 10.7 

140 2 280 1.9 I 1.9 12.6 

ISO 5 750 4.9 4.9 17.5 

160 I 160 1.0 1.0 18.4 

20 4 80 3.9 3.9 22.3 , 

25 6 ISO 5.8 5.8 28.2 

30 16 480 15.5 15.5 43 .7 

350 6 2100 5.8 5.8 49.5 

45 6 270 5.8 5.8 55.3 

50 9 450 8.7 8.7 64. 1 

500 12 6000 11.7 11.7 75.7 

60 10 600 9.7 9.7 85.4 
I 

700 6 4200 5.8 I 5.8 91.3 

80 6 480 5.8 5.8 97. 1 

90 0 270 2.9 2.9 100.0 
~ 

Total 103 17390 100.0 100.0 

, Result=ETB'frequency 
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Appendix 3 ind icales attitude towards the preparation and filing of the tax payers income tax 

returns. 

~ 

Frequency Percent Valid percent Cumulative 

percent 

I very mllch II 10.7 10.7 10.7 

enjoy il 

I el~ oy il 52 50.5 50.5 61.2 
-

1 nei ther enj oy 18 17.5 17.5 28. 1 

nor dislike it 

I dislike it 22 21.3 21.3 100 

I dislike it very - - 100 -
111 nch 

Total 103 100 
-
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Appendix 4 indicates the total time the tax payers spent for the purpose of filling and 

preparing their tax return. 

I Valid Cumulative 

Time/hours Frequency Results I Percent Percent Percent 

I 1.5 7 10.5 6.8 6.8 6.8 

1.75 2 3.5 1.9 1.9 8.7 
I 

12 2 24 1.9 1.9 10.7 

14 4 56 3.9 3.9 14.6 

16.5 2 33 1.9 1.9 16.5 

2.25 3 6.75 2.9 2.9 19.4 

2.5 6 15 5.8 5.8 25.2 

3 9 27 8.7 8.7 34.0 

3.5 9 31.5 8.7 8.7 42.7 

3.75 2 7.5 1.9 1.9 44.7 

4 9 36 8.7 8.7 53.4 

4.5 10 45 9.7 9.7 63.1 

5 10 50 9.7 9.7 72.8 

5.5 4 22 3.9 3.9 76.7 

5.75 2 11.5 1.9 1.9 78.6 

6 6 36 5.8 5.8 84.5 

6.5 6 39 5.8 
I 

5.8 90.3 

7 2 14 1.9 1.9 92.2 

7.5 4 30 3.9 3.9 96.1 

8 2 16 1.9 1.9 98.1 

9 2 18 1.9 1.9 100.0 

Total 103 532.25 100.0 100.0 
I -
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<\ppendix 4a Time spent on learning tax ruies 

-

I Valid Cumulative 

Time/hours Frequency Resul ts ! Percent Percent Percent 

0 5 0 4.9 4.9 4.9 

0.5 21 10.5 20.4 20.4 25.2 

1 43 43 41.7 41.7 67.0 

1.5 8 12 7.8 7.8 74.8 

10 2 20 1.9 1.9 76.7 

2 18 36 17.5 17.5 94.2 

2.5 4 10 3.9 3.9 98.1 

6 2 

I 
12 1.9 I 1.9 100.0 

Total 103 143.5 100.0 100.0 

-

Appendix 4b Time spent for keeping records 

-
Valid Cumulative 

Time/hours Frequency Results Percent Percent Percent 

0 35 0 34.0 34.0 34.0 

0.25 2 0.5 1.9 1.9 35.9 

0.5 36 18 35.0 35.0 70.9 

1 14 14 13.6 13.6 84.5 

1.5 4 6 3.9 3.9 88.3 

2 6 12 5.8 5.8 94.2 

3 2 6 1.9 1.9 96.1 

4 2 8 1.9 1.9 98.1 

5 2 I 10 

I 
1.9 1.9 100.0 

Total 103 74.5 100.0 100.0 
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Appendix 4c Time spent for looking tax tables 

Valid Cumulative 

Time/ hours Frequency Results Percent Percent Percent 

0 8 0 7.8 7.8 7.8 

0.25 5 1.25 4.9 4.9 12.6 

0.5 47 23.5 45.6 45.6 58.3 

1 18 18 17.5 17.5 75.7 

1.5 15 22.5 14.6 14.6 90.3 

2 4 8 3.9 3.9 94.2 

2.5 2 5 1.9 1.9 96.1 

3 4 12 3.9 3.9 100.0 

Total 103 90.25 
! 

100.0 100.0 

Appendix 4d Time spent for actual preparation 

Valid Cumulative 

Time/ hours Frequency Results Percent Percent Percent 

o 
0.25 

0.5 

1 

1.5 

2 

3 

4 

3 

6 

39 

o 
1.5 

19.5 

41 41 

6 9 

4 8 

2 6 

2 8 

2.9 

5.8 

37.9 

39.8 

5.8 

3.9 

1.9 

1.9 

2.9 

5.8 

37.9 

39.8 

5.8 

3.9 

1.9 

1.9 

2.9 

8.7 

46.6 

86.4 

92.2 

96.1 

98.1 

100.0 

~ ____ T_o_ta_I~ __ 1_0_3 __ ~ __ 9_3. __ ~1_0. __ 0.0~ __ 10_0_.0 __ ~ ______ ~ 
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Appendix 4e Time spent for helping from tax advisors 

-
I I Valid I Cumulative 

I 

Time/hours Frequency Results I Percent Percent Percent 
I 

0 8 0 7.8 7.8 7.8 

0.5 18 9 17.5 17.5 25.2 

1 41 41 39.8 39.8 65.0 

1.5 8 12 7.8 7.8 72.8 

2 18 36 17.5 17.5 90.3 

2.5 2 I 5 1.9 1.9 92.2 

3 4 12 3.9 3.9 96.1 

4 4 16 3.9 3.9 100.0 
I 

Total 103 131 100.0 100.0 I 
I 
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I 
I 

Correlations 

level of 
education of time spent 

the on learning reepingre 
age respondant ncome level 

age Pearson Correlation 1 .454* .394* 
Sig. (2-tailed) .000 .000 
N 103 103 103 

level of educatic Pearson Correlation .454* 1 .807* 
of the responda Sig . (2-tailed) 000 .000 

N 103 103 103 
income level Pe8rson Correlation 394*' .807* 1 

Sig. (2-tailed) .000 .000 
N 103 103 103 

time spent on Pearson Correlation 

I .019 .139 .313* 
learning tax rule Sig. (2-tailed) .846 .162 .001 

N 103 103 103 
keeping records Pearson Correlation -.344* -.052 241' 1 

Sig . (2-tailed) .001 .608 .017 

N 98 98 98 

taxtable Pearson Correlation -.1 73 I .319' 488' 

Sig. (2-tailed) .081 .001 .000 

N 103 103 103 

prepartion Pearson Correlation -.033 .616' .776' 

Sig. (2-tai led) .740 .000 .000 

N 103 103 103 

taxadvisor Pearson Correiation -183 -.279' -.223' 

Sig. (2-tailed) .065 .004 

N 103 103 

**. Correlation is significant at the 0.01 level (2-tailed). 

*·Correlation is significant at the 0.05 level (2-tailed) 

.024 

103 

tax rules cords 
.019 -.344* 

.846 .001 

103 98 

.139 I -.052 
I 

.162 .608 

103 98 

.313* .241 * 

.001 .017 

103 98 

1 .548* 

000 

103 98 

.548' 1 

.000 

98 98 

.261* .569* 

.008 .000 

103 98 

441 * .448' 

.000 000 

103 98 

-.138 -.152 

.165 .136 

103 98 

taxtable prej>artion axadvisor 
-.173 -033 -.183 

.081 .740 .065 

103 103 103 

.319* .616* -.279* 

.001 .000 .004 

103 103 103 ! -
.488* .776* -.223* 

.000 000 .024 

103 103 103 

.261* .441* -.138 

.008 .000 .165 

103 103 103 

.569* .448* -.152 

000 000 .136 

98 98 98 

1 .789' -.100 

.000 .316 

103 103 103 

.789' 1 - 052 

.000 .600 

103 103 103 

-.100 - 052 1 

.316 .600 

103 103 103 
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