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Abstract

This thesis examines business taxpayers’ satisfaction with the tax system. The study focuses on
examining the views of taxpayers toward the tax taxpayers’ services, tax policy, tax

administrative mechanism, and tax law enforcement.

The study adopted a sequential explanatory mixed method research approach. The data was
collected from federal business taxpayers through questionnaire and in-depth interview and
descriptive. The collected was analyzed using descriptive data analysis.

The findings of this study shows that business taxpayers are not satisfied with the existing tax
systems. The ways tax authority provides tax information to taxpayers, tax collection and tax
refund, administration capability to solving taxpayers’ problem and the area of tax audit
procedures are found to be the major dissatisfied areas. Moreover the finding revealed that the
tax system is so complex and unfair, discretionary treatment by officers and existent of lack of
monitoring in the tax authority. Finally, the thesis suggests a series of measures which could be
taken by the government in general and tax authorities in particular are; improving tax policy
and administration issues; step up their duty of promoting tax awareness, tax officers should be
given intensive and repetitive training to improve their attitude and promoting code of conduct

with emphasis on ethical values and finally, tax refund procedure would be improved.
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Chapter One: Introduction

It is o bvious t hat t axes are important s ource of g overnment r evenue in both d eveloping a nd
developed countries. But the amount of revenue to be generated by a government from taxes for
its expenditure pr ogram de pends a mong o ther things, o n the w illingness o ft he t axpayers t o
comply with tax laws of a country (Eshag, 1983). According to Organization for Economic Co-
operation and Development (OECD) (2010), the primary mandate of most tax administrations is
to ensure compliance with tax laws and improve taxpayers’ satisfaction. In order to do that and
find t he most ef fective t reatment, r evenue bodies b enefit from k nowledge a bout taxpayer
behavior. For example, OECD (2010) indicated that better understanding o f taxpayer behavior
can be expected to place revenue bodies in a stronger position to design and implement effective

compliance strategies, which contributes to the sustainability of taxation systems.

In addition, Fjeldstad, Herzenberg and Sjursen (2012) suggested that understanding how citizens
perceive and experience taxation may provide an essential diagnostic o fthe political realities for
tax reform. C onsequently, T axpayers’ behavior towards tax s ystem has e voked great attention
among many Revenue Authorities in the world especially in developed countries. However, it is
debatable on what has been d one towards the study o ftaxpayers’ view towards tax system in
developing countries (Omweri, et al; 2010). Fjeldstad, et al (2012), McKercher and Evans (2009)
also explained that taxpayer non-compliance is a continual and growing global problem that is

not readily addressed.

Following t he increasingca ses o ft axn oncompliance, es peciallyt axe vasiona nd its
consequences on the capacity of government to raise public revenue, great amount of attentions
have been paid to the issue oftax compliance globally by public policy makers and researchers
for the past few d ecades. H owever, there are bulky o fresearch evidences ontax c ompliance
behavior linked to de veloped countries e specially t he U nited State ( US);it is limited o n
developing countries (Alabede, et al; 2011).

Perhaps, u nderstanding t he t axpayers’ behavior an d p erception in t erms o f't heir s atisfaction
towards tax system and how it influences the tax compliance will be a solution to this gap.
In line w ith t he a bove d iscussion, there h as beena g rowing co ncerni nl iterature ont he

contribution o ft ax ¢ ompliance t o the d esign a nd i mprovement o ft ax s ystem. F or e xample,



OCED (2010), Kirchler (2007) and Fjeldstad et al (2012) suggested tax compliance is determined
by five broad factors: deterrence, norms (both personal and social), fairness and trust (in the tax
administration), op portunity a nd ¢ omplexity andt her ole o fg overnment a nd t he broader
economic e nvironment. T here is a Iso ¢ onsiderable evidence on't he s ubject o f't axation a nd
behavior’ of taxpayers. For example, Congdon et al. (2011), Wenzel (2005), Barone and Mocetti,
2009), Niemirowski et al. (2002), Oberholzer (2007) and Research is being undertaken by many
researchers in O ECD t ax ad ministrations levelst o i mprove t axpayers’ p erception t owards

taxation.

However, w hile t hese s tudies are based o nev idence from de veloped c ountries, studiesi n
developing countries are limited. Besides, very limited work has been done with the objective of
assessing the taxpayer’s satisfaction level even in developed countries.

More specifically, in the case of Ethiopia, to the knowledge o f the researcher, there is no single
study o n business t axpayers’ s atisfaction int he ¢ ountry t ax system. E ven the related s tudy
conducted in the country by Aborat (2011) does not try to see the perception of taxpayers towards
their s atisfaction. I n t his co ntext the b road p urpose of't his s tudy w as t o as sess t axpayers'

satisfaction with the tax system in Ethiopia.

The remaining d iscussions in the thesis are arranged in s even sections. T he first section (1.1)
discusses the o verview o f business t axation in E thiopia. T he second section ( 1.2) presents the
problem statement. The third section (1.3) presents the general objective of the study. The fourth
section (1.4) present research methods, the fifth section (1.5) presents the scope of the study. The
sixth section (1.6) presents the significance of'the study. The seventh section (1.7) discussed the

limitations of the study. Finally, the structure of the study is discussed in the last section (1.8).

1.1 Tax System and Business Taxation in Ethiopia

Tax s ystems a re ¢ ontinuously ¢ hanging a s ¢ ountries a lignt heir t ax s ystems w ith e volving
economic, political, and administrative conditions (Norregaard & Khan, 2007). Ethiopia has also
pursued this track of tax reform following the shift in the economic ideology of the government

and of course in response to the advice from global financial institutions such as the International



Monetary Fund (IM F)'. For ex ample, In re cognition o ft he need t o u ndertake c oherent an d
comprehensive re forms, ¢ urrently, E RCA adopteda Tax A dministration R eform and
Modernization Program whose primary objective was to modernize and integrate its operations in
line with international be st practice o ftax co llection. Under this ongoing program, ERCA has
implemented, among others, the following key measures aimed at enhancing revenue collection
and s ervice d elivery t o taxpayers: the introduction o f'S tandard I ntegrated G overnment T ax
Administration System ( SIGTAS), the issuance of a u nique identification number k nown as a
TIN ( Taxpayer I dentification N umber) t ogether with the introduction o fbiometric finger print
system ( this ist o d eter taxpayers from having multiple T INs), C ashr egistered m achine,
introduction of call centre, the installation of scanning machines at Millay check point and at the
Addis Ababa Airport Customs branch o ffice, introduction o f V alue added tax withholding, the
Income Tax self-assessment system, as well as the simplification of documentation and processes
in various areas. I n addition, the arrangement o f taxpayer information and educational services

within the authority are considered to be another parts of a reform (ERCA, 2012).

Currently, the tax system is comprised of direct tax and indirect tax that levied by bo th central
and regional government. Direct taxes are taxes including employment income taxes, business
income tax, and taxes on royalties and chance winnings while indirect taxes are mainly composed
of value added tax (VAT), excise taxes, and custom duties.

Taxable business income would be determined per tax period on the basis of the profit and loss
account or income statement, which forced in compliance with the generally accepted accounting
standards. A ccordingly, C orporate b usinesses ar e r equired t o p ay 3 0% flat r ate o f'b usiness
incomet axa ndt he business incomet ax is p rogressiver anges from1 0% - 35% f or
unincorporated or individual businesses ( Federal D emocratic Republic o fE thiopia ( FDRE),

2008)

The tax law has also classified the business income tax payers on business profit in to three major
categories w ith respect to their legal p ersonality and annual turnover as category A, B and C.
Therefore, in E thiopia business taxpayers with annual turnover o f Birr 500,000 and above are

categorized under Category “A” Taxpayers, business taxpayers with annual turnover o f between

" Over the past three decades, the IMF has been heavily involved in the tax reforms of less developed
countries whether it is in the form of advice that origins in the European model of taxation in which taxes
and redistribution are relatively high and VAT is employed (Damme et al. 2008)
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Birr 100, 000 a nd B irr 500, 000 are C ategory as “B” T axpayers and bu siness t axpayers w ith

annual turnover of less than Birr 100,000 are Category under “C” Taxpayers.

Furthermore, at the federal 1 evel taxpayers are classified as large t axpayers and medium t ax
payers based o nt heir a nnual t urnover®. Under t his co nfiguration, as eparate d ivision o r
department o f't he tax ad ministration is responsible for each type oftaxpayer in the Authority.
Within each division o fthe tax authority there is also sub function that is responsible for each
major act ivity p erformed by the tax authority; for ex ample, au dit/inspection, t axpayer s ervice,

returns processing and revenue collection.

1.2 Problem Statement

Taxation in developing countries is a ¢ hallenging topic and has attracted increasing attention in
the last t wo d ecades. D uring t his pe riod, many pr oblems o bserved like po or a dministration,
failing to collect sufficient tax revenues, lack of government and economic stability (Vadde &
Gundarapu, 2012) . As stated by V adde a nd G undarapu, Ethiopia, like any ot her d eveloping
countries, h as faced difficulty in r aising r evenue to the level r equired for t he p romotion of
economic growth. Hence, the country has been experienced a consistent surplus o f e xpenditure

over revenue for sufficiently long period of time.

To a ddress t his pr oblem, inr ecent yearst he Ethiopian g overnment ha s been undertaking
substantial e fforts inr eforming a nd modernizing t he r evenue administration w iththe aimo f
simplifying t he t ax system and increasing go vernment r evenue. D espite t he e fforts t aken by
government, t here has been p oor tax r evenue c ollection, tax co mpliance has still r emained a

problem and the taxpayers continued to complain about the behavior o fthe ERCA staff. T here
are also poor handling taxpayer queries and complaints on tax matters, lengthy bureaucratic tax
administrative procedures coupled with the nature of physical facilities in keeping and processing
taxpayer information. In the other dimensions, the t ax r evenue p erformance o f Ethiopia as a
percentage o f GDP remains low. Ministry of F inance and E conomic D evelopment o f E thiopia

(MOFED) reported that the tax revenue as a percentage of the GDP was achieved 11.6 % which

* In Ethiopia, those businesses having annual turnover of greater than 15 million are categorized under
large business taxpayers and those having annual turnover of birr 500,000 up to 15 million are categorized
under medium taxpayers and they are required to pay their obligation to federal government (ERCA,2012)
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was less than the tax to GDP ratio in 2003/4 which is 12.6. The following table (tablel.1) shows
the tax revenue performance of Ethiopia as percentage to GDP from the year 2009/10 to 2014/15.

Table 1.1 Percentage Share of Ethiopian Government Revenue to GDP at current market price

Item 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15
actual

Domestic 14.3 13.5 14.2 15.3 16.8 17.1

revenue

Tax revenue 11.3 11.5 11.6 13.2 14.7 15.3

Non-tax revenue | 2.8 2.0 2.1 2.1 2.1 2.1

Source: F ederal D emocratic R epublic o f E thiopia, g rowth an d t ransformation p lan ( MOFED
2010), African Economic Outlook (2012) and International Monetary Fund (2013)

Even the tax to GDP ratio targeted by the end of the five-year Growth and Transformation Plan in
2015 is 15.3% which is lower than the S ub-Saharan average (18%) in 2005 °. Furthermore, As
compared to some selected Eastern African countries, the Ethiopian tax performance is very low
and even less than the averages o fthe selected eastern African countries. T he following table
shows the tax to GDP ratio’s o f some selected E astern A frican co untries that have been taken
from World Bank data statistics.

Table 1.2: Percentages of tax revenue to GDP Ratio of Selected Eastern African countries

No  Eastern Africancountries 2005 2006 2007 2008 2009 2010

1 Ethiopia 8.8 8.3 7.9 7.4 6.6 9.8

2 Kenya 18.7 17.4 17.8 18.8 18.8 195

3 Madagascar 10.1  10.7 11.4 13.0 * *

4 Ugandan 11.8 123 12.4 12.9 122 12.0

5 Zambia 172 163 16.9 17.4 15.0 16.6
Average** 13.32 13 13.28 13.9 13.15 14.48

Source: T ax r evenue ( % o £ G DP), w orld bank 2012.

* D ata n ot av ailable, * *Researcher

calculation.
As described in Yesegat (2011) that a low percentage oftax revenue to GDP ratio will lead to

pressurize the tax ad ministration to increase revenue collection considerably. As a result of this,

* The Sub-Sahara African countries tax to GDP ratio was 18% in 2005 (Gupta &Tareq, 2008, Di John,
2009) and in Ethiopia, for example tax to GDP ratio was 12.6 in 2003/4 (Yesegat & Fjeldstad, 2012).
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unfair practices will be taking p lace w hich will violet the rule o f law that may automatically
increase the burden of taxes on honest taxpayers. Such pressure on honest taxpayers would lead
to the prevalence of taxpayers’ resentment. This could be a source of dissatisfaction in the service
given by ERCA. On the contrary, Oberholze (2007) indicated that one of the main reasons for the
tax g ap is noncompliance by t axpayers a nd p otential t axpayers w ith t ax legislation a nd t he
perception o f taxpayers on tax system. B oth gaps of poor perception and taxpayers’ resentment
towards taxes system will lead to inefficient and ineffective collection of taxes. Unless efforts are
made to narrowing down the gap, in line with knowing the taxpayers’ p erception and how tax
regimes satisfy taxpayers, will help tax ad ministration to mobilize adequate tax revenues. This
study h as therefore u ndertaken t o investigate t he b ehavior a nd s atisfaction level o ft axpayers

towards business tax system in Ethiopia.

1.3 Research Objective and Specific Research Questions

The main objective of this study is to examine the satisfaction level of federal business taxpayers

with the various aspects of business tax regime in E thiopia. Based on this broad objective the

following specific research questions were developed:

RQ1. How is the satisfaction of federal business taxpayers with tax system?

RQ2. How is the satisfaction of federal business taxpayers with the taxpayer’s service and
availability of tax information?

RQ3. How do federal business taxpayers perceive they are treated by the tax administration?

RQ4. How is the satisfaction of federal business taxpayer with tax collection procedures,
administrative mechanism and tax law enforcement?

RQ5. How is the satisfaction of federal business taxpayers with current tax reform? Specifically,
with cash register machine and VAT withholding?

1.4. Research Methods

The r esearch methods used in t his s tudy is a s equential explanatory mixed s tudy. Fromt he
quantitative ap proach, the study uses self-administered survey to collect the primary data. The
questionnaire w as d esigned acco rding t o the o bjectives o f't he s tudy w ith mostly c lose-ended
questions us inga 5 po int s cale. T he s ampling de sign a pplied t o this s tudy is pr oportional

stratified sampling procedure. The participants are federal business taxpayer’s residing in Addis



Ababa. A total of 200 questionnaires were distributed to the randomly selected respondent and
172 of them filled and received, and 24 of them were determined to be unusable. The data were
analyzed u sing t he d escriptive statistics like mean and standard de viations. From q ualitative
approach, t he r esearcher used in-depth interview w ith eight tax p ayers w ho were selected by
using snowball sampling method.

1.5 Scope of the Study

The research studied the business taxpayers’ satisfaction with tax system, as one ofthe factors
that affected the level of performance of tax revenue collections and the study was conducted on
large and medium business in A ddis Ababa who are paying business income tax and VAT to
federal government. The effort was included Trader (wholesaler and retailer), Manufacturer and
Service provider. T herefore, it was not the purpose of the study to generalize t he co nclusions
reacht o the w hole o fE thiopian t axpayers i .e. this s tudy only hi ghlights the v arious | evel
satisfactions amongst all large and me dium federal business taxpayers residing in A ddis A baba
only”. The following section presents the importance of the study and who benefit from it.

1.6 Significance of the Study

Itis well k now that understanding t he a ttitudes o f bu siness men t owards tax s ystem d o ha ve
significant ad vantage t o g enerate r evenue. T his w ill also be considered as fundamental for
Ethiopia R evenue an d C ustom Authority being e ffective an d ef ficient to p rovide r elevant
information a nd k nowledge t hat wiill help t ax a dministrators, p olicy makers a nd c ollectors to
identify factors that may affect tax collection performance and compliance. This will enable them
to draw applicable policies that will enhance tax compliance. It also hoped that by unearthing the
burden a ssociated w ith t ax c ompliance on the large and medium business, ERCA will gaina
deeper understanding o f the business community and hence customize its services to better suit

its c lientele because it r eflects t he t axpayers’ beliefs, p erceptions a nd interpretations o ft ax

* This is because of the complexity of the tax law, business structures and transactions in the large
and medium business s egment has cr eated a n eed for s pecialized k nowledge and e xpertise in
certain areas. In addition, with respect to the level oftax collected from segments o f taxpayers,

large and medium business taxpayer’s account for a significant proportion of total tax collected in

any countries (OCED, 2009).



system. Especially, the findings o fthis study may help ERCA to know the problems that need
attention t o p rovide s olution and further improve inthe ar ea o f handling t ax p rocedures and
hence, better meet the need of taxpayers. The study is also important for the business as well, as
they stand to benefit from an improved service offering from a tax collector who knows how they
feel. The next section discusses the potential limitation of the study.

1.7 Limitations of the Study

The researcher had faced various problems when trying to obtain taxpayer database. One ofthe
most common and compelling reasons was restricted access to taxpayer information particularly
possessed by tax authorities. Initially, the tax authority promised to provide the necessary data for
this study. H owever, t hings w ere ¢ hanged a nd r estricted t o h andwrittena nd incomplete
information which was unsuitable for direct use in sample creation. This was the challenge that
initiated t he r esearcher t o salute againto get the necessary information. This has made great
change to avail the needed data. But, even if procedure caused a delay of this study, the study was

done with complete information’,

The o ther limitation w ith t his t hesis was t hat some r espondents frightened to respond to the
questionnaire because they felt that the information that was required was private. To alleviate
this, the researcher showed the letter given by department of Accounting and finance (AAU) to
assure the respondents’ information was strictly for academic purpose and all information used
were c onfidential. T his has made respondents became willing to fill in the que stionnaires. As
usual, very minor error might be a part of this thesis in line t o analysis and interpretation o f

qualitative data.

1.8 Structure of the Study

The study report is made up of five chapters. Chapter One introduces the study by discussing the
introduction to the study, brief discussions o f E thiopian tax system, statement of the problem,
purpose o f the study a nd r esearch o bjectives, r esearch q uestions, t he s cope o f't he s tudy, and

significance and limitations of the study.

® The researcher suggests that obtaining data about the taxpayer population is often not easy and should be given
due importance, early priority, and resources when planning a survey of taxpayers.
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The second c hapter p resents t he literature r eview p art o 't he s tudy w hich w ill include t he
theoretical review in its first section followed by the review of the previous studies related to the
area and conclusion and knowledge gap.

Chapter Three discusses the methodology that was used by the researcher to collect data, in order
to achieve the objectives of the study. It describes the research design, study area and population,
the s ample s ize and sampling t echnique, d ata s ources an d co llection instruments, as wellas
methods of presenting, interpreting and analyzing the findings.

Chapter Four, deals with the presentation, interpretation and analysis of findings of the study in
line w itht he r esearch o bjectives a nd q uestions. Chapter F ive p resents co nclusions, an d
recommendations that have been made from the presentation and interpretation of findings from

chapter four. The following chapter present literature review related to the study.



Chapter two: Literature Review

The purpose ofthis chapter is to review the literature in the area o ftax system and taxpayers’
perception and compliance behavior. The review has three major sections. Section 2.1 presents a
review of the theoretical aspects related to the study. This is followed by the empirical literature
review in section 2.2. Section 2.3 present conclusions on the literature review and k nowledge
gaps.
2.1. Theoretical Review

This section reviews the basic theory related to tax ad ministration and taxpayer. Hence, section
2.1.1 p resent t ax ad ministration and t axpayer, section 2 .1.2 p resent F actors t hat I nfluence

Taxpayer Behavior and section 2.1.3 present taxpayers’ attitude.

2.1.1 Tax administration

Tax ad ministration refers to the identification o f tax liability based on the existing tax law, the
assessment of this liability, and the collection, prosecution and penalties imposed on recalcitrant
taxpayers. Tax administration, therefore, covers a wide area of study, encompassing aspects such
as r egistration o ft axpayers, as sessments, r eturns p rocessing, co llection, a nd au dits ( Kangave
2005).

The low revenue yield oftaxation can only be attributed to the fact that tax provisions are not
properly enforced either on account of the inability of administration to cope with them or on
account of straight forward collusion between the tax administration and taxpayers ((World Bank
1999). Since taxes are an involuntary payment for government services (Parameswaran, 2005),
taxpayers have a strong inventive to minimize their tax liabilities either through avoidance (legal)
or through evasion (illegal). T ax a dministration, t herefore, has t o s ecure co mpliance w ith t he
laws by ap plying an array o fregistration, as sessment and co llection p rocedures. Based onthe

discussions so far, the following sub section present the tax administrative issue in detail.

2.1.1.1 Efficiency of Tax Administration

The key precondition for efficient tax administration is tax structure with minimizing distortions,
strictly tax exemptions and elimination o f the differences in tax treatment o f particular parts of
economy. B adly co nceived o r unnecessarily co mplicated t ax s tructure greatly complicates t he

operating function o fthe tax administration, w hile simple a nd t ransparent t ax s tructure c ould
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affect it in the o pposite way. So, the increase o fe fficiency o f the tax administration could be

attributed mainly to the simplification of the tax system (Mansfield 1990).

In developing countries, tax ad ministration can be organized respecting the functional principle
(collecting, recording, auditing, and enforcement) according to the type oftaxpayers; the type of
taxes; and type o fenterprises in economy. T ax administration should develop around activities
(such as recording o r au diting) r ather t han acco rding t o the t ype o ftax and t axpayers. More
generally, tax payment needs to be assessed, collected and recorded more efficiently.

2.1.1.2. Procedures for Tax Collection

Itis expected t hat taxpayer’s t ax p ayments should be in line w ith t heir income and t hey are
required to pay a tax in proportionto their level o f income ( Parameswaran, 2005, Mesfin &
Sisay, 2009,). On the other part of the tax collectors, according to canon of taxation, collection of
tax should be time conscious and convenient and the cost o f collecting the taxes should not be
high t o di scourage b usiness. S ome o f't he p rocedures u ndertaken by t ax au thority t o en sure
compliance are; filing return, filing return and return processing of tax, audit examination and tax

collection and enforcement.

Filing returns; taxpayers are required to file returns within specified months ofthe end oftheir
tax acco unting year. T he r eturn s hould be filed in q uadruplicate and should contain all t he
particulars o f't he t axpayer. A 1l d ocuments r especting t axation s hould be p resented to the t ax
authority o ffice w here t he t axpayer has their file. Uponreceiving a t axpayer’s r eturn, the t ax
authority o fficers e xamine t he accu racy o f't he return by d etermining w hether t he r eturn is
properly completed, whether tax has been properly computed, and whether there are any penalty

payments to be made by the taxpayer ( Eissa and Jack, 2009).

Another procedure under taken by tax administration is Audit and examination. The role of'tax
audits and examinations is to check the accuracy of the information that taxpayers provide to tax

authorities. The audits range from simple field and desk audits to comprehensive audits (Baurer,

2005).

Collection and Enforcement is another procedure in the tax administration. When the taxpayer

has not made payment on the due date, and does not object to the tax assessed, tax authority can
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enforce payment ina number o fw ays. T he t ax ad ministration may bring a suit ag ainst t he
taxpayer or request a p erson owing or holding money for the taxpayer to pay the moneyon a
specified d ate o r i nstitute d istress p roceedings a gainst the t axpayer’s moveable p roperty. In a
wider co ntext, the issue o f' e nforcement includes o ffences co mmitted by t he t axpayer, and the

penalties for these offences (Mesiku, 2011).

2.1.1.3. Service Commitments of Tax Administration

The t ax ad ministration s hould p rovide impartial and p rofessional co urteous s ervice and must
keep private and confidential information regarding the individual taxpayers. It should also o ffer
clear, understandable and current tax information and will make this information available to tax
payer through various media and provide timely, accurate written information that one can rely
on to questions and requests for tax information (Asian Development Bank 2001).

Education and information programs on specific tax issues should be arranged with taxpayers to
enhance t heir a wareness a nd t axpayers should be a llowed t o vo luntarily d isclose t heir t ax
situation w ithout i ncurring a pe nalty o r b eing pr osecuted f or tax vi olations u nder c ertain
conditions. The main s ervice co mmitments o f't ax ad ministration to taxpayers are discussed as
follows.

Taxpayer education

It is considered that taxpayer education and a better relationship with taxpayers, along with well
thought out taxpayer education programs can go a long way in improving voluntary compliance
and that most commonwealth countries currently have some form of taxpayer education program
built i nto their system(Kuala, 1992). With respect to b etter taxpayer r elationships, it has now
become increasingly e vident that a n e ffective a nd e fficient t ax s ystem w ould d epend o n't he

consent and willing cooperation of the general body of taxpayers, employers and consultants.

Countries like Canada, New Zealand and the United Kingdom have given the lead by publishing
Taxpayers C harters w hich s et out for the first t ime in p ublic t he p rinciples w hich s hould be
adopted in handling taxpayer’s affairs, along with the rights and obligations oftaxpayers (United
Nation, 2000). This is also the experience of some developing countries for example, in Uganda,

Tanzania. Some right to courtesy and consideration, the right to the presumption of honesty, the
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right to privacy and confidentiality and the right to every benefit allowed by the law should not
remain as u nattainable g oals, but a s s omething w hich both t he t ax a dministrations a nd t he

taxpayers should strive to achieve as partners in a common endeavor.

The strategy to improve taxpayer education, information and assistance to enhance tax collections
and reduce compliance costs should be based on a co mmitment to high quality and constructive
interaction b etweent axpayersa ndt het ax ad ministration. T he ap proach s hould ad dress
compliance int he co ntext of co rrecting s ystem d eficiencies; s implifying cu mbersome a nd
complex tax laws and rules, forms and instructions; presenting the tax laws as fair in their intent
and administration; and assisting complying taxpayers who are trying but are unable to meet their
obligations.

Taxpayer information

Tax administration should ensure that the tax forms are as simple and few in number as

Possible, the forms should be accompanied by detailed instructions for their completion, written
ina clear and simple style. It may prove beneficial to issue leaflets and booklets on various
aspects of the tax laws, designed for the general public and for different groups of taxpayers. The
public should be informed of the issuance of these publications and of the places where they can
be obtained or consulted. The public should likewise be informed about the location of tax offices
and other places where tax forms can be filed and tax payments e ffected; the o ffices should be
strategically located and as numerous as is consistent with available resources and co st-benefit
criteria.

On top ofthe above, taxpayers must be informed where they can obtain their tax forms (if they
are not mailed to them), where, when and how they are expected to file their return and pay the
taxes due, and what penalties are levable if they fail to fulfill their obligation within the stipulated

time limit.

For b oth ed ucational and information act ivities, the mass media can be used t o ad vantage in
reaching large numbers o fp opulation at minimum co st. I n t he s pecific ca se o f information,
newspapers and magazines can be used to remind taxpayers of filing dates and of addresses of tax
offices, and to highlight penalties imposed on delinquent taxpayers. However, written materials

will not r each t axpayers w ho ar e i lliterate, ei ther b ecause t hey have not at tended s chool o r
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because their education has been inadequate. Radio, on the other hand, can be understood by all
and reaches a very wide audience, and should be used to the maximum; during the filing season,
short s pot announcements and advertisements can be inserted in po pular programs. T elevision
too reaches a wide audience and has the ad vantage o f presenting information both visually and
aurally. Some countries have also used mobile units, which tour towns and villages disseminating
tax information.

Furthermore, i ntermediaries, s uch as, p rofessional as sociations, s uch as lawyers, acco untants,
etc., trade as sociations ( businessmen, industrialists, co ntractors, etc.) and trade unions can be
used as a means for informing their members.

Taxpayer assistance

Tax officials should assist taxpayers in an efficient, courteous and considerate manner.

Tax offices should also be made as accessible and comfortable as possible. Taxpayer assistance
involves p ersonal contacts between tax ad ministration staff and taxpayers, and can do much to
enhance the image of the tax administration and promote voluntary compliance (United Nations,
2000). The t ax ad ministration ca n r einforce t he idea t hat its intention is to pr ovide t he be st
possible service to the taxpayers by making tax offices as accessible and comfortable as possible,
within t he limits imposed by financial ¢ onstraints. T he staff att ax o ffices ¢ an help s mall
taxpayers t o c omplete t heir r eturns e ither in pe rson o r by t elephone, b ut s hould e ncourage
taxpayers to help themselves, so that they would be able to complete their tax returns unaided on
subsequent occasions.

The taxpayer assistance has taken many forms, namely, on-line enquiries of data base, unloading
from w ebsite, p ersonalized e nquiries, d elivery ofr eturns, el imination o f forms, e lectronic
payments, o n-line modification o freturns, etc. ( O laechea 1998). F or example, a number o f
developing countries such as, Barbados, Cyprus, Malaysia, Malta, Mauritius, Swaziland and the
United Republic of Tanzania have established taxpayer assistance centers or units within the tax

administration to provide assistance to taxpayers (united nation 2000).

In geeneral, efforts to improve tax services ar e g enerally focused on general t ax o utreach a nd
education and measures to reduce compliance costs, including taxpayer support services. One of

the best-documented examples is that of Peru during the 1990s, where improved tax services and
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education were a major focus. This included major investment in staff training, the creation of a
central information centre, the development of a free taxpayer bulletin, the hosting of tax fairs in
localities t hroughout the ¢ ountrya ndt he d issemination o f important i nformationt hrough

newspaper ads and brochures (Durand and Thorp 1998 cited in Wilson, 2010)

Performance Measures to Improve Voluntary Compliance

In any tax ad ministration, quality o f services and taxpayer satisfaction are significant indicators
that tax authorities should use (Simon et.al. 2006). To provide taxpayers top quality services by
helping t axpayers u nderstand a nd meet t heir t ax r esponsibilities a nd e nforce t he law w ith
integrity a nd fairnesst oall, for e xample, t he I nternal R evenue S ervice(IRS) o f America,
establish strategic goals and strategic foundations in the IRS Strategic Plan (IRS, 2010).

Success in ac hieving these goals benefits e very taxpayer. By making it easier for taxpayers to
understand, calculate, and report their tax obligations, and to remit payment conveniently, the tax
administration can reduce the administrative burden borne by taxpayers. According to Americas’
Internal Revenue service’s (IRS), performance in tax administration can be measured as follow
Behavioral Outcome Measures: B ehavioral o utcome measures e valuate t axpayer t ransactions
with t he t ax a dministration t o d etermine how e ffectively t he t ax a dministration is influencing
taxpayer behaviors, such as using the web site, filing electronically, or voluntarily fulfilling their
tax o bligations Taxpayers can get their questions answered faster by using tax ad ministrations’
self-assisted services on the web site

Quality Measures: Q uality measures e valuate k ey ¢ haracteristics o f't axpayer p roducts an d
services, such as completeness, timeliness, consistency, and accuracy. Quality improvements can
decrease the burden associated w ith erroneous information, and increase the public’s trust and
confidence in the tax ad ministration. Therefore, Taxpayers should receive accurate information
when asking questions about tax law and should receive accurate responses when asking question

about their account.

Timeliness Measure: Timeliness M easure e valuates how quickly tax ad ministration product or
service can be delivered. T he timely e xecution of activities by the tax ad ministration can help
taxpayers avoid potential burdens resulting from long wait times (such as fees, p enalties, and
opportunity ¢ ost due to de layed a ctions). S ome s tudies indicate t hat timeliness is hi ghly

correlated with taxpayer’s satisfaction.
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Taxpayer Satisfaction Outcome Measures: Taxpayer satisfaction measures e valuate approval
levels reported by taxpayers during various tax administration transactions and identify potential
areas for service improvement. Organizations ap plying for tax exempt status should experience
high levels o f's atisfaction w ith t he p rocess a nd t axpayers s hould experience h igh 1 evels of

satisfaction in their transactions with the tax administration.

2.1.2 Factors that Influence Taxpayer Behavior

The work ofat ax ad ministration includes act ivities t hat co ver both co mpliance and cu stomer
service. For example, Revenue Authorities’ range of functions includes: assessment, collection,
debt management, audit and other interventions, anti-smuggling and other customs functions and
anti-avoidance.

Many o fthe functions o ftax ad ministration d epend to at least some d egree o n t he v oluntary
compliance of taxpayers. In addition, large elements of the tax system in developed countries are
based o n self-assessment. I nt his context, there is c learly p otential t o i nfluence behaviort o
improve compliance.®

The c entral ¢ ontribution o f behavioral r esearch t o tax a dministration ist o u nderstand w hy
taxpayers are compliant or not. This can inform the work of tax administrations across a range of
their functions. Several factors that determine the level ofcompliance in a t axpayer p opulation
have been identified. T he sections below present an overview o fthese factors. The factors are
grouped under headings ad apted fromr esearch by the O ECD F orum o fT ax Administration
(OECD, 2010) : de terrence; norms ( personal a nd s ocial); fairness a nd t rust; o pportunity a nd
complexity; and the role o f government and eco nomic factors. ( European C ommission, 2 010)

also covers similar topics and Fjeldstad et al (2012) suggest on the theories.

2.1.2.1 Deterrence Effects

The s tandard model o f't ax co mpliance, d erived from Becker (1968) a ssumes t hat a r ational

taxpayer assesses the costs and benefits o f e vading taxes. I f the expected benefits (less income

® Compliance in taxation has a broad meaning, it covers filing compliance (filing returns on time),
reporting compliance (reporting incomes correctly) and payment compliance (paying tax due on time).
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lost to tax) outweigh the co sts (the chances o fa non-compliant t axpayer be ing c aught and the
sanctions incurred) then the taxpayer will evade tax. The taxpayer makes a rational choice after

considering the options.

Deterrence ( the r isk o fde tection and t he pu nishments incurred) s hould po sitively influence
taxpayer co mpliance ( Slemrod, 2007) . However, t he e mpirical evidence is s omewhat mixed.
OECD (2010) discusses several studies that examine the role of deterrence. Some findings are as
expected (increases in the probability o f detection improve compliance) but the effects are quite
weak. One reason is that auditing co mpliant taxpayers is found to s ometimes undermine t heir
willingness to comply. While deterrence is a vital tool (audit, other interventions and sanctions)
for any tax administration, simply increasing the level of deterrence (often an expensive process
for the tax ad ministration) is not guaranteed t o improve co mpliance. A targeted ap proach to
deterrence is likely to be more effective.

2.1.2.2 The Impact of Norms on Behavior

A key factor in tax compliance is a widespread desire to “do the right thing”. Taxpayers seek to
comply because they believe it the right thing to do, not because of fear of punishment if they do
not comply (Wenzel, 2005). The desire ofa taxpayer to comply is strongly linked to behavioral
norms, both the personal norms and beliefs o fthe individual taxpayer and the social norms that

prevail in society at large.

Personal norms are the result of a combination of factors inherent to the individual. These guide a
taxpayer’s p osture to the t ax ad ministration (OECD, 2010) but are di fficult t o influence. T ax
administrations can try to s end messages t hat s tress t he importance o f co mpliance t o ed ucate
taxpayers and build up po sitive personal norms. Engagement by tax administrations with young
people (early working age or younger) can influence their p ersonal norms and this be nefits t ax
compliance in the long-term.

There is evidence from diverse areas (not just tax related) that people seek to conform to social
norms and that the behavior of others strongly influences an individual’s choices (OECD, 2010).
This influence is important though in many cases people do not consciously realize it. This effect
can be heightened w hen t he relationship to the s ocial grouping is stronger or closer (peers or

neighbors may exert greater influence than those more distant to the individual).
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Social norms influence taxpayer behavior. Ifthere is a perception that tax evasion is limited and
the majority o ft he p eople ar e co mpliant, t his makes p eople less w illing t o ev ade t axes
themselves. O ften p eople t end t o be lieve t hat no n-compliance i s m ore prevalent thanitisin
practice s o co rrecting misperceptions r egarding the s cale o fe vasion is also a p ositive way to
reinforce compliance.

2.1.2.3 Fairness and Trust in Tax Administration

Whether a n o utcome is p erceived t o be fair will o ften influence behavior. E xperiments have
shown that people prefer an option in which they receive no reward to an option in w hich they
are rewarded but are perceived as unfair. They are rejecting an outcome that would make them
better o ff (Braithwaite 2009). Often trust and legitimacy are linked to fairness, as the perceived
fairness of an outcome will be contingent upon them.

OECD (2010) discusses three types of fairness in taxation: distributive fairness (the perception
that government acts as a wise spender of tax revenues); procedural fairness (the perception that
the t ax ad ministration ad heres t o p rocedures that ar e fair in d ealing w ith t axpayers); a nd
retributive fairness (the p erception t hat t he t ax ad ministration is fair in ap plying p unishments
when the rules are broken). The latter two are more relevant to (and can be influenced by) tax

administrations. Distributive fairness depends on policy makers.

If taxpayers d o n ot trust the t ax ad ministration t o c ollect t ax fairly, t his w ill increase non-
compliance. By extension, ifthere isa lack o f trustinthe broader go vernment to s pend t ax
revenues wisely (or a lack of legitimacy in the government), this will also have negative e ffects
on tax compliance) a perception of fairness and trust are important tools for a tax administration
in attempting to reduce evasion. The key to establishing trust is to frame the collection of taxes to
the p opulation in atransparent manner and e mphasize t he p erceived fairness o f't he ap proach
taken.

Norms and the motivation to pay taxes are influenced by fairness both in how a person is treated
by the administration individually and p erceptions o f fairness o fthe t axation s ystem in general
(whether other people are also paying their fair share). If a tax administration can demonstrate its
commitment in these areas, there should be a compliance benefit (Reeson and Dunstall, 2009).

A service and client approach by the tax administration is more likely to encourage trust than a

cops and robbers approach based on sanctions (Kirchler, 2007). The more respectfully taxpayers
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are treated by the tax ad ministration, the less likely they are to evade and this contributes to the
desire to do the right thing (New Economic Foundation, (NEF), 2005).
2.1.2. 4 Opportunity and Complexity in the Tax System

A key assumption in decision-making is that people are capable of assessing a range of complex
choices, and by correctly e valuating all o fthe available information, select the o ption with the
best outcome for them. In reality it is rare to find situations in which people are fully informed of
all their choices and always select the best option. In many cases, people fail to make the optimal
choice. Simpler tax s ystems s hould e ncourage greater compliance and lower costs through the
use of less tax agents. Less complexity should reduce the scope for tax avoidance and e vasion
(Alm et al., 2010) . Interactions be tween R evenue a nd t ax ag ents an d r epresentative bodies
improve co mmunication a nd co mpliance. Working t ogether can help t o ach ieve buy-in a nd
support for changes in the tax system.

Opportunity isar elated co ncept to ¢ omplexity. T ax ad ministrations seekt o reducet he
opportunities for t axpayers to e vade o r a void t ax. P rominent e xamples o ft his in E thiopia is
withholding tax systems’

OECD (2010) ar gues that tax ad ministrations have tended to overlook the lazy non-compliers,
taxpayers who would have complied if opportunity for compliance had been easier. Suggestions
to make it easier to comply include the use of plain language in communications and simplifying

forms and tax laws where possible.

Targeting i mprovements in complexity and opportunity s hould i ncrease t axpayer co mpliance.
This should reduce unintentional non-compliance if fewer errors are made completing returns and
make it easier for those seeking to comply.

2.1.2.5 Role of Government and Broader Economic Factors

There are many other factors that influence the level o f compliance in a p opulation. These are
grouped together here, as for the most part they are beyond the control of the tax ad ministration.
Some involve tax policy or public spending, while others relate to the broader economy.

Section 2.1.2.3 notes that distributive fairness influences compliance. Taxpayers link the tax they

pay to the ability o fthe State to fund e xpenditure on public goo ds and s ervices ( Barone a nd

’ As OECD (2010) notes, withholding systems can also have compliance and simplification benefits as they place
less burden on taxpayers (as well as reducing opportunities for non-compliance).
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Mocetti, 2009) . Ifthere is a p erception t hat t he g overnment s pends t ax r evenues w isely, t his
should e ncourage tax compliance. [ ftaxes are as sociated with s pending on goods and services
that the taxpayer values (for example, schools or infrastructure), then the taxpayer is likely to be
less reluctant to comply.

Economic ¢ onditions a re important to ¢ ompliance. For e xample, b usinesses w ith liquidity
problems may be more likely to consider evading taxes. At a more macroeconomic level, OECD
(2010) notes that although the research is limited, factors that promote e conomic growth also
tend t o p romote tax co mpliance. L ikewise, ec onomic d ownturns ar e o ften as sociated w ith
increased t ax e vasion. H igher t ax r ates are o ften linked w ith t ax e vasion if't hey incentivize
taxpayers to move into the shadow economy.

While t hese issues ar e ¢ learly important i n d etermining t ax compliance levels t hey ar e not
discussed further as t he focus here is o nb ehavioral insights f or t ax ad ministration. I nt he
Ethiopian case, these factors are beyond the control o ftax ad ministration, some are beyond the
influence of any policy makers. Tax administrations can and do attempt to mitigate their impacts

as much as possible.

In addition to the above discussion, there is also principle of influence on taxpayers’ behavior and
tax ¢ ompliance. For e xample, C ialdini ( 2001) d evelops s ix p rinciples t hat c an be a pplied t o
influencing individuals’ behavior and decision making which is offer a useful structure. OECD
further develops these including, as shown in Table 3.1, a series o f possible applications ofthe

principles to tax administration (Walsh, 2012).

Table 2.1: Principles of Influence Applied to Taxation
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Influence Explanation Potential tax application
principle
Reciprocation | People feel o bligated t o r eturn | Indicate t o taxpayerst he w ays in w hicht he t ax
favours. administration ¢ an a ssist t hem a nd e mphasize t he
benefits of compliance
Authority People look t o e xperts to s how | Take o pportunitiest oc ommunicatet he tax
the way. administration’s r elevant ex pertise a nd e xperience
in taxation matters.
Commitment | People w ant t 0 act c onsistently | Allow t axpayerst he p ossibility t o c ommunicate
& with their values. their c ommitmentt o ¢ ompliance andt os how
Consistency consistency with previous actions
Scarcity People p lace higher v alues o n | Attemptt o ch aracterize co mpliant behavior as

resources that are limited.

avoiding losses and show that the tax administration
isu nique as its s ervicest o taxpayers ca nnot be

offered by anyone else.

Social P roof

& Consensus

People look t o otherst o g uide

their behavior.

Signal t o taxpayers t hat c ompliant be havior is the
norm but be wary o fpublicizing e vasion as s evere
or w idespread as t his may legitimize u ndesirable

behavior.

Liking

People are supportive to ideas or

actions they like.

Emphasizet hep ositivea spectso ft het ax
administration’s w ork a nd th eta x system to

improve taxpayers’ views.

Source: Based on Coalmine (2001) and OECD (2009)

The factors discussed in the previous sections and these principles o ffer a framework to address

the issue of how to influence taxpayers to improve compliance and hence, performance.

Moreover, the tax satisfaction to ward perception or view may be defined as positive or negative

views of tax compliance behavior. These views may be explained by Psychology-based theories

which r eveal t hat t axpayers’ pe rception may be influenced byt he following factors w hich

eventually influence taxpayers’ behavior. T axpayers perceptions of the tax system and Revenue

Authority, taxpayers’ understanding ofa t ax system or tax laws, use of information (Le Baube
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1992); motivation such as rewards ( Field et al. 2006); et hics o r morality o f't he t axpayer, t ax
collector; equity o f the tax s ystems ( Trivedi & Shehata 2005); D emographic factors such sex,

age, education and size of income (Oberholzer 2007)

Perception may also be defined as positive or negative views o fa p erson, behavior or event. In
relation to taxation, taxpayers’ attitude may be d efined as p ositive or negative views o fat ax
compliance behavior and the same true for taxpayers’ satisfaction. The outcome of positive views
(satisfaction) ist ax co mpliance a nd n egative v iews ( satisfaction) ar e t ax n on co mpliance

(Omweri et al. 2010).

2.2 Empirical literature review

Although not specifically related to Ethiopia, this section highlights a number of previous studies

and some specific finding that deal with tax rated maters.

Serra (2000 ) in survey of measuring the performance of Chile’s tax administration to develop an
effectiveness indicator found that the high responsiveness of tax compliance to the tax base could
be e xplained byt he existence o fs cale eco nomies int ax e nforcement, taxpayers higher
willingness to pay taxes in a fast growing economy, and changes in the tax structure. Procedures
of'tax have been simplified and the average time per procedure was 27.8 minutes, the number of
frivolous penalty assessments by tax auditors has also been cut back. The study also shows that

taxpayers completed their procedure in a single visit tax administration.

Fjeldstad ( 2004) c onducted the s urvey o n citizens’ v iews on taxation i n 1 ocal au thorities of
Tanzania, covering 2 10 households in 6 case councils. The researcher explored a variety oftax
related issues such a s t axation and tax evasion, compliance motivations, s ervice d elivery, t ax
collection problems as well as possible solutions to improve revenue collection. The result of the
survey found that taxpayers would be willing to pay more taxes if public services were improved.
However, taxpayers’ unwillingness to pay is not perceived to be the main problem in revenue
collection. Accordingt o thes urveyd ata, p oor p ublic servicest ob et he most important
explanatory factor behind poor tax compliance. Fjeldstad (2001) cited in this survey, argues that
coercivet ax collection has important c onsequences forc itizens’r ightsa nd fort he

democratization process. I ftaxpayers’ rights are unclear for bo th taxpayers and t ax authorities,
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tax co mpliance a nd acco untability w ill be a ffected. T he most s erious p roblem hampering t ax
collection, ac cording t o c itizens’ p erceptions, is t hat t axes co llected ar e not s pent o n p ublic
services revenue co llection. T he survey concludes that citizens feel they get little in return for
taxes paid. T his perception has impacts on their willingness to pay and contributes to eroding

peoples’ trust in the local government’s capacity to provide the expected services.

Minnesota D epartment o f R evenue (2005) conducted the survey study on taxpayer S atisfaction
with the filing process of individual income tax survey. T he survey result found that find or
obtains tax fo rms fr om department of revenue has high quality. However, providing taxpayers
with information about how their tax money is spent and making the Minnesota tax forms easy to
understand is ¢ omplex. T he s urvey also s how t hat a Imost a 11t axpayers ( sample) e xpressed
satisfaction w ith t he availability o fthe income tax forms. However, a number o frespondents
expressed displeasure with various aspects of filing a p aper return, most notably in the areas of,
ease o f filling out the forms and schedules, understandability o fthe forms understandability o f
the instructions, ti me it to ok to fill o ut the forms a nd s chedules and h elpfulness o f't he
instructions. With regarding to tax refund, the survey result shows that nearly all taxpayers were

very satisfied or satisfied with the time it took regardless of the refund method they chose.

Oberhlzer (2007) conducted a comparative study on perception of taxation in South Africa. The
main pur pose o fthe study w as t o de termine t he pe rception o f S outh Africa t axpayers a bout
various aspects with regard to taxation. The survey was conducted on 260 sampled taxpayers by
using face-to-face interview. The survey concluded that tax compliance may depend upon several
factors, other than deterrence, and that the perceptions of South African taxpayers are likely to be
influenced by these factors. The study also recommended that S outh A frican Revenue S ervice

should communicate and educate both taxpayers and potential tax payers.

Oberhlzer (2007) again ¢ onducted one p lot s tudy in 2008 in S outh Africa w itha imed a t
investigating t axpayers’ p erceptions o f't axation. The survey w as c arried o ut amongst the four
different population groups of South Africa by means of personal, face-to-face interviews with a
structured a nd s emi-structured q uestionnaire ad ministered at r espondents’ ho mes. T he s urvey
finds that although the majority of respondents did not feel it is unfair to pay tax. The survey also

found t hat w aste and c orruption in g overnment is h igh. F urthermore, a ccording t o the s urvey
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result, government does not provide enough information about how they utilize taxpayers’ money
and in addition, the survey reports that perception o ftaxpayer that tax rate should be reduced.
The s tudy a Iso i ndicate that the m ost ef fective tools for making p eople more p ositive isto
empower them w ith k nowledge. F inally, t he s urvey s uggest that thereisno be tter tool for
government to po sitively influence t he t axpayers o fa d emocracy t hant o p rovide t hem w ith
knowledge on how taxpayers’ money is utilized.

Barone and M ocetti ( 2009) c onducted the w orking pa per on tax morale and p ublic s pending
inefficiency. The aim of the paper was to shed light on the relationship between the taxpayer and
the publ ic s ector a nd s pecifically t o investigate w hether pu blic s pending inefficiency s hapes
individual t ax morale. T hey combine data from Italian m unicipalities’ b alance s heets with
individual data from a p roperly designed survey on tax morale. The paper result shows that the
attitude towards paying taxes is better when resources are spent more efficiently.

Lumumba et.al (2010) conducted Taxpayers’ attitudes and tax compliance survey on sample o f
260 small and medium size enterprises taxpayers in Kenya. The main purpose of the study was to
identify factors w hich influence t axpayers’ attitudes a nd t o e stablish r elationship between
attitudes an d t ax co mpliance b ehavior a mong s mall and medium business income ear ners in
Kerugoyat own, K irinyaga d istrict in2010 . Thes urveyu sed structured c losed e nded
questionnaire to collect data and chi-square was used to test the correlation between variable. The
survey result found that most taxpayers view the Kenyan tax system as unfair and some ofthe
factors for tax non compliance were found to be: the inability to understand tax laws, a feeling
that they are not paying a fair share of tax, positive peer attitude and Rewarding. The survey also
shows that there is a very strong relationship between the taxpayers’ attitudes and tax compliance
in K enya i.e. taxpayers’ at titudes e ncourages t ax compliance in K enya. F inally the survey
recommended that improve t he t axpayers’ a bility t o understand t ax laws, t ax a uthority should
also make t he taxpayer feel and understand t hat t hey are not p aying u nfair share o ftax, they
should work to improve peer attitude and Rewarding taxpayers i.e. giving a trophy for being best

tax payer.

Recently in 2010 T axpayers’ satisfaction level survey was conducted by a joint project of'the
Inland R evenue Department (IR D) of Nepal ministry o f finance and t he G erman T echnical

Cooperation (GTZ) in Nepal. The project use questioner and interview to collect necessary data
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from ground source. The result o f the survey shows that people should pay income taxes and
deserve t o be p enalized ifthey failtodo so. Only few respondents w ere s atisfied w ith t he
delivery of public services in the fields of security, electricity supply, drinking water supply and
social benefits, whereas about 50 percent ofthe respondents were satisfied with the services in
the t elecommunication, t ransportation a nd ed ucation s ectors. A ccordingt o survey r esult, t ax
payers w ere not s atisfied w ith t he qua lity o f't he s ervices pr ovide by N epal inland r evenue
department. With regarding to tax procedures and ad ministrative mechanisms, the survey found
that taxpayer were reasonably satisfied except with tax refunds. As indicated in the survey result,
the most important source of information on tax issues is newspapers. The survey also focuses on
the av ailability o f information and it found t hat majority o ft ax p ayer w ere s atisfied. Wi th
reference to the contents and coverage o fthe d ocuments, o ver 83 percent w ere s atisfied. T he
survey strongly recommended that when taxpayers are not satisfied, the tax authorities have to

identify the reasons for their dissatisfaction and take corrective measures.

Most r ecently, o ne s tudy w as made by Shikhaliyev ( 2011) o n Assessment o fT axpayers’
Satisfaction with Tax Administration Reforms in Azerbaijan. The survey was conducted in two
stages, first by selected respondent from four geographical locations because satisfaction can be
affected by emotional factors (perceptions and expectations). T his stage focused on satisfaction
within four primary services ( e-tax r eturn s ystem, call ce ntre, w ebsite, a nd t axpayers service
terminals) being provided by the A zerbaijan ministry o ftax. Inthe second stage ofsurvey the
answers from small and medium enterprise representatives and individual entrepreneurs by the
survey questionnaire. The findings o fthe study show that the general level o f'satisfaction with
service and awareness provided by ministry of tax is quite high. The general opinion on the e-tax
return s ystem is p ositive a nd t he level o f's atisfaction is high. T he s urvey a Iso found t hat
telephone information S ervice, as as ource o fg eneral information. T he a bility to r eceive
information at any time and place is another factor that satisfies the taxpayers. The weakness of
this survey was unclear objectives as it was based on tax administration reforms, i.e. the survey

didn’t specify the specific reform to be studied.

James e t.al ( 2011) conducted s tudy o n Taxpayer I nformation Assistance S ervices a nd T ax
Compliance B ehavior in Nigeria by utilizes laboratory experiments to test the e ffectiveness o f

taxpayer service p rograms in e nhancing t ax co mpliance. T he r esult indicates t hat u ncertainty
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reduces both the filing and the reporting compliance o fan individual. However, the result also
finds that agency provided information has a positive and significant impact on the tendency of
an individual to file a tax return. The researchers also find that tax uncertainty reduces filing but
that information provision again offsets the uncertainty effect on filing.

Michael et al. (2011) conducted research on Behavioral d ynamics o f tax compliance under an
information s ervices initiative. T he p urpose o f't his r esearch w as to investigate t he be havioral
dynamics pe rtainingt oi nformationa cquisition andt axe vasion by ut ilizes laboratory
experiments. T he study found t hat t he o verall effect o fa helpful information service isto
decrease t ax e vasion. Further, a na udit ha st he be havioral e ffect of lowering information

acquisition rates and increasing evasion immediately after experiencing a penalty.

Even though it is not related to taxpayers’ satisfaction, recently in Ethiopia, Gebreselassie (2011)
conducted survey on tax assessment and collection problems of Category “A” taxpayers in Addis
Ababa. The survey use self administered semi structured and in-depth interview in the case study
of yekasubcityandthe survey findt hat most taxpayers lack s ufficient kn owledge o ft ax
assessment and collection procedures. As a result, the survey point out that delay in tax payment
and e vasion are taken by taxpayers as solution to escape from payment o ftaxes. By the same
time Aborat (2011) investigated the fairness pe rceptions o f Addis Ababa City business pr ofit
taxpayers and its impacts in their perceptions. The survey used self-developed questioner and in-
depth interview to collect both qualitative and quantitative d ata. T he survey found t hat A ddis
Ababa City business profit taxpayers did not perceive positively in respect of general, vertical,
personal, e xchange, a nd a dministration fairness e xcept ho rizontal fairness o nt he p revailing
business profit t ax s ystem. With regard to tax knowledge a nd c omplexity, the finding o f't his
survey shows t hat the t axpayers d id not ha ve sufficient k nowledge a nd t here w ere no e asily
understandable a nd vague p rocedures o f't he business p rofit t ax s ystem. Finally, t he s urvey
suggests that a series of measures should be taken by government in general, and tax authorities
in pa rticular; t o 1 mproving po licy a nd a dministration issues, e ducating t he t axpayers a nd

conducting awareness creation, and maintaining the tax system fair and equitable

2.4 Conclusion and knowledge gap
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This chapter describes the relevant literature under three major sections. In the first section the
theoretical as pect r elated t o the s tudy w as d iscussed u nder t wo s ub-sections. T he first su b-
section o fthis section mainly focused on tax ad ministration act ivities such as e fficiency o ftax
administration, procedure of tax collection, service commitment of tax administration. In all these
discussion, it may relevant to summarize that ineffective, inefficient or insufficient administrative
or compliance procedures affect maximum collection of tax properly due and consequently raise
the risk o f increasing t he t ax b urden for a 1l t axpayers. H ence, t here is need t o ev olve new
methods and strategies to promote greater taxpayer compliance by placing adequate emphasis on
taxpayer education, information and assistance. On the other hand, the second sub-section of first
section p resents t he five broad factors that i nfluence t axpayers behavior such as d eterrence;
norms ( both personal and social); fairness and trust (in the tax administration); o pportunity and
complexity; and t he r ole o f g overnment a nd t he br oader e conomic e nvironment. T he s econd
section o f't his ¢ hapter d iscussed t he co nsiderable e mpirical e vidence r elated to the study. For
example, Serra (2000), F jeldstad (2004), Oberhlzer (2007,2008), B arone and Mocetti ( 2009),
Lumumba et al (2010), Skikhaliyev (2011), James et al (2011), Kawano (2012). However, while
these st udies based on evidence from de veloped c ountries, a vailable studies in de veloping
countries, like Ethiopia, are limited.

The following c hapter p rovides d etails o f't he research method approach inr espect o ft he

identified research problem.

Chapter Three: Research Methodology
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The preceding c hapter indicated that the literature on business taxpayers’ satisfaction issues is
limited. Especially from the perspective of Ethiopia, it appears that there is no research conducted

in investigating whether the business taxpayers are satisfied or not with tax system.

The p urpose of't his ¢ hapter is to present the r esearch methodology ad opted int his s tudy by
arranging it i nto two m ajor s ections. H ence, s ection 3 .1 presents o verview of't he r esearch
objective and specific research questions, section 3.2 present a brief discussion ofthe nature of
the d ifferent r esearch ap proaches and s ection 3.3 Research methods adopted int he s tudy a nd

finally section 3.4 present ethical considerations and reliability.

3.1 Objective and Research questions

As shown in the presiding chapter the broad objective of this study is to examine the satisfaction
level of federal business taxpayers with the various aspects of business tax regime in Ethiopia. To
achieve this broad objective the following specific research questions were developed:
RQ1. How is the satisfaction of federal business taxpayers with tax system?
RQ2. How is the satisfaction of federal business taxpayers with the taxpayer’s service and
availability of tax information?
RQ3. How do federal business taxpayers perceive they are treated by the tax administration?
RQ4. How is the satisfaction of federal business taxpayer with tax collection procedures,
administrative mechanism and tax law enforcement?
RQ5. How is the satisfaction of federal business taxpayers with current tax reform? Specifically,
with cash register machine and VAT withholding?
3.2 Research Approaches

Research ap proach can be regarded as a blue print, a master p lan t hat s pecifies t he methods
(Leedy & O rmrod, 2013 ). Thus, ev ery r esearch r equires ar esearch d esignt hat is car efully
tailored to the exact needs o fthe problem under investigation (Creswell, 2009 ). Therefore, the

philosophy of different methods approaches were discussed in the next paragraphs.

Quantitative research, inthis a pproach, an investigator r elies o n numerical d ata ( Creswell,
2003). Researcher uses postpositive claims for developing knowledge, such as cause and e ffect

thinking, r eduction t o s pecific variables, hy potheses a nd que stions, us e o f measurement a nd
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observation, and the test of theories. T he main advantage o f this approach is that numbers are
easy to work with data are readily collected, coded, summarized, and analyzed. In addition, data
collection is relatively quick and less time consuming and free from bias. But, in this approach
researchers know much about the collective or average experience of research participants, and
focus on theory or hypothesis testing rather than on theory or hypothesis generation ( Creswell
2003).

Qualitative research, onthe o ther hand, is “an inquiry p rocess o fu nderstanding” w here t he
researcher d evelopsa complex, holistic p icture, an alyzes w ords, r eports d etailed views o f
informants, and c onducts the study in a natural setting (Creswell, 2009). In this approach, the
researcher makes k nowledge c laims based o n t he co nstructivist ( Creswell 2 009) p erspectives.
This has advantage of design results mainly from its flexibility to follow unexpected ideas during
research an d t o ex plore p rocesses e ffectively. However, knowledge pr oduced m ay notb e
generalized t o other p eople o r o ther s ettings and it is a Iso d ifficult t o ma ke q uantitative

predictions and to test hypotheses and theories.

The third research methods approach is mixed method approach in which the researchers build
the k nowledge o n p ragmatic g rounds ( Creswell, 2003). A major tenet o fp ragmatism is t hat
quantitative and qualitative methods are compatible which can he Ip be tter understanding of the

research problem.

Based on the above discussions and by considering the research problem and objective, in this
study, mixed-method research approach was used. This is to get the benefits of a mixed methods
approach and to mitigate the bias in adopting only either quantitative or qualitative approach. The
following section hence presents the method used in the study.

3.3 Research Methods Adopted

In line with the above discussion, clearly a research design is so important if one needs to carry
out an au thentic and v alid investigation a s p recise methods ar e p ivotal for d ifferent t ypes o f
investigations. Therefore, every research requires a research design that is carefully tailored to the
exact needs o fthe problem under investigation ( Creswell, 2009). Accordingly, this study used
mixed methods design, which is a procedure for collecting, analyzing and mixing both qualitative

and quantitative data in the research process to understand a research problem. The rationale for
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mixing is that neither qualitative nor quantitative methods are sufficient by themselves to capture
the trends a nd d etails o f't he s ituation. W hen u sed in c ombination, qualitative a nd q uantitative
methods co mplement eac h o ther a nd enhance co mplete an alysis ( Leedy and O rmrod, 2 013;
Creswell, 2009).

This s tudy, t herefore, c onsist o ft wo phases in which a s equential explanatory mixed m ethod
applied (Creswell, 2009) which is characterized by the collection and analysis of quantitative data
in a first phase ofresearch followed by the collection and analysis of qualitative data in second
phase that builds on the results of the initial quantitative result. Weight typically is given to the
qualitative data, and the mixing o f data o ccurs when the initial quantitative results informs the
secondary qualitative d ata co llection. I n ad dition, a s equential explanatory d esign is t ypically
used to explain and interpret quantitative results by collecting and analyzing follow-up qualitative
data. It can be es pecially u seful w hen u nexpected r esult ar ise froma q uantitative s tudy.
Furthermore, it is easy to implement because the steps fall into clear, separate stages. It was for
this reason that this stud adopting sequential explanatory mixed design although time involved in
data collection is long (Creswell, 2009).

The t wo d ata base might b e s eparate but co nnected; t hat means, d ata b egin w ith q uantitative
phase (priority), the analysis o fthe data and its results can be used to identify p articipants for
qualitative d ata co llection in a follow-up p hase. T he r esearcher has a p rimary aimto collect
quantitative d ata an d has t he q ualitative d ata t hat provide s upportive information; neither
integrating t he d ata nor co nnecting acr oss p hases is being u tilized. Instead, t he r esearcher is
embedding a secondary form o fdata within a large study having a d ifferent form o fdata as
primary database. The qualitative database provides a supportive role in the study®. Therefore, in
this study, the goal of the quantitative phase was to identify potential perception and satisfaction
of't axpayers a nd q ualitative as pect w as u sed t o ¢ ollect t ext d ata through individual s emi-
structured interviews and documents analyses to embed taxpayers’ satisfaction investigated in the
first phase. A brief discussion of the two research components, including the research instruments

and samples, along with the data analysis are as follows.

3.3.1 Research Method: Quantitative Aspect

® In short, the qualitative data provides a supportive role in the study.
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In this study, surveys are being used to measure the perception and satisfactions’ o f taxpayers.
Survey is one method of descriptive research method that helps us to gather data at a p articular
point in time with the intention o fd escribing t he nature of e xisting conditions. Therefore, t he
adoption o fsurvey d esign inthe study is helpful in order to represents a w ider po pulation,
provides descriptive, inferential and explanatory information, gather data on a o ne-shot basis, or
gathering of information that will not available from archive records (Yesegat, 2009). In addition
to the mode of collecting data, a sample survey is concerned with issues including sampling and
instrument designs. The subsequent subsections, hence, present sample design, survey instrument

in respect of this study.

Sample Design

A population is a large pool of cases of elements from which the researcher draws a sample and
results generalized from the drawn sample (Leedy & Ormrod, 2013 ).The survey p opulation in
this study was 17, 315 registered federal business taxpayers residing in Addis Ababa’.

The intentions of the study was not to generalize the findings to all federal business taxpayer in
Addis Ababa, but to obtaina large and sufficient diverse sample in order to obtain meaningful
spread of taxpayers’ satisfaction concerning the tax issue. Therefore, sample selection needed to
conduct the study. A sample selection about broader potential respondents giving equal chance
of's election is vitalt o1 ncreasingt he r epresentativeness o ft he s ample ( Yesegat, 2009 ).
Accordingly, taking into account the previous research s tudies and judgments, for e xample
research c onducted by Y esegat (2009), and t aking t he a vailable resources, time, budget, and
transportation p roblem into a ccount, the r esearcher had d rawn 200 sample s izes o utt otal
population s tated ab ove. I n addition, in o rder to a void d ifficulties s uch a s; inactive b usiness,
closed business and other problem (bearing in mind refusal rates and other reasons for failure to
conduct survey), 20% (40) of the sample respondents were taken as contingency or reserve.
Sampling technique is another issue covered in this study. In order to ensure representativeness,

the federal business tax paying population has been stratified into large and medium taxpayers '

® This information is gathered from the three federal tax authority offices (western branch,
Eastern branch and large taxpayers’ office in December 2012

' Large taxpayers are those taxpayers having annual turnover of equal to or greater than Birr 15
million and has been treated in the LTO and medium taxpayers are those taxpayers that has been
treated in the Eastern branch and western branch of tax office in Addis Ababa.
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and sector categories proportionally. To increase the representativeness ofthe sample, potential
respondents w ere randomly selected f rom eachs tratum. Proportional Stratified s ampling
technique has been chosen to make sure that all characteristics in the population are reflected in
the sa mples d rawn''. The following t able shows S ample s ize s election p rocedures b y u sing

proportionate stratified sampling.

Table: 3.1Sample size selection procedures by using proportionate stratified sampling.

Population Sample
Sector Size Frequency Percentage Frequency Percentage
Merchandise | Large 615 3.5% 7 3.5%
Medium 10,130 58.5 117 58.5%
Manufacturing | Large 90 5% 1 5%
Medium 1,450 8.4% 17 8.4%
Service Large 160 .92% 2 .92%
Medium 4,870 28% 56 28%
Total 17,315 100 200 100

Source: Ethiopian Revenue and Custom Authority and own computation

The Survey Instrument

The adoption o fthe survey instrument was helpful to represents a w ide target p opulation, and
generates numerical data as well as to gather information that would not available from archive
records. Creswell (2009) noted that the survey as the preferred type of data collection procedure
for research because it is used to generalize from a s ample to a population. In this study self-
administered, s tructured que stionnaire w as u sed. Ther eason behindt his ist hat thes elf-
administered que stionnaires have the advantage of scanning a wide field of issues, po pulation,

programs, with low cost. However, this method is likely to result ina low response rate'>. The

" In addition, Yesegat (2009) also suggests that this method is very economical, and offers a high
degree of representativeness.

2 With very low response rates, it is difficult to establish the representativeness of the sample
because those who responded to the survey may be different from the population they will intend
to represent (Yesegat, 2009).
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drawbacks of the self-administered questionnaire were mitigated largely by informing respondent

through different necessary personal techniques.

Asp art oft hep rocedure f ord atac ollection, q uestionnaire w hich ¢ ontains likert-type,
dichotomous and categorical items was used to ascertain business taxpayers’ satisfaction toward
tax s ystem. T his is a dapted from t he que stionnaire de veloped by N epal Ministry o f'F inance
together with the German Technical Cooperation (GTZ), for the Study on Taxpayers’ Satisfaction
Level in Nepal. The strength of this approach is that it enables a large number of respondents to

be surveyed with minimum expenses

The s urvey que stionnaire h ad a cover | etter which explained t he pur pose o ft he studyt o
encourage can didate r esponse t o the s tudy. T he letter al so ex plained t he an onymity o f't he
respondents w ouldb e maintained. T herefore, ¢ onfidentiality a nd/or a nonymity o ft he
respondents were assured as the respondents were not requested to provide their names or any
other information that could be used to identify them in person in the questionnaire, the research
report. T he t wo h undred s urvey qu estionnaire was d istributed directly at w orking p lace o
randomly selected business but only 172 were returned (86%), and 24 of them were determined
to be unusable because they were partially completed and some were mutilated. As result, this

study has based on 148 (74%) returned and well completed questionnaires.
Data Analysis Methods

The questionnaires used in the survey were closed ended questions; this means the respondents
were to choose between given a lternatives for their answers instead o f ¢ onstructing t heir o wn
responses. This was mainly done to simplify the analysis process. Before the statistical analysis,
data collected from the primary survey was compiled, edited, and coded. Then, data was analyzed
using a co mputerized d ata analysis package known as SPSS version20. T ables, pie charts, bar

graphs were used in analyzing the descriptive findings on the study variables.

Quadrant a nalysis was created based ont he importance of improvingt ax s ystem and perceptions
(satisfaction) of taxpayer onthe current tax s ystem. This method was a dapted fromthe oneusedby

Minnesota’s department of revenue in the survey of “taxpayers satisfaction with filing process” in 2005.
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This type of analysis maps selected components on a grid with importance to improvement and
taxpayer’s satisfaction as the axes. Through this technique, the tax authority can determine its key
strengths (issues with high importance to improve and high perceived satisfaction), as well as
identify areas that are particular concerns to improve (areas of high importance to improve and
low satisfaction) (Minnesota D epartment of R evenue, 2005). The following graphic depicts the

quadrants and explains the meaning of each.

Figure 3.1 Quadrate analysis matrixes

High important(HI)
CONCERN STRENGTHS
HI &
HI & LS HS
NOT A
Low LOW PRIORITES CONCERN High
performance Performance
LI &
/satisfaction(LS) | LI & LS HS /satisfaction(HS)
Low Important
(LD

Source: Adapted from survey conducted by Minnesota Departments of revenue survey (2005)

While the rationale for quantitative aspect presented above is that the quantitative data and results
provide a g eneral picture of the research problem, the qualitative data and its analysis were to
refine and explain those statistical results by exploring participants’ views in more depth. Thus,
in order to supplement the information obtained from 148 business taxpayers respondents; eight

business taxpayers were interviewed.

3.3.2 Research Method: Qualitative aspect

The use of interviews is appropriate in obtaining either multifaceted or sensitive information, as

well as understanding concepts that require detail elaboration (Hair, et al. 2007). Semi-structured
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In-depth interview is applied to this study. Which i nterview protocol isused asa guide and
questions may not always be asked inthe same order. It anticipated t hat this ap proach would
provide r esearcher a more a ccurate data to enhance the findings for this study. T he interview

questions were developed based on the results of the quantitative results.

With r egards t o p articipant s election, as it is hard-to-reach t he r ight p erson, i nexpensive
convenience s ampling method kn own a s © snowball s ampling’ t echnique w asus edt o the
qualitative data'”. T his was done, initially, tax o fficer and taxpayers were contacted and briefed
about the aim of'the thesis. The names o f taxpayers who were particularly vocal in the business
community w ere t hen pr ovided. T hese t axpayers t hen a Iso suggested t he names o f'a dditional
taxpayers who they thought might be in participating in the study. But it was not easy procedure
to convince them. Finally, eight out of fifteen c ontacted taxpayers agreed to participate in the
study. Accordingly, semi-structured in-depth interview was conducted with eight taxpayers from
both large and medium federal business taxpayers over a t wo-week period as each individually
(taxpayer) interviewed independently. T his took on average one and half hour and explored the
circumstances that led participants to tax system, respondents’ experiences with the tax issue, and
their beliefs a bout the t ax s ystem a nd its p rocedures d epend o n the result g enerated int he
quantitative aspect.

Moreover, t he t ext d ata o btained t hrough t he interviews a nd d ocuments w ill be ¢ oded a nd
analyzed for themes. The result of the two phases was also integrated during the discussion of the

outcomes of the whole study.

3.4 Ethical considerations and Reliability

Ethics are norms o r s tandards o f behavior g uiding moral choices a bout our be havior a nd
relationships w ith o thers, t herefore in r esearch; ethical co nsiderations a imt o en sure t hat no
individual suffers adverse consequences or is harmed (Leedy & Ormrod, 2013). The basic ethical
principles of autonomy, beneficence and justice (Marshall & Rossman, 2011) was incorporated in

this study by means of maintaining confidentiality of information and of respondents.

* Snowball sampling is a chain referral sampling method that relies on referrals from initial subjects to
generate additional subjects and used when hard-to-reach population (Johnston & Sabin, 2010).
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Reliability and validity t ests are other important in s tandardizing t he pr oposed measurement
scale, and in demonstrating whether it truly measures what it is supposed to measure (Leedy and
Ormrod, 2013; Creswell, 2009). Thus, a series of steps was undertaken to check the validity and
reliability o f both t he q uantitative d ata and t he accuracy o f qualitative findings w hich isan
importanti nt he d ata an alysis o f various r esearch methodst hatn eedst ob e d escribed.
Accordingly, the content validity w as c hecked by e nsuring that the data collection instruments
designed very c arefully t o include a1l t he necessary questions r elated t o an swer t he p roblem
statement. To test reliability the researcher ensures that ambiguity in the wording of the questions

is removed as this is one factor known to affect reliability (Neuman, 2006).

CHAPTER Four: Research Results and Analysis
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The previous chapter presented the methodology used in the thesis. More specifically, the chapter
was showed the different research approaches, methods of data collection, and analysis adapted
in the study.

This c hapter p resents t he r esults o f't he v arious d ata ¢ ollection methods a nd a nalysis int he
context of the existing knowledge reviewed in chapter two. Accordingly, this chapter is arranged
into three sections; the first section (4.1) presents overview ofthe research objective and s pecific
research questions and in the second section (4.2) presents the results of the survey data sources and
in-depth interview. T his is followed by t he p resentation o fd ata analysis in the context of the
knowledge in the literature and Ethiopian socio-economic condition in section (4.3).

4.1 Objective and Research questions

As shown in the presiding chapter the broad objective of this study is to e xamine the satisfaction
level of federal business taxpayers with the various aspects of business tax regime in Ethiopia. To
achieve this broad objective the following specific research questions were developed:
RQ1. How is the satisfaction of federal business taxpayers with tax system?
RQ2. How is the satisfaction of federal business taxpayers with the taxpayer’s service and
availability of tax information?
RQ3. How do federal business taxpayers perceive they are treated by the tax administration?
RQ4. How is the satisfaction of federal business taxpayer with tax collection procedures,
administrative mechanism and tax law enforcement?
RQ5. How is the satisfaction of federal business taxpayers with current tax reform? Specifically,
with cash register machine and VAT withholding?
4.2 Research Results

One of the purposes ofthis study is to assess the business taxpayers’ satisfaction with the tax
system. The principal data sources to this end are the survey and in-depth interview conducted to
federal business taxpayers in Addis Ababa. Thus, the following discussion presents the results of

the survey as well as in-depth interview result in section 4.2.1 below

4.2.1 Survey results
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The purpose of this section is to show the survey results. Accordingly, it covers the respondents’
profiles in section 4.2.1.1. Investigate the taxpayers’ perception with the various aspects of VAT

and business tax regime in Ethiopia in the next section.

4.2.1.1 Respondents profile

This section presents information about the demographic characteristics of the respondents in line
to their gender, age, formal ed ucation, r espondents w orking e xperience, b usiness t ype, size o f
business, b usiness | ength o f o peration. S ome de scriptive s tatistics are a Iso illustrated in t his
section.

As mentioned e Isewhere in t his r eport, p opulation o f federal business t axpayers in the Addis
Ababa c ity w ere 17,315 and t he sample s ize o f2 00 w ere d etermined u sing simple random
sampling. A total of 200 questionnaires were administered to these taxpayers and at the end of the
field work, a total o f 148 us able questionnaires were retrieved representing 74% response rate.
This shows that the response rate considered as fair. (Dillman, 2007) suggests that the response
rate for a p ersonal d elivery ap proach varies co nsiderably fromthe lower o f2 8 percent to the

highest of 50 percent (figure 4.1).
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Figure 4.1 Response Rate

Response rate

Responded
(non usable)
9%

Source: Business Taxpayers’ satisfaction survey and own computation

In g eneral, t he de mographic information o n t he r espondents indicates t hat a bout 66% o f't he
respondents w ere male leaving 3 3% as female and t hat the ag e g rouping o f majority o f't he
respondents fall between30 and 40 years (70.9%). Approximately all the respondents had good
education background. The majority o frespondents were also had an e xperience of do ing t ax
issue more than six year. In case of business activity majority ofthem engaged in genera trade
followed by s ervice pr ovided business and majority o ft hem w ere o wned by p rivet limited
company. Ina ddition, majority of the bu siness had b eenin operation for more than 6 ye ars.
Finally, almost all of the sampled business paying tax like business profit tax, VAT and other tax
in t heir ¢ orresponding t ax o ffice branch. Moreover, t he c omposition of t he r espondents to a
greater ex tent fairly r eflected the ch aracteristic o f'b usiness p opulation d istribution o f A ddis
Ababa. Thisis also anindication t hat t he information pr ovided int his study w as g iven by
experienced businesses and informants as well. Each o fthe d emographic back ground and its
implication discussed below.

Personal information with regard to their gender, ag e, ed ucational q ualifications a nd working

experience, are separately described below.
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The survey respondents comprised of 97(66%) males, 49 (33%) females while 2 respondents did
not mention their gender. It could be concluded that men draw a high level of p articipation in

large and medium businesses than females (figure 4.2).

Figure 4.2: Respondent by Gender

Sources: Business taxpayers’ satisfaction survey and own computation

The a ge d istribution o f't he r espondent w ho p articipated in the study is provided in table 4. 1
below. The sample age categories were divided with a range of 10 years except age category
above 50. Accordingly, the results showed that majority of respondents in the large and medium
business (60 or 40.5%) were aged between 31 and 40 years old and (45 or 30.4%) were between
41 and 50 years of'age. Respondents in the group of above 50 years old were the lowest number
with 6 responses which represent 4.1% of the total respondents, while 3 (2%) respondents did not
mention their age. This is an indication that most taxpayers in the sample are at their matured

ages and information given to this study is free from emotional (Table 4.1)
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Table 4.1: Respondents by Age

Valid no responses 3 2.0 2.0 2.0
20 - 30 years 34 23.0 23.0 25.0)
31 - 40 years 60 40.5 40.5 65.5
41 - 50 years 45 30.4 30.4 95.9]
g?gve 50 years 6 4.1 4.1 100.0]
Total 148 100.0 100.0

Source: Business Taxpayers’ satisfaction survey and own computation

It is believed to be that the ability to read and write influences one’s ability to understand and
interpret the tax laws. With this regard the survey collected the educational background of the
respondents and the survey result shows that 14 respondents had lower level of educational
qualification (below grade 12 ) and 22 were completed grade 12 ; each of them account to 9.5%
and 14.9% of the total respondents respectively. On the other hand, the numbers of respondents
who were diploma and first degree holders were 39 and 69; each of them representing 26.4% and
46.6% of the total respondents respectively, the remainder 4 or 2.7% of the respondents had
masters and above qualifications. Cumulatively, all of the respondents were in possession of at
least reading and writing and none of the respondents had no schooling.

Therefore, the implication to these findings indicates that the majority of business taxpayers were
well educated to know the need for taxation and they can understand and interpret the tax law as

well (table4.2)
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Table 4.2: Formal Education of Respondents

Valid Cumulative
Frequency | Percent Percent Percent

Valid Below 12 grade 14 9.5 9.5 9.5
Grade 12 completed 22 14.9 14.9 243
Diploma 39 26.4 26.4 50.7
First degree 69 46.6 46.6 97.3
ﬁzsvt:rs degree and 4 2.7 2.7 100.0|
Total 148 100.0 100.0

Source: Business Taxpayers’ satisfaction survey and own computation

Considering t he p osition o ft he r espondent int he business, itc an be seent hat the | argest
proportion o frespondents was o wners and manager o fthe business as compared to others. The
owners and manager of the business were represented by 16.9% and about 36.5% and 25.7% of
the respondents respectively were owners and managers while20.9% were employee. It could be

concluded that most of the medium and large business enterprises in Addis Ababa are managed

by their owners other than recruited employee (Table 4.3).
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Table 4.3: Respondents’ Position

Valid Cumulative
Frequency | Percent Percent Percent

Valid Owner 38 25.7 25.7 25.7

Manager 54 36.5 36.5 62.2

Employee 31 20.9 20.9 83.1

Owner and 25| 169 16.9 100.0|

manager

Total 148 100.0 100.0

Source: Business Taxpayers’ satisfaction survey and own computation

The number of years one has been in business has an influence on his/her taxpayers’ experience
and level of paying taxes. For those who have done business for long implies they are used with
the routine practices of paying taxes to tax authority. Accordingly, the respondents were required
to indicate their working experience related tax issue and findings of'the survey shows that more
than half o f't he r espondents ( 56.1%) indicated t hat t hey had 6 to 1 0 years o fe xperiences in
business, 22.4 % oft he surveyr espondents indicatedt hat they had1 to5 yearso fw ork
experience, w hile 1 1.5 % had5 to 10 yearso fexperience,theresthad lessthan1 yearof
experience in the business. T herefore, it can be said that the business taxpayers had relatively
average experience o nt axr elated issue w hich indicates t hat a Imost h alf o ft hem ar e w ell
experienced which can able them measure the old tax system and the new one. In other words, it
can be conclude that the information provided in this study was given by experienced respondent

and informants (Table 4.4).
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Table 4.4: Respondents’ Working Experience on Tax Related Issue

Valid Cumulative
Frequency | Percent Percent Percent
Valid Less than 1 year 15 10.1 10.1 10.1
1-5 years 33 223 223 324
6 - 10 years 83 56.1 56.1 88.5
More than 10 years 17 11.5 11.5 100.0
Total 148 100.0 100.0

Source: Business Taxpayers’ satisfaction survey and own computation

The respondents were also asked to indicate the frequency o f time that they visit ERCA. From
the responses it become evident that majority of the respondents (75.7%) indicated that they visit
ERCA monthly, 20.9 % ofthe respondents were visit tax office on a average 6 time per year,
some respondents ( 3.4% ) answered that they would visit the tax o ffice (ERCA ) on average

three times per year.

In connection to this, the respondents were also requested to indicate the last time that they were
visiting E RCA t his is to find o ut w hether t hey no w the c urrent a ctivities o 't he t ax o ffice.
Regarding this question, it was interesting to note that just more than 81% ofrespondents visit
the tax o ffice before or less than one month ago for the last time, some respondents (11.5 %)
were visit tax o ffice three month ago, the remaining 6.8 % and 0.7 % of the respondents were

respectively visit the tax office six months ago and one years ago.

This indicates that the majority o fthem know the current tax authority’s services and other tax
issue and it is important to note that information given to this study was given by well informed
person and add value to the quality of'the study. Table 4.5 and table 4.6 show the frequency and

the last time that the respondent taxpayers visit tax office respectively.
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Table 4.5: Frequency of Time that Respondents Visit ERCA

Valid Cumulative
Frequency| Percent Percent Percent
Valid On average 3 visits a year 5 3.4 3.4 3.4
On average 6 visits a year 31 20.9 20.9 243
Monthly 112 75.7 75.7 100.0
Total 148 100.0 100.0

Source: Business Taxpayers’ satisfaction survey and own computation

Table 4.6 The last Time Respondent Visit Tax Office

Frequency | Percent | Valid Percent | Cumulative
Percent
Valid Less than 1 month ago 120 81.1 81.1 81.1
3 Months ago 17 11.5 11.5 92.6
6 Months ago 10 6.8 6.8 99.3
1 years ago 1 i i 100.0
Total 148 100.0 100.0

Source: Business Taxpayers’ satisfaction survey and own computation

By grouping the federal business taxpayers in four business sectors, as general trade, services,
manufacturing and others, the researcher tried to investigate the nature of business in the sample
size. Accordingly, as e xpected fromt he s ample s ize, a bout 6 0.1% of't he r espondents w ere
general t rader w hich includes w holesale andr etail business, 24. 3% w ere s ervice pr ovider
business, 8. 3 % o fr espondents w ere e ngaged in manufacturing business sector a ndt he
remainders (7.1%) were not responses.

This implies that general trade firms constitute a sizeable number of medium and large business

enterprises in Addis Ababa as expected in the survey sample (figure 4.3)
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Figure 4.3 Businesses by their Activity
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Source: Business Taxpayers' satisfaction survey and own computation

Asto forms o f business o wnership, all the sampled r espondents are classified into four legal
formo f business s uch a s; pr oprietorship, pa rtnership, pr ivate limited c ompany a nd share
company. Of the total sampled business units, the largest number are private limited company (69
or 46.6 %) followed by sole proprietorships (48 or 32.4 %), Share company (12.2 %), partnership
(8.8%). This is an indication that the all the registered business taxpayers in Addis Ababa were

well represented looking at their proportionate numbers. The distribution of the sampled business

units are shown below (Table 4.7)

Table 4.7: Business by form of business ownership

Cumulative
Frequency| Percent [Valid Percent| Percent
Valid Sole proprietorship 48 324 324 324
Partnership 13 8.8 8.8 41.2
Privet limited company 69 46.6 46.6 87.8
Share company 18 12.2 12.2 100.0
Total 148 100.0 100.0
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Source: Business taxpayers’ satisfaction survey and own computation

The number of years a business has been in operation determines the experience of the business
in filling its t ax r eturns. It al so d etermines o ne’s a bility t o evaluate an o Id tax system, w hen
changing to a new tax regime.

Accordingly, t he r espondents w ere asked to givethe age o ftheir businesses, and fromt he
research data, it was found that most businesses have been in operation for between 6 to 10 years,
which a ccounts 60. 8% of'the total respondents, while 25% and 12.2 % o fthem have been in
operation for between 1 and 5 years and more than 10 years respectively. This is an indication
that the information provided in this study was given by experienced businesses and informants

(table 4.8)

Table 4.8: Business by their Year in Operation

Cumulative
Frequency| Percent [Valid Percent| Percent

Valid 1-5 years 37 25.0 25.0 25.0

6-10 years 90 60.8 60.8 85.8

More than 10 1,4 122|122 98.0

years

No responses 3 2.0 2.0 100.0

Total 148 100.0 100.0

Source: Business taxpayers’ satisfaction survey and own computation

Taxpayer survey respondents were also asked to indicate types of taxes they paid to government.
Accordingly, Most of't he r espondents in t he sample ( 79.7%) p ay bo th bu siness p rofit t ax and
Value added tax (VAT) to the government. Business profit taxes and Value Added (VAT) is paid
by 12.8% and 5.4% o fthe respondents r espectively and t he r emainder 2 % o f't he r espondent
paying other taxes. This indicates that the respondent taxpayers w ere knowledgeable with both

business profit tax and VAT (Table 4.9).
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Table: 4.9. Types of Taxes the Respondent Pay to the Government

Valid Cumulative
Frequency | Percent Percent Percent

Valid Business profit tax 19 12.8 12.8 12.8

Value Added tax (VAT) 8 5.4 5.4 18.2

Other taxes 3 2.0 2.0 20.3

Both business profit tax

and Value Added 118 79.7 79.7 100.0f

tax(VAT)

Total 148 100.0 100.0

Source: Business Taxpayers’ Satisfaction Survey and Own computation

4.2.1.2 Perception of Taxpayers toward overall Tax System

Under this section, the respondent taxpayers’ general p erception on the current tax system has
been discussed. The respondents were asked to indicate their extent of agreement or disagreement
with some statements relating t o some o f the factors that influence ones’ view on business tax
system in Ethiopia. This was based on a likert scale, where strongly Disagree to 1; Disagree to2;
Uncertain to 3; Agree to 4, and Strongly Agree to 5. The e ffort was also made to calculate the
mean a nd standard d eviationo ft her esultas well. Onthe mean 1to2,it is as sumed as

dissatisfaction;as from4 to 5,istaken as satisfaction; as 3 is between dissatisfaction and
satisfaction, and the results are summarized here below in the table as follows ( table.4.10 ).

The r espondents w ere a sked t o indicate t heir view w hether t ax au thority s olve t heir p roblem
(enquire) properly. The result s hows t hat, cumulatively o ver 79 % of the respondents reported
that tax authority do not solve taxpayer’s complain properly, only 9.5% of the respondents were
agree on the statements and none o fthe respondents strongly agree. Regarding the tax policies,
respondents were asked to indicate their view on how the government clearly defines tax policies.
Majority o ft he r espondents ( 70.9%) s trongly disagree a nd d isagree o nt he s tatement that

government clearly define the tax policies; only 15.5 % and 5.4 % of the respondents agree and
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strongly ag ree respectively that the government has defined tax policy clearly. T he e ffort was
also included t he fairness o f levying t axes o nt he t axpayers by t he g overnment. A ccordingly,
nearly half of the respondents were disagreed on the statement that the government fairly levying
taxes on the taxpayers; while 29.7% agreed on the statement. In case of the clarity and simplicity
of tax procedure, about 52% of the respondents felt that the tax procedure is not clear and simple,
only 29.1% and 6.8% of the respondents agree and strongly agree respectively on the statement.
About 37.2 % oftherespondents r eported that their ne ighbors and friends are r eporting a nd
paying t ax d ishonestly, 28. 4% o f't he r espondents s tated that their ne ighbors and friends are
reporting and paying tax honestly, the remaining 34.5% of the respondents were neutral on the
statements. Most of the respondents strongly disagree and disagree, w ith 4 9.4%, that tax audit
selection procedure is sound enough. With regard to amount oftax paid to the government, the
respondents were asked to indicate their perception. Then, the survey data shows that, over 61 %
of the respondent felt that amount of taxes to be paid to the government is generally high. More
than 6 9% o fthe respondents realized that it is e very ones responsibility to comply with the tax
laws. Likewise, it is encouraging to note that the majority o f the respondent taxpayers (86.5%)
reported that they keep up-to-date transaction records and books of accounts. Nearly all, 94% of
the respondents felt that failure to pay taxes lead to strong punishment.

About 8 7.2% ofthe respondents t axpayers were agree (sum o fagree and strongly agree) and
only 6.8% of the respondents were disagree (sum of disagree and strongly agree) with regard to
the statement that it is e very one responsibility to pay the correct amount o ftax. T able 4 .xx

revealed the summary of the result.
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Table 4.10 Respondent’s Perception on Tax System

Strongly | Disagree | Neutral Agree Strongly | mean | Std.
Disagree Agree Dev
No | % No | % No | % No | % No | %
Tax authority solve your 42 284 |76 | 514 |16 |10.8 |14 |95 0 0.0 2.01 881
complain properly
The government has clearly 15 110.1 |90 |60.8 |12 |8.1 23 | 155 |8 54 245 1.045
defined tax policies
The government is fairly levying | 6 4.1 75 1507 |19 | 128 |44 |29.7 |4 2.7 2.76 1.013
taxes
The tax procedure are clearand | 17 | 11.5 |60 |40.5 |18 |12.2 |43 | 29.1 |10 |6.8 2.79 1.179
simple
Tax audit selection procedureis | 18 | 12.2 |55 [37.2 |26 |17.6 |36 | 243 |13 |8.8 2.8 1.193
sound enough
You neighbors and friends are 16 1 10.8 |26 |17.6 |51 |345 |42 |284 |13 | 8.8 3.07 1.117
reporting and paying tax
honestly
Amount of taxes to be paid to the | 0 0.0 45 1304 |12 |8.1 71 |48.0 |30 | 13.5 |3.45 1.064
government is generally high
It is every ones responsibility to | 2 1.4 25 1169 |18 | 122 |65 | 439 |38 |25.7 |3.76 1.060
comply with the tax laws
I keep up to date transaction 0 0 9 6.1 11 |74 70 | 47.3 |58 [39.2 [4.20 | .822
records and books of accounts.
Failure to pay taxes leads to 0 0 5 34 4 2.7 88 |59.5 |51 |34.5 |4.25 .669
strict punishment
It is everyone’s responsibility to | 1 7 9 6.1 9 6.1 55 (372 |74 |50.0 [4.30 |.884
pay the correct amount of tax

Std. Dev- standard deviation

Source: Business Taxpayers’ Satisfaction Survey and own computation

As iss een int het ablea bove, most oft he respondentsd isagreed, w ith mean valueo f
approximately le ss than 3 t hat tax authority solves the taxpayer e nquiry properly, tax policy is
clearly de fined, fairness o f leaving tax, s implicity o f the o verall t ax p rocedure, and t ax au dit
selection procedure. This means that although substantial effort has been made to modernize the
tax s ystem a nd make it easy fort axpayers, t he t axpayers still not s atisfied a nd need more
simplification. Therefore, satisfaction on factors such as understandability of tax law, fairness of

leaving tax; attitudes oftax officer towards solving taxpayers problem, have a positive effect on

the tax revenue performance. This is further analyzed later in the qualitative section.
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The respondents were asked to reveal their views on how high and low in line to the prevailing
tax rate in the country (Ethiopia). From the research data, 52 % of the respondents indicated that
the Ethiopian tax rates are medium, 29.1% and 11.5 % ofthe respondents respectively indicated
that tax rates are high and very high. Only about 6 % of the respondents felt that the tax rates are
low. In general, the perception of respondent taxpayers towards the tax rate is medium as mean is

3.43 (Table 4.11).
Table 4.11 Perception of Taxpayers with Tax Rate

Cumulative
Frequency|Percent |Valid Percent [Percent

Valid Very low 2 1.4 1.4 1.4

Low 9 6.1 6.1 7.4

Medium 77 52.0 52.0 59.5

High 43 29.1 29.1 88.5

very high 17 11.5 11.5 100.0

Total 148 100.0  |100.0

Mean 3.43

Std.dev .826

Source: Business taxpayers’ satisfaction survey and own computation

4.2.1.3 Taxpayers' satisfaction with Service Given by ERCA

It is reasonable for taxpayers to expect the tax office to be accessible, provide friendly service,
fair and respectful treatment from the tax o fficials and c ompletion o f't heir matter in time. All
these are the major factors that influence taxpayers’ decision to pay taxes. This survey, therefore,
discussed the satisfaction o f sampled taxpayers on the service and related issue provided by tax
administration. The information was co llected on five likert scale ranging from 1 w hich is very
poor to 5 which is very good. The survey questions consider the location and accessibility of tax
office to taxpayers as well as how easily to contact appropriate tax officer. Accordingly, 35.1 %
and 6. 8% of't her espondents r eported that the locationa nda ccessibility o ft ax o ffices
convenience to their business is good and very good respectively; only 30.4% of the respondents
felt that contacting appropriate persons in the offices was easy. With regards to friendliness and
behavior o ftax officials, majority o fthe respondents (86 or 58.1%) stated that friendliness and

behavior of the tax officials was not good enough.
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Length o ftime taken to complete taxpayers matter is another factor that influence taxpayers to
payor comply withtax system, t he surveyr esult o nthe issue s howst hat, o ver ha If o ft he
respondents (80 or 54 %) mentioned that the time taken to complete their tax matter issue in tax
office was very long or it was difficult to complete the tax process within a short period of time.
Similarly, the level of satisfaction of taxpayers with regard to fairness in dealing with tax matters
by t ax o fficials w as found low, a so nlya bout3 7.2 % oft he r espondents felt wello nt he

statements.

Regarding the attitude o ftax officials towards to solve the taxpayers’ problem was found to be
the following. A bout 54.7% ofthe respondents think that the responses o ftax o fficials t owards
solving t heir qu eries were a Imost at g ood | evel, w hereas a nother 28. 3% of't he r espondents
mentioned t hat t he attitude oftax o fficial addressing to solve their problem was not fair. T he

remaining 16.9% were in between.

Respondents overall satisfaction is lie on the following figure. Over 71% of the respondents rated
their pe rception a s po or level a nd 23. 7% o f't he r espondent mentioned ittobe just goo d.
Therefore, the above survey result clearly indicates that business taxpayers are not well satisfied
with the services provision o fthe tax authority. Overall data above is summarized in table 4.12

below.
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Table: 4.12 Taxpayers’ Satisfaction with the Taxpayers’ Services

Very Poor Neutral | Good Very mean g"d-
poor good <Y
No % | No % | N %|No|% |No| %
(o)
Location and accessibility of tax 22 | 149 | 28 | 189 |36 | 243 | 52 | 351 | 10 | 68 | 3.00 | 1.190
office/ convenience
Ease in locating and contacting 19 | 128 | 69 | 466 | 15 | 101 | 38 | 257 | 7 | 47 | 263 | 1139
appropriate person/ officer in the tax
office (direction signals)
Friendliness and behavior of tax 28 | 189 | 58 | 39.2 | 20 | 135 | 29 | 196 | 13 | 88 | 260 | 1.244
officials
Length of time taken to complete your | 31 | 209 | 49 | 331 [ 12| 81 | 40 | 27.0 | 16 | 10. | 2.74 | 1.347
task/tax matter 8
Fairness of tax officials in dealing with | 27 | 142 | 48 | 324 |24 | 162 | 42 | 28.4 | 13 | 88 | 2.85 | 1.231
tax matters
Attitude of tax officials towards 11 | 74 | 31 | 209 | 25| 169 | 68 | 459 | 13 | 88 | 326 | 1121
solving your problem
Overall satisfaction with the service 14 | 95 | 92 | 622 | 7 | 47 | 25 | 169 | 10 | 6.8 | 249 | 1.091

provided by tax officials

Source: Business Taxpayers’ satisfaction survey and own computation

4.2.1.4 Taxpayers’ Perception with the Taxpayers’ Awareness Creation

The respondents were asked to indicate w hether they had participated in any o fthe taxpayers’
training, ed ucation, awareness d evelopment p rograms conducted by t ax au thority. This c ould
reveal to identify whether they are satisfied or not in the given training. If the respondents were
participated in the program, they had to indicate whether they were satisfied with the program. If
this was the case, the respondents were further requested to indicate the level of their satisfaction.
Accordingly, only 37.8 % of the respondent indicated that they had participated at least in one of
programs conducted by tax office. Out of the respondents who had participated in the program,
37.5 % of the respondents were satisfied with the program while the majority o f the respondents

(59 %) were not satisfied with programs. Table 4.18 provided the summary of the findings.
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Table: 4.13 Taxpayers view with Taxpayers’ Education program

Have you e ver p articipated in t he training / education/ | 55| 378| 86| 58.1 61| 41
awareness d evelopment pr ograms ¢ onducted byt ax
authority?
If your answer to question above is yes, do you believe 21| 37| 33| 59 2| 4
that awareness creation program organized by ERCA is
satisfying business taxpayers?

Source: Business Taxpayers’ Satisfaction Survey and own computation

Inadditionto the above, t he r espondents w ere r equired t o i ndicate w hether E RCA co nsulted
taxpayers before any measures and change have been undertaken. It is not surprise, that majority
(50.7%) of the survey respondent replied that no consultation have been made to aware taxpayers

as tax law or reform changed frequently (figure 4. 4)

Figure 4.4 Taxpayers perception with tax consultation

Source: Business Taxpayers’ satisfaction survey and own computation
With respect the above finding, it is the duty and responsibility o f the tax authority to conduct
series training and c onsult t o the t ax p ayers, e specially o n new t ax provision. H owever, t he
research indicated that majority o fthe respondents didn’t attain the tax training sessions. T his
may be either as a result of poor control and follow up mechanism of the tax authority or due to

lack o faw areness o ft he business t ax p ayers. T herefore, it can be ¢ oncluded t hat s till many
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respondents are not attending or participating in the tax training session and were not consulted

when new tax reform emerged to the tax system.

4.2.1.5 Taxpayers’ perception towards current VAT collection System

With t regards to the current VAT withholding reform, responses were needed from the sampled
taxpayers in order to find out whether they were satisfied with the current VAT withholding
system. From the finding, approximately 80% of the respondents were not happy with the current
VAT withholding system in the country and it was surprised that only 2.7 % of the respondents
were satisfied with current VAT withholding system, the remainder 17.6% were not responded
on the statement. In connection with this, those respondents who were not happy or not satisfied
were further requested to provide their reason and the respondents repeatedly mentioned that it
creates enormous cash flow problems and a heavy financial cost to them until they got refund in
cash, while they always preferred cash immediately. The findings are summarized in the figure
4.5 below and further exploration of information link to why this happen dealt in qualitative

phase section.

Figure 4.5 Taxpayers’ Satisfaction with current VAT withholding system

Source: Business Taxpayers’ Satisfaction Survey and own computation

With regards to the current introduced automated tax system /using cash register machine, the

respondents were required to indicate their view whether it is interesting to use or not.
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Approximately 65% of the respondents were satisfied with the current automated tax system but
their satisfaction was at moderate level, about 31.8% of the respondents were not satisfied. Who
were not satisfied further requested to provide their reason to not satisfy but none of them
provided such suggestions. Those case which do not make respondents unsatisfied dealt in

qualitative data analysis later in this study (table 4:14).

Table 4.14 Taxpayers’ Satisfaction with the Current Automated Tax

System
Frequency Percent Valid Percent Cumulative
Percent
Yes 96 64.9 64.9 64.9
No a7 31.8 31.8 96.6
No responses 5 3.4 3.4 100.0
Total 148 100.0 100.0

Source: Business Taxpayers’ Satisfaction Survey and own computation.

Cash r egister machines like a ny o ther machine is subject to breakdown w hich might lead t o
drawbacks including failure to file returns, failure to pay correct taxes, tax evasion activities. The
respondents were asked to indicate how well or not well to the ERCA responses when machine
face with some problem like machine break down (lack o f function), lack power and network
connection. With respect to timely responses of ERCA at the time of machine breakdown or lack
functionality, 14.9% replied very good, 36.5% replied good, 30.4% replied poor, 12.2% replied
verypoorand 6 .1% w ere indifferent respectively. T he r espondents w ere also as ked t imely
responses of ERCA at time of power off, 10.1% and 56.8% of the respondents reported that the
ERCA responses was very poor and poor respectively, only 26.4% of the respondents were felt
that the r esponse o n th e s tatements w as gooda nd very g ood. I nc onnection to ne twork
accessibility, the respondents mentioned that the responses was not sufficient as 79.7% indicated
very poor and poor, only14.2% of respondents agreed that the responses was well as seen in table

4.15 below.
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Table 4.15 Taxpayers’ Perception with ERCA Responses to CRM Problems

Very poor | Poor Neutral Good Very good

No % | No % | No % | No | % No %
Timely responses when cash
registered machines breakdown ( | 18 | 122 | 45 | 304 | 9 | 61 | 54 | 365 | 22 14.9
lack of function)
Timely responses when power
off to use cash register machine | 15 | 101 | 84 | 568 | 10 | 68 | 20 | 19.6 | 10 6.8
Timely responses when net work
that connected to cash register 85 | 574 | 33 | 223 | 9| 61| 19| 128 | 2 1.4

machine off

Source: Business Taxpayers’ Satisfaction Survey and own computation

4.2.1.6 Taxpayers’ Satisfaction with Tax Return (filling) and Refund procedures

The respondent taxpayers were asked to indicate their views on ad ministrative mechanism like
how easy in filling up tax form, simplicity and c larity o ftax r eturn procedure, d ecision o ftax
officials and tax refund mechanism.

Starting from filling up tax forms, Combining very good and good group together , over 87 % of
the respondents stated that eas e in filling up tax forms was well, whereas 6.7% ofthe
respondents felt that ease in fillingupt ax form was not g ood, theremaining 5.4% o fthe
respondents were indifferent on the statement.

With regards to simplicity and clarity o ftax return procedures, 2.7 % of the respondents t hink
that simplicity and clarity oftax return was very good and 20.3% of the respondents felt that it
was good, while 10.1% and 62.2 ofthe respondents respectively mentioned that the tax return
procedure was very poor and poor, the remainder 4.1% were indifferent. On the other hand, the
level of satisfaction of taxpayers with regard to fairness in decisions of the tax officials seems to
be low, as cumulatively majority o fthe r espondents ( 84.4%) do not view the d ecisions o ftax
officials as fair and only 9.5 % o fthe respondents were indicated that the decisions o f the tax

office was somewhat good, the remainder 6.1% were indifferent.
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With regards to tax refund, only few o fthe respondents (20.9 %) stated that getting tax refund
was ease, but 41 (27.7%) respondents stated very poor and 64 (42.2%) respondents stated poor on
the statement, this is clearly indicates the business taxpayers were d issatisfied with tax refund

procedure.

In general, it is clear from the finding that about half o f the respondents reported that the overall
tax p rocedures towards taxr eturns a nd r efund mechanismw as p oor, a bout 2 5% oft he
respondents rated good. T he summary ofthe findings on the responses have been presented in

table: 4.16 below.

Table: 4.16 Administrative Mechanisms and Tax Procedure

Very poor Poor Neutral Good Very mea | Std.
gOOd 0 Dev

26
Q No % | No % | No % | No | % No %
Easy in filling up the 34
forms 3 2.0 7 4.7 8 | 54 | 79 | 534 | 51 . 414 | .870
Simplicity in
procedures in 15 | 101 | 92 | 622 | 6 | 41 | 30 | 203 | 5| 27 | 34 | 1.004
submitting tax returns
Fairness in decisions of
the tax officials 57 38.5 68 45.9 9 6.1 12 8.1 2 1.4 1.86 .938
Ease in getting tax
refund 41 | 277 | 64 | 432 | 12 | 81 | 24 | 16.2 7 | 47 | 227| 1170
Overall tax procedures | 5o | 135 | 74 | 500 | 10 | 68 | 37 | 250 | 7 | 47 | 257 | 1.143

Source: Business taxpayers’ satisfaction survey and own computation.

In addition t o above r esponse t o g etting t ax r efund, t he r espondents w ere as ked t o i ndicate
whether t hey have e ver had anyd elay inr eceiving t ax refund ( including r efund form V AT
withholding) if their business is due for income tax or VAT refund after tax return. 55% of the
respondents indicated that they have to wait two months and above to receive their refund. None
of the respondents responded the periods of less than two month, 10.5% of the respondents were

not responded (figure 4.6).
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Figure 4.6: Taxpayers’ Perception with Frequency of Tax Refund Time
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Source: Business taxpayers’ survey and own computation

4.2.1.7 Perception of taxpayers with Tax Enforcement

The r espondents w ere as ked t o indicate their e xtent o fag reement or d isagreement w ith s ome
statements relating to some of tax law enforcements in Ethiopia. This was on a likert scale, where
Strongly Disagree =1; Disagree=2; Uncertain = 3; Agree=4 and Strongly Agree =5 On the scale
1to 2, it is assumed as dissatisfied; as from 4 to 5, is taken as satisfied; as 3 is between satisfied
and dissatisfied.

The responses were sought from the respondents on their perceptions towards imposing penalty
by E RCA andt hen, t he r espondents w ere a sked a bout the ¢ onsistency and t ransparency in
imposing p enalties in E thiopia. Fromthe findings, 16.2% o f't he r espondents had a po sitive
(agreed and s trong ag ree) p erception a bout the w ay penalties were b eing e nforced by t he t ax
authority. H owever, o ver 8 0% o ft he r espondents had a negative ( disagreed a nd s trongly
disagreed) perception about the way the penalties were being enforced by Ethiopian Revenue and
Custom Authority, the remainder 3.4 % ofthe respondents were indifferent (neutral) about the

way ERCA enforces its penalties.
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The respondents were also required to indicate their view on the fairness o f the audit selection
and audit procedure. Similar to the finding reached under question No 14, under this section the
finding r evealed t hat there isa negative view inr egard to fairness o f't he au dit s election a s
indicated by 62.2% o fthe respondents ( strongly disagree and disagree). However 12.2% were
indifferent on the fairness of the audit selection and 10% had a positive view on the statement.

In case the audit o utcome and its accep tability, majority o fthe respondents 57.5% (agree and
strongly agree) replied the audit outcome is fair and acceptable, 34.5 % replied the audit outcome
is not fair and unacceptable; the remainders 8.1% were indifferent.

Respondents w ere a 1Iso as ked in ¢ onnection w ith the g eneral law enforcements o ft he t ax
authority and the respondents replied that 2% strongly agree, 14.9% agree, 2.7% neutral, 65.5%
disagree and 14.9%strongly disagree. With this statistics, majority o f the respondents were not

happy with the tax law enforcements as seen in table 4.17 below.

Table 4.17 Perceptions of Taxpayers with Tax Enforcement

Strongly | Disagree Neutral Agree Strongly | mean | Std.
disagree agree pev
No % No % | No % | No | % No %

Imposing penalties is

sound enough in 16 | 10.8 | 103 | 69.6 | 5 | 34 | 20 | 135 | 4 | 27 | 228 | .925

Ethiopia.

The criteria for

selection of taxpayers

for audit and auditing | 39 | 26.4 53 | 358 | 18 | 122 | 30 | 203 | 8 | 54 | 243 | 1.229

procedures are fair

and sound enough.

Generally, tax audit

outcomes are fairand | 14 | 95 37 | 250 | 12 | 81 | 71| 480 | 14 | 95 | 264 | 1.241

acceptable

In general tax law

enforcements are fair | 22 | 14.9 97 | 655 | 4 | 27 | 22| 149 | 3| 20| 224 | .950

and acceptable

Source: Business Taxpayers’ satisfaction survey and own computation
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4.2.1.8 Perception of Taxpayers with Tax Information

For any taxpayer, information related to taxes is very important. When the documents related to
taxes: laws, manuals, brochures, g uidelines, c irculars are ¢ lear and co ncise, many o ft he
taxpayers d o n ot require s upport from o thers, e. g. tax co nsultants, acco untants, au ditors an d
lawyers. Considering the importance ofthe availability of information and quality of documents,
the respondents were asked about their p erception on av ailability o f information on tax, e asily
understanding the available tax documents, contents and coverage of those documents and overall

satisfaction level on the documents.

Int erms o ft he a vailability o ft ax information, 7 7.7 % oft he r espondents a rgued that the
availability of tax information in Ethiopia was poor, only 16.9% of the respondents reported that
the availability of tax information is good but even a single respondent didn’t reply that it is very
good (0%) and 5.4% of the respondents were indifferent. In ad dition, information was gathered
fromt he r espondents t owards w hether t hey e asily u nderstand t he existing t ax d ocuments.
Accordingly, a relatively high percentage (75 % ) ofthe respondents viewed that the available
tax d ocuments ar e ea sily u nderstandable, 22.3 % o fthe respondents felt t hat the e xisting t ax
documents was difficult to understand(very poor and poor).

Further investigation on the content and coverage of the existing tax documents showed that
68.3% % of the respondents reported that the coverage and contents of tax documents was good
and very good, where as 24.3 % of the respondents felt that it need some improvement (poor and
very poor). Furthermore, it is clear from the finding that about 56.7% of the respondents were
satisfied with the overall tax documents and cumulatively 41.3% of the respondents were not

satisfied with over tax documents (table 4.18)
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Table 4.18: Taxpayers’ Perception with Tax Information and Tax Documents

Very poor | Poor Neutral Good Very good
No % | No % | No % | No | % No %
Availability of tax
information 42 28.4 73 49.3 8 5.4 25 16.9 0 0

Ease in understanding the
available tax documents
Content and coverage of the
tax documents
Overall satisfaction with tax
documents

Source: Business taxpayers’ satisfaction survey and own computation

8 54 25 16.9 4 2.7 91 61.5 20 13.5

7 4.7 29 19.6 11 7.4 88 59.5 13 8.8

10 6.8 51 34.5 3 2.0 | 65 43.9 19 12.8

Information access is essential in increasing people’s knowledge and awareness of what is taking
place around them, which may eventually affect their perceptions and behavior. In the survey, the
respondents w ere as ked t o indicate w hether t he E RCA p rovided accurate an d t imely tax
information to the taxpayers. O ver 75% ofthe respondents reported that they never receive tax
information from t ax a uthority and o nly 24.3 % o frespondents r eported that the ERCA had
provided information to them. Respondents who said ERCA had provided information for them
were further asked to indicate how satisfied or dissatisfied they were with various aspects of this
information. With t his aspect, more t han 5 0% oft he r espondents w ere unsatisfied witht he
various a spects o f information such as its u sefulness, a ccuracy and t imeliness. Only 27. 8%,
30.6% an d 1 6.7% w ere s atisfied w ith t hese as pects. F igure 4.7 and t able 4. 19 reveals t he

summary of the survey.
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Figure 4.6: Taxpayers’ Perception with Taxpayers Information

Source: Business Taxpayers’ Satisfaction Survey and own computation.

Table: 4.19. Taxpayer’s Perception with Various Aspects of Tax Information

unstirs}fIie d unsatisfied | Neutral Satisfied sazsg}; d

No % | No % | No % | No | % No %
Usefulness of the information | 4 28 22 61 1 28 | 10 | 278 2 56
Accuracy of the information 3 8.3 18 50 2 56 | 11 | 305 56
Timeliness of the information | 5.6 23 | 639 1 28 6 | 16.7 4 11

Source: Business taxpayers’ satisfaction survey and own computation

4.2.1.9 The Overall Taxpayers’ Satisfaction with Tax System

This section p rovides t he g eneral information a bout taxpayers o verall s atisfaction level. T he

scales, veryu nsatisfiedt o 1 , m oderately s atisfiedt 02 an d v ery s atisfiedt 03 an dt he

corresponding statement are presented in table 4.20 below. It is evident from table 4.20 that most

of the respondents were dissatisfied, with mean value of below 3; that the awareness creation to

taxpayer, availability o ftax information to taxpayer, tax co llection procedure and transparence,

tax r efund mechanisms a ndt ax audit s ystem. Majority r espondents were a Iso indifferent
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(moderately satisfied), with mean value between 3 and 4, with the statement that tax policy and
administrative capability, overall taxpayer’s services, tax form and with taxpayers rewarding. The
result also shows that the respondent didn’t reply to satisfied/very satisfy with the statement. This
show t hat the majority o f't he r espondents a greed t hat the t ax a uthority is not do ingt o the

maximum of their capacity in order to satisfy tax payers.

Table: 4.20. The Overall Taxpayers’ Satisfaction

Tax policy and Administration issue 64 | 432 17 | 115 | 67 | 453 311

Taxpayers educating, awareness creation
and consultation sessions

Generally, availability, accuracy and
usefulness of tax information to taxpayers
Simplicity of collection procedures and
transparent

Overall service provided by tax officials
(timely and adequately )

Over all tax refund procedure like VAT

84 56.8 20 13.5 44 29.8 2.68

80 54 27 18.2 41 27.7 2.64

65 43.9 23 155 60 40.6 2.88

56 37.9 18 12.2 74 50 3.14

66 44.6 25 16.9 57 38.7 2.84

withholding

Understandable and completeness of tax 10

forms 28 | 189 | 14 | 95| | 716 3.78
Taxpayers rewarding system 16 | 108 | 45 | 304 | 71 | 479 | 301

The criteria for selection of tax payers for

audit and auditing procedures 52 1852 15| 101 | 81 | 548 326

Source: Business taxpayers’ satisfaction survey and own computation

4.2.1.10 Possible Measures to be undertaken to Improve Tax system

With regard to measures taken by the government, the survey respondents were given the opportunity

to suggest on the issue which can improve tax system implementation. In this aspect, all respondents,
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with the exception of tax policy and Administration issue and rewarding taxpayers, agreed that all
other possible measurements should be undertaken in order to improve the tax system of the tax
authority. With respect to the strengthening of tax policy and Administration issue and rewarding
taxpayers, majority o ft he r espondents be come indifferent, w ith mean value o f3.72 and 3 .92
respectively. The remaining p ossible measurements s uch as educating t he t axpayers a nd
conducting a wareness cr eationa nd co nsultations essions, Provide usefula nd accu rate
information to t axpayers, Making the co llection p rocedures s imple a nd t ransparent, Provide
adequate an dt imely s ervicest o taxpayers, Making thet ax forms e asyt o u nderstand a nd
complete, improve audit selection and auditing procedure and the tax refund procedure like VAT
withholding was w hat the respondents w ere reported as important and very important p ossible

measurement with mean value of > 4.3. Table 4.21 provided summary of the result.
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Table 4.21 Possible Measures to be Undertaken to Improve Tax system

Improving tax policy and Administration issue 15 135 (9 |6.1 [119 |80.4 |3.72 .887
Rewarding taxpayers i.e. giving a trophy for being best 7 4.8 2 |14 (141 |953 |[3.95 .943
taxpayer,

Provide useful and accurate information to taxpayers 5 3.4 2 |14 (140 |946 [4.34 .646
Making the tax forms easy to understand and complete 5 34 1 1.7 142 |96 436 |.792
Provided adequate and timely services to taxpayers 2 1.4 117 145 |98 4.49 714
Making the collection procedures simple and transparent 6 4.1 1 1.7 141 |955 |4.63 |[.673
Improve audit selection and auditing procedure 6 4.1 8 |54 |134 |90.6 |4.64 .700
Educating the taxpayers and conducting awareness creation |20 [13.5 (6 |4.1 [122 |82.4 |4.73 |.656
and consultation sessions

Improve the tax refund procedure like VAT withholding 6 4.1 1 1.7 141 | 953 |4.84 |.482
Valid N (listwise)

Source: Business Taxpayers’ Satisfaction Survey and own computation.

Finally, the table 4.20 and table 4.21 above present the overall business taxpayers’ satisfaction
and area to be improved respectively on the same specific tax-related statements. This was also
summarized in table 4.22 below to cross check and identify area to be strength and concerned to

be improved.
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4.22. Frequency of'the Overall Taxpayers’ Satisfaction and Level of Improvement

Tax-related statements Satisfied/ very | Veryimportant/
satisfied Important
No | % No %
Tax policy and Administration issue 67 |45.3 119 | 804
B Taxpayers educating, awareness creation and 44 | 29.8 122 |82.4

consultation sessions

C Generally, availability, accuracy and usefulness of tax 41 | 27.7 140 | 94.6
information to taxpayers

D Simplicity of collection procedures and transparent 60 | 40.6 141 | 955

E Overall service provided by tax officials (timely and 74 | 50.0 145 |98
effectively)

F Over all tax refund procedure like VAT withholding 57 |385 141 | 95.3

G Understandable and completeness of tax forms 106 | 71.6 142 | 96

H Taxpayers rewarding system 71 | 47.9 141 | 953

| The criteria for selection of tax payers for audit and 81 | 54.8 134 | 90.6

auditing procedures

Source: Business Taxpayers’ Satisfaction Survey and own computation.

Based ont he above da tat he following qua drants de picts t o s uggest the t ax a uthority b y
identifying the area to be concerned and strength on the specific- tax related issue stated in the
above t able. I ts hould n ote that the f ollowing q uadrant an alyses s how cu rrent taxpayers
satisfaction or tax authority’s performance and important to improve axes that range from 25 to
100 percent. The quadrants are defined by a vertical line and a horizontal line, both plotted at 65
percent'®. T he Horizontal lines ervest o d ifferentiate items t axpayers’ s atisfaction as high
satisfaction/performance and lower s atisfaction/performance, w hereast he vertical line
distinguishes is sues ofh igher imp ortant to improve a nd lower important to i mprove. T hus,
strengths o ccur when at least 65 % o frespondents think highly satisfied or satisfied witht he
specified statements and at least 65 % rate the issue as very important or important to them to
improve. Concerns are distinguished by issues that are very important or somewhat important to
at least 65 % o frespondents, but less than 65 % perceive the tax authority’s performance as

highly satisfied or satisfied (figure 4.8).

 Considering the Ethiopian socioeconomic situation and previous researches 65% is assumed to be high
satisfaction and satisfaction as well as high Important to improve the tax system.
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Figure: 4.8: Quadrant Analysis: Taxpayer’s Satisfaction and improvement
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Source: business taxpayers’ satisfaction survey own
Figure 4.9 show that there is one area to strength among specified statements and several areas to
be improved. I ts s trength is in makingt he t ax f orms e asily u nderstandable a nd co mplete;
important to imp rove is high (96%) and r espondents’ s atisfaction inthisarea is highaswell

(71.6%).

The area o f greatest concern is providing t axpayers w ith useful and accurate t ax information,
taxpayers awareness creation (especially when new provision added to tax system and tax law is
changed) and tax refund procedure (F). For these particular issues, taxpayers’ satisfaction was
less than 40% and more than 82% respondents were look for high improvement. There are also
other ar eas which need s ome room f or i mprovement, witht ax p olicy and Administration
capability (A), tax collection mechanism (D), taxpayers services (E), taxpayer’s incentives (H)
and in the area of tax audit selection; there were high number of respondents who expressed low

satisfaction in these areas and look for improvement.
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Towards the end of the survey questions, the respondents were requested to provide their suggestions and
comments. Accordingly, majority of respondents gave their comments and suggestion. The
responses were many but, in one way or another they were similar with what were discussed in

the close ended once. To sum up, their responses have been presented below.

One o fthe points that respondents commented was about tax laws and regulations. T he
rules a nd r egulations p ertaining t ax s ystem w as n ot transparent en ough t hat ev ery

business tax payer could understand without requesting support from other.

The o ther po int raised by r espondents was that tax a uthority w as not ¢ onducting
continuous t raining w hich focuses o na wareness c reation and e nhances t he s mooth

relationships with business taxpayers.

In addition to the above points, respondents also commented on the basic services to the
taxpayers which need improvement. The tax payment process need to be very simple and
easy to encourages more taxpayers to pay tax regularly. The tax refund procedures also

need to be simple and shorter.

Furthermore, several respondent taxpayers have alleged that the current VAT withholding
mechanism creates c ash flow problems and violates t he principle o f legality w hereby

only formal laws may create taxes.

Ina dditiont o the s urvey d ata a bove, a snoted int he ch apter three, s urvey d ata s hould be
complemented by o ther s ources of information, qualitative d ata. S uch ad ditional s ources may
improve understanding of the context underlying survey data. Accordingly, as can be seen from
above quantitative results, some portions of the results generated from the quantitative study need
further un derstanding. T hese are: 1) Mechanisms that tax a uthority is s olvingt axpayers’
complain; 2) how business t axpayers e xpress t heir understanding w ith r egard t o fairness o f
Ethiopian tax system; 3) fairness in the tax collection procedure; 4) behavior of tax officials; 5)
taxpayers education and information issues; 6) tax enforcement issues and 7) About the recent tax
reform specifically about VAT withholding and CRM.

Accordingly, t he a bove mentioned points were explored u sing q ualitative d ata. H ence, the
researcher was in a position to use semi-structured in-depth interview to collect data from eight

business taxpayers.
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The outcomes ofthe in-depth interview with regard to way of solving taxpayers’ complain show
that the taxpayers continued to complain about the behavior of the ERCAs’ staff in connection to
handling taxpayers’ queries and complaints on tax matters. The reason behind this is the lengthy
and bureaucratic t ax ad ministrative p rocedures in k eeping, r etrieving and processing t axpayer
information. In addition, t he taxpayers are also viewed and treated as potential criminal by tax
office. The interview result further identified that it is the most problematic area where the tax
officials unable t o solve t axpayers problem. For e xample, one relates t o valuation of Cargo
system, w hich does not work as e ffectively and smoothly as it is intended to, hence co mplex
calculations of price, ambiguous definitions, and complicated interactions with other provisions.

With regards to the tax policies, majority of the interview participants reported that the rules and
regulations pe rtaining E thiopian t ax po licies are unfair a nd so c omplex to un derstand. The
principal contributing factors to this complexity includes: the voluminous of rule and regulation,
misbehavior o ftax o fficials, lack of monitoring and supervision, unexpected change to the tax
rule a nd s ometimes lack o f communication between federala nd state taxr ule. Interview
participants w ere a Iso r evealed t hat these complexities have made t hings d ifficult for h onest

taxpayers to fulfil their obligations.

Inline to tax collection procedure, the interview result shows that the role of the Ethiopian tax
authority in the area of facilitating and simplifying tax procedure has been quite negligible and
unfair. Furthermore, the interview result revealed that there is also a high degree of discretionary
power and lack o fadequate monitoring in Ethiopian tax authority. Surprisingly, as the outcome
of discussion with taxpayers shows, certain staff networks are very strong in the ERCA and many
tax o fficers and managers r emain under t he s trong influence o f't raditional p atterns o f benefit

relations and recognize the benefits of large extended friendship ties.

Another points raised during interview discussion were about tax office, behavior of tax o fficial,
ways of awareness creation and providing tax information to taxpayers, as well as timely service.
The interview data with these regard shows that the majority of interview participant believe that
the number and location o f the tax ad ministration o ffices are not in balance with taxpayers; the
tax officers are also too busy and inconveniently located in the office; some of the ERCA official
asa n impersonal, insensitive a nd heartless bureaucratict oward h elping t he t axpayers.

furthermore, t he interview p articipant r eported that the t ime t axpayers w ait at o ffice w hen
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preparing tax returns; inquiring about tax form and information; refund process were generally

time consuming particularly, in getting VAT refund.

In relation to taxpayers’ awareness creation and providing accurate tax information, a very large
proportion o f the business taxpayers do not have adequate tax education. Few of them with some
education d o not have t he k ind o fed ucation t hat en courages v oluntary t ax co mpliance. T he
emphasis of taxpayers training is on teaching the contents of tax laws, little or no attention is paid
to skills (like filling), techniques, procedures, purpose of paying tax, where it is spent and tax
officer relations. R egarding the tax information, the data shows that the tax authority doesnot
provide useful and accurate information to the t axpayers. Moreover, the i nformation o btained
from the interview participant indicated that the overall view ofthe business taxpayers was that
submitting t ax r eturn is perceived a s co mplex, with unfairly t ime co nsuming a nd co mpliance
costs.

During the interview, an effort was also given to understand tax enforcement issues. Accordingly,
taxpayers perceived that tax audits aim to penalize taxpayers instead ofeducating the taxpayers
and encourage voluntary submission of income tax returns. Asking about audit selection criteria,
the interview data found that the participants seem to have a misconception that tax audits are
either based on criteria selection or not. With regarding to audit outcome, the taxpayers perceive
that tax auditors appear to adopt a hidden approach and mostly the basis for tax audit adjustments

has lack of transparency and consistency as they were very goal oriented.

From the point of view of interview participant, there are legislative sources of inflexibility in the
penalty system. Sometimes, more than one penalty was applied on the same mistake. In addition,
in some cases the authority’s ability to enforce tax law is too complicated as they do not tryto

identify intentional and unintentional mistake.

Another s erious ar ea o f co ncern r aised d uring t he d iscussion w ith t axpayers ist he issue o f
withholding VAT. Accordingly, the interview results shows that taxpayers were not happy with
the new V AT withholding mechanism as it creates enormous cash flow problems and a heavy
financial co st to the large business taxpayers. The interview data with regarding to automated
technology like CRM revealed that taxpayers were happy to use CRM. However, taxpayers were

not happy with the network system connected to CRM as it interrupted again and again.

71



To sum up, the above discussion presented the data results obtained through survey and in-depth
interview i ndependently. The next s ection presentst he a nalysis oft he results based o nt he
information g enerated from literature r eview, d atar esultsa nd Ethiopians ocio-economic

environment.

4.3 Data analysis

The pur pose o ft his section ist o a ddress eac h r esearch q uestions in ac hieving t he o verall
objective ofthe study using data presented in the preceding section. Hence, the results obtained

under different methods are jointly analyzed to address each research question

4.3.1 Tax system versus business taxpayers’ satisfaction

Data obtained from large and m edium b usiness t axpayers survey and i n-depth interview w ith

some business taxpayers was used to address this research question.

The goal of tax administration is to foster voluntary tax compliance (Silvani, 1992) and hence
reduce tax gap and compliance gap. This can be done through assessment of potential tax payers,
identifying and registering the tax payers and provision of tax payer services among others.

The primary goal of a revenue authority is to collect taxes and duties payable in accordance with
the law insucha manner t hat will built c onfidence inthetax systemand its a dministration
(Vadde & G undarapu, 2012). To ach ieve t his, t ax a uthority should in p lace strategies a nd
structures which ensure that non-compliance with tax law is kept to a minimum. To do this, Since
1992/93, t he G overnment o f E thiopia has made a major e conomic p olicy shift from c entral
planning to market oriented economic system. In line with this change, a series of tariff and tax
reform measures have been taken (Geda & Shimeles, 2005). The major reasons to this c hange
were: outdated tariff and tax laws; weak customs and tax administration; failure of the tariff and
tax regime to attract investment, to facilitate trade and to generate ad equate revenue to cover
current and c apital e xpenditure, and hence finance d evelopment and p overty reducing projects
(Mesfin & Bogale, 2009). As there are many attempts have made to reform the tax system, and
yet, very few at tempts have been madet oe xaminet he satisfaction level o ft axpayers.
Understanding the federal business taxpayers' attitude and their compliance w ith tax s ystemis

one of the most important factors for increasing the revenue of a government.
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This thesis, therefore, was trying to understand the views of federal business tax payers towards
Ethiopian tax system by raising survey questionnaire in conjunction with in-depth interview. In-
depth interview was used to support what had been stated in the survey result. With this regard,
question no 14 a nd 15 o fthe survey que stionnaires required respondent to indicate their view
about some o fthe factors that influence ones’ view on business tax s ystem in E thiopia. The

results of these questions are seen in Table 4.10.

Based on the survey results generated above, the researcher tried to find out further support why
these disagreements happened through in-depth interview. In line with this, the important of the
points that raised b y interviewee w ere r elated to the w ay t hat the tax au thority is s olving
taxpayers’ problem or complain. Although ERCA has reformed and simplified the tax system to
improve the quality oftaxpayer services, the outcome o fthe in-depth interview with this regard
support the survey r esult that the t axpayers ¢ ontinued t o c omplain a bout the be havior o ft he
ERCAs’ staff when handling taxpayer queries and complaints on tax matters. Sometimes, as to
the o pinion o f't axpayers, rather than solving the taxpayers’ problem, the taxpayers are viewed

and treated as potential criminal at tax office.

The interview result further identified as the most difficult area that tax o fficial unable to solve
taxpayers problem is related to evaluation o f Cargo. This indicate that, although ERCA created
some automated s ystem over time to improve the quality o ftaxpayer services'”, as one o fthe
strategies t o raise t he p erformance o f income t ax r evenue co llections, acco rding t o i nterview
results, the s ystem d oes n ot w ork as ef fectively an d s moothly a s it w as intended t o, h ence
complex ca lculations o fp rice, a mbiguous d efinitions, a nd co mplicated interactions w ith o ther
provisions. These procedures, again, allow for many points of interaction between taxpayers and
officials and when it is time-consuming and costly to appeal, the taxpayer might resort to corrupt

behavior simply to get things done.

In general, from the above findings it can be noted that large and medium business taxpayers had

a generally negative perception towards ERCA. This is linked to insufficient capacity of ERCA

"% Since 2006 great strides in automating ERCA’s operation had been made, like automating foreign trade and
procedure, automating the examination of import-export cargo, cash register machine and others ( ERCA, 2012)
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to solve taxpayers’ problem. Taxpayers, with this regard, also suggested that tax authority need to
solve taxpayers’ problem mainly to lower compliance costs, to reduce uncertainties faced by tax

payers, and increase the level of voluntary compliance.

The o ther important is suer aised in the survey que stion number 14 w as aboutho wt he
government clearly defines the tax policy, simplicity of the tax procedure and whether tax system
is fair or not. All these are addressed as follows.

The goal of tax policy is to design a tax system that produces the desired amount of revenue and
balances t he minimization o f't hese ¢ osts w ith o ther o bjectives, s uch a s e quity, t ransparency
(Arthur et al. 2011). T his o bjective ¢ an be achieved o nly w hent he po licy is pr operly
administered. Failure to properly ad minister t he tax system, t herefore, d efeats its p urpose and
threatens the canon o fequity. Inaddition, it allows the government to co llect taxes only from
easy-to-tax sectors and people who cannot avoid paying tax (Mahesh, n.d). Besides, tax payers’
treatments are another factor in a good tax system. For instance, using a survey methodology in
Australian tax o ffice, Wenzel (2006) found that taxpayers reported being more co mpliant when

they thought that they had been treated fairly and respectfully.

Simplicity, as stated s omewhere a bove, is a nother i mportant i ndicator w hen a ssessing t he t ax
systems. T he more c omplex a t ax system, t here ar e g reater o pportunities for tax avoidance,
evasion and other forms ofabuse and also greater chance for exclusion for non-tax experts who
are unable to understand the system. The simplicity of a tax system can be measured for instance
by the ease to calculate tax liability, the number of tax rates and allowances and the number o f
loopholes int hes ystem. I na ddition, s implicity criterion meanst hat taxr ules s hould be
understandable, accessible, and uncomplicated (Association of Chartered Certified Accountants,

2008).

The above discussion, therefore, tell us that taxpayers expect that tax policies are clearly defined,

the tax procedures are clear and simple and taxpayer also expect to contribute their fair share.

In case o f E thiopia, it is o bvious t hat t he E thiopian t ax system is based onthe fundamental
concept of self-assessment. The efficiency and effectiveness of this approach largely depends on

the ability and willingness of taxpayers to understand and comply with their legal obligations, as
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well as the ability of tax ad ministrators to interpret and equitably enforce an extensive body o f
tax law. But the s urvey r esult r evealed t hat m ajority o f't he s ampled t axpayers w as h ighly
educated and even then they fell that the tax policy is not clearly defined, imposing tax is unfair
and t he t ax p rocedures a re nots imple a nd ¢ lear. Therefore, r esearcher initiated t o co nduct
interview t o s upport t he r esult. Accordingly, i nterview results r evealed thatt her ules a nd
regulations pertaining in Ethiopian tax policies was unfair and complex or difficult to understand
that every business taxpayer could understand without requesting support from other individuals.
The principal contributing factors to this complexity w ere: the volume o frule and regulation,
misbehavior o ftax o fficials, lack of monitoring and supervision, unexpected change to the tax
rule and sometimes lack of communication between federal and state tax rule. E xamining t he
interview r esult w ith r espect t o tax law also revealed t hat t he legislative field o ftaxes isso
disorganized that it is difficult for an average taxpayer to have a c lear idea o f their obligations.
With this regards, there are many pieces o f legislation and amendments. New amendments and
changes to the tax rule are made every time and the tax administration has so far made no attempt
to organize these systematically and logically in order to make them accessible and intelligible to
taxpayers. This indicated that one of the consequences of complexity is that it makes difficult for
honest taxpayers to fulfill their obligations. Moreover, the general observation o f the researcher
from this finding was that most owners of medium and large business have little or no knowledge
of'the laws or regulation that govern their operations and they are still struggle to look at simple

tax system.

With regard to tax collection procedure, examination o fthe survey and interview result shows
that the role of the Ethiopian tax authority in the area of facilitating and simplifying tax procedure
has been q uite negligible. T his indicates t hat o ne p roblem for tax authority ist hat different
activities in the field oftaxpayer’s services are not fully c o-ordinate, especially, inthe area of

how the tax office consults and make it easier for tax payers to meet their obligations.

Furthermore, the data obtained from both survey and in-depth interview shows that tax system is
unfair. P articular issues considered as unfair were: A ggressive stance o f'tax o fficial t owards
taxpayers, s ometimes ca Iculations o fprice based o n subjective or internet, VAT w ithholding

system, disparity of the treatment of taxpayers and the frequent change in tax law. Moreover, the
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data suggest that tax procedure should promote investment and production so as to expand the
economy of the country and not only aim at imposing taxes and penalty.

Generally, a s many t ax p ayers s uggests o nt he survey q uestion a nd e xamination o f in-depth
interview result shows, significant simplification is needed to ensure the continued viability o f

good tax system in Ethiopia.

Furthermore, the o utcome o fthe interview result r evealed t hat t here is also a high degree o f
discretionary power and the lack o fadequate monitoring in E thiopian tax authority which give
space to tax official to provide favorable interpretations o f government rules and regulations to
businesses in e xchange for illegal p ayments like ¢ orruption. S urprisingly, a s t he o utcome o f
discussion with taxpayers s hows, certain staff networks are very strong in the ERCA and many
tax o fficers and managers r emain under t he s trong influence o f't raditional p atterns o f benefit
relations a nd r ecognize t he benefits o f large e xtended friendship t ies. This i mplies that the
collusion between ¢ orrupt taxpayersa nd c orrupt tax officials p uts ho nestt axpayersa ta

disadvantage, en couraging them to evade taxes. Likewise, corrupt tax o fficial encourages and
weaken the will of honest officers to engage in corruption'®. It is these routine cases that corrupt
tax p ractices t hat u ltimately er ode b usiness t axpayer co nfidence in t ax au thority and h ence,
complicate the tax system as well. However, the Ethiopian government has been working on it to
minimize the impact of corruption linked to the tax. For example, some recent measure taken by
government o n higher tax o fficials is promise that the government is working on some of its
gaps. In general, the topics discussed a bove from both survey and in-depth interview results

generally summarized in the following.

First, although tax reforms have been undertaken, a strong tradition of challenging the procedures
and rules o fthe tax authority has not taken root in Ethiopia particularly in the area of simplicity
and fairness. This shows that there is scope for the government to further simplify the tax policies

and procedures.

'® The presence of corrupt managers may also have a contagious effect on the general corruption level within the
revenue authority. Firstly, corrupt leaders may not worry very much about corruption at lower levels in the
organization. Hence, the probability of being detected for corruption is likely to lower for the rank and file tax
officers. Second, corrupt leaders contribute to a reduction in the moral and stigma costs connected with corruption.
In such a situation we would expect the general level of corruption to increase (Fjeldstad, 2005)
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Second, t ax a uthority has d ifficulty in providing accu rate as sistance t o t axpayers, d esigning
understandable forms a nd instructions, a nd pr omulgating t imely r egulatory gu idance. T his
indicates t hat taxpayers still co mplain regularly about high co mpliance costs, a l ack o fc larity
over tax r egulations, s eemingly ar bitrary behavior by tax o fficials and a lack o ft ransparency.
This combined w ith lack o facce sst o i nformation a bout r ules a nd r egulations, unfair t ax
procedure makes taxpayers unaware o f their rights and exposes them to discretionary treatment
by corrupt officers. Therefore, a key message for government arising out of this study is the need
to organize tax systematically and logically and reduce the volume o f directives and regulations

and thereby moderate complexity.

Third, many tax officers may be truly in favor ofrespecting the taxpayer domain and may want
the tax bureaucracy to be at the service o ftaxpayers, but still some tax o fficial and manager
participate in everyday actions that reproduce the system that is an authoritarian nature. Thus, a
spiral is created i n w hich n etworks of co rrupt official at d eferent level u ndermine e fforts t o
modernize the tax system and thus create an ongoing need for these very networks to continue to
operate.

In general, from the above discussion it can be noted that federal business taxpayers had a general
perception towards the Ethiopia revenue custom authority which could largely explain the way
they feel about change. Therefore, a key message for government arising out of this finding is the

need to be restructuring the duties of various functionaries within the tax authority.

4.3.2 Service Delivery and Treatment, Tax Information and Perception on Taxpayers’

Satisfaction

This section starts with the discussion of location and accessibility o fthe tax office to taxpayer.
The organizational status and location of the tax office in overall tax authority structure is major
issues to be addressed as part of the taxpayers’ service. In the literature, the tax office should be
easily a ccessible e ither byt elephone a nd internet or be ing ina c onvenient | ocation and the
physical ap pearance o feq uipment, facilities a nd | ayout should f acilitate taxpayers' services
(Aslund, 2002) . In E thiopia, e xamination o f't he s urvey r esult w ith this regard shows that t he
location o ftax o ffice to taxpayer business is average. However, ease in locating and contacting

appropriate officer in t he tax o ffice is quite d ifficult. Further, acco rding interview results, t he
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number a nd location o ft ax ad ministration o ffices ar e n ot i n balance w ith t axpayers'’. T he
interview r esult a Iso r evealed t hat tax o fficers are too busy and inconveniently located inthe
office. This indicate that, although ERCA has a separate division or department of the tax office
that is responsible for each major business process or activity performed by the tax authority such
as large t axpayers o ffice, medium t axpayers o ffice a nd subunit in eac h'®, it couldn’t b ring
balance w ith number o ftaxpayers and majority of t he respondents w ere not s atisfied with the
location and accessibility in the tax office. Hence, the key messages from this finding to increase

the number of tax office in the town.

For any tax administration (authority) to meet the canons of taxation'’, it must be supported by a
quality taxpayer service. Taxpayer service usually means service and information, which the Tax
Administration provides to taxpayers so that they can fulfill their tax obligations. It should also
give the taxpayer a fair guideline of what consequences taxpayers' activities will have in terms of
taxes. The service s hould not only address the expressed needs o fthe taxpayer, it s hould a Iso
include assistance in areas in which the taxpayer might not even have realized that compliance

could be facilitated through taxpayer service and information (Grampert, 2001).

The rationale for providing quality taxpayer services is to raise tax awareness and enhance the
level of voluntary tax compliance. This is done by providing the taxpayers and their agents with
clear, precise and timely tax information, simplifying the tax forms and tax laws, translating the
laws into local understood dialects by the taxpayers, ensuring courtesy and considerate treatment
is e xtended u nconditionally t o a Il t axpayers, responding ex peditiously t o ev ery t axpayer's
enquiry, compliant o r r equest, explaining t he grounds for d erivation o fe very tax assessment,
providing proper technical ad vice to the taxpayer requests about tax implications, assisting new
taxpayers to register, educating the taxpayers and the general community about tax obligations

and rights (Jenkins and Khadka, 2000).

" The ERCA’s office is organized primarily along functional lines as large taxpayers and medium
taxpayers. Currently only three tax offices are serve all federal taxpayers ( Including non business
taxpayers )

® For example, audit/inspection, taxpayer service, returns processing and tax collection.

¥ Principles of equality, simplicity, and convenience.
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Of all the various operating functions o f the tax administration, the staff o f the taxpayer service
function has by far the most interactions with taxpayers. Their attitude and demeanor will shape
the t axpayers’ feelings t owards the t ax ad ministration. T he s taff must, therefore, b e g ood
communicators and have a genuine desire to assist the taxpaying population and have the ability
to stay calm when faced with adversity (Baurer, 2005).

There is evidence to show that people who feel they have been treated fairly by an organization
will be more likely to trust that organization and be inclined to accept its decisions and follow its
directions ( e.g. Murphy 2002) . T he literature has also s hown t hat b eing t reated p olitely, w ith
dignity and respect, and having ge nuine r espect shown for one’s rights and social status, will
enhance feelings of fairness in the tax system and promotes commitment to paying taxes which
then increases compliance levels. Murphy (2002) has specifically shown that tax payers value
respectful treatment by authorities and view those authorities that treat them with respect as more
entitled to be o beyed. T ax payers are also influenced by judgments o f neutrality in d ecision-
making procedures™. On the contrary, the survey results shows that majority o fthe respondents
dissatisfied with both friendliness and fairness of tax official as it is seen in Table 4.12 .

In the literature again, it was found that tax payers who felt they were treated unfairly by the tax
office w ere a Iso less likelyto trust the t ax o ffice and hence a ffecting t he co mpliance level
(Murphy, 2005). On the other hand, helpful o fficials, w ho c an understand not only a business
person’s questions but also the concerns that lie behind those questions, and who appreciate and
care about the e ffects that official action can have on the running ofa business, can do a great
deal to reduce the burden of'the tax system (Richard, 2010). Having this in mind the researcher
discussed the issue with the interview participant. Accordingly, examination of the interview data
indicate that the taxpayers still encountered a | ot of inconveniences, partly from misconduct of
the t ax o fficers such as i mpersonal, i nsensitive and h eartless b ureaucratic. This may r esults
lengthy pr ocedures i n pa yingt axes, ¢ reating anxiety a nd s tressa nd increasingt axpayer
compliance cost. This finding, therefore, clearly indicate that taxpayers continued to demand for
better services from ERCA’s staff despite the taxpayer services unit being in operation in each

tax office.

? Neutrality includes honest assessments of tax payers, impartiality, and the use of fact, not personal
opinions, in decision-making.
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With regards to the time taken to get services from tax officials, the e xamination o f survey and
interview r esult shows t hat timeliness ofr esponding t o taxpayers inquiries; such as the time
taxpayers wait at o ffice when preparing tax returns; inquiring about tax from and information;
refund process were generally time consuming. In particular, taxpayers were confused and angry
about having t o get VAT r efund because o ft he t ax o ffice’s p erceived lack o f't imelinesst o
identify t he p roblem o r co nduct v erification ¢ hecks o n s uspect cas es. O verall, t he s ervice
standard outlined in ERCA and the actual service are at unfavorable variance to taxpayers. One
possible explanation is that the phone service might be answered promptly, but it may take more
time before the call is directed to ERCAs’ person who is in position to deal substantively with the
caller. In general, it can b e noted that the t ax office had not been helpful in looking fora

cooperative and fair solution to taxpayers’ inquire on time.

Another important p oint co vered u nder t axpayers s ervices ar e issuer elated t o t ax p ayers’
education and information provided to taxpayers. T he s trategy t o improve t axpayer ed ucation,
information a nd a ssistance in o rder to en hance t ax co llections a nd r educe co mpliance co sts
should be based on a co mmitment to high quality services and constructive interaction between
taxpayers a nd t he t ax administration. E nhancing quality services t hrough t axpayer ed ucation,
information and assistance requires a determined effort to increase public confidence by focusing
on t axpayer r equirements a nd satisfaction. T he ap proach s hould address co mpliance int he
context of c orrecting s ystem d eficiencies; simplifying c umbersome and complex tax l aws a nd
rules, forms and instructions; presenting the tax laws as fair in their intent and administration; and
assisting co mplying t axpayers w ho ar e trying but ar e unable t o meet t heir o bligations ( United

Nations Secretariat, 2000).

Previous researches indicate that tax knowledge is very essential in order to increase level of tax
compliance (Richardson, 2006; K irchler e t al. 2008). Hence,iti s ve ryi mportant to have
knowledgeable and competent taxpayers. Park & Hyun (2003) suggest that tax education is one

of the e ffective t ools t o induce t axpayers to comply more. In o ther w ord, taxpayers are more
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willing t o c omply ift hey understand basic concept o ft axation®'. From a tax a dministration
viewpoint, o ther r esearchers ( Cialdini, 1989) have c oncluded t hat co mpliance co uld also b e
influenced by educating taxpayers o f their social responsibility to pay and thus their intension

would be to comply.

In E thiopia, e xamination of survey outcomes in this c onnection indicate t hat majority o f the
taxpayers w ere not participated inthe t axpayer education provided by ERCA, even taxpayers
who p articipated in t he t axpayer ed ucation w here n ot s atisfied. The interview result w ith t his
regard also shows that a very large proportion o f the business taxpayer does not have adequate
tax ed ucation. F ew o ft hem w ith s ome awareness dono tha vet hek ind o f awareness that
encourages voluntaryt ax co mpliance. Mean that, t he information a vailablet o them int he
education or awareness creation is limited to tax rate and the fact that p enalties e xists for not
paying tax”*. Furthermore, the training or aw areness creation provided to the taxpayers by tax
authority does not justify much attention to the tax system. The emphasis given to of taxpayers
training is on teaching the contents of tax laws. L ittle or no attention is paid to skills like filling
techniques, purpose of paying tax, where it is spent and tax officer relations.

Therefore, the conclusion that the study can draw is that, although ERCA has educational units in
its structure, the emphasis given by this unit is so limited to content of tax laws irrespective of the

other needed dimensions.

Another important po int t owards t axpayer’s service is p roviding r eliable a nd accu rate t ax
information to taxpayers. Taxpayers have the right to get information and help in complying with
tax laws (Canon o ftaxation). The tax revenue organizations as service providers ar e t herefore
under obligation to offer quality service to their customers, who are mainly taxpayers.

One way to alleviate the administrative burden of tax system is to make it easy for taxpayers to

get the information they require, without making them plough through a lot of information that is

*! Tax knowledge will also reduce the potential of evasion. In a cross country study by Richardson (2006)
towards 45 countries in the world, he finds that education in general has negative relationship with tax
evasion, where the tendency to evade tax will reduce with the level of education.

*2 Furthermore, the interview participants suggest that the awareness should not be about laws and
penalties alone but also on needs and justifications for tax and appreciation.
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irrelevant to theirn eeds. Difficultiesin getting in formationn ot only representa missed
opportunity to reduce burdens, it can positively increase those burdens as they lead taxpayers to

spend unnecessary time searching for information that may not be available (Richard,2010).

To meet the needs of a diverse taxpayer, which has differing needs and preferences about how
and w here to get their tax information, the ERCA uses multiple co mmunication ¢ hannels. For
example, t elephone, w eb-site, s ocial media ( television), an d face-to face as sistance. B ut the
results ofthe survey show that there is more to be done as majority o f survey respondent fail to
feel good on the availability and understandability of tax information (table 4.18). In addition, the
examination of the interview data shows that taxpayer spend unnecessary time searching for tax
information because taxpayers may need guidance to fill gaps in their knowledge because of the
changes in the tax law (frequently), changes in ERCA procedures. This indicates that the tax rules
are not simple enough to allow business taxpayers to see easily what they have to do. In general,
from t his s tudy, o ne can co nclude t hat the b usiness t axpayers were n ot s atisfied witht he
information functiono ft het ax o fficet owardst o obtaining accurate, u seful andt imely

information.

4.3.3 Tax Collection Procedure, Administrative Mechanism and Tax Law Enforcement on
Taxpayers’ satisfaction

The d esired o bjectives o ftax policy can be achieved o nly w hen it is p roperly administered.
Failure to properly ad minister the tax, therefore, defeats its very p urpose and threatens equity,
procedural deficiencies in tax o perations, reduce o verall tax co llection, and cause corruption in
tax administration (Mahesh, n.d). Kaldor (1980) stated that the e fficiency ofa tax system is not
determined only by appropriate legal regulation but also by the efficiency and integrity of the tax
administration. Another researcher Jenkins (1992) emphasizes that the tax system can never work
better than its tax administration, but even the best tax administration would certainly fail to turn
a bad tax system into a well-operating one. He also warns that many ambitious tax reforms failed

because of the inefficient tax administration.

The tax administration, therefore, must provide an e ven p laying field for business by ensuring

that all taxpayers meet their tax filing and paying requirements. Failure to bring business activity
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fromt he shadow eco nomy into t he t ax system p uts co mpliant t axpayers at a co mpetitive
disadvantage, and ultimately leads to an erosion ofthe tax base (Baurer, 2005). Baurer (2005)
further indicates that a w ell functioning t ax ad ministration, p erceived as treating all t axpayers
fairly and with respect, and concerned with co llecting only the proper amount oftax, will go a
long w ayt owards a chieving t he go al o fv oluntary c ompliance w hich benefits e veryone.
Therefore, bu siness t axpayers a long w ith o ther taxpayers be nefit froma well functioning t ax
administration system. Moreover, the tax system’s administrators must be able to understand the
system sufficientlyt o ( 1) pr ovide t imely, comprehensible g uidancet o taxpayers andt heir
advisers and, (2) are able to enforce the tax law and make appropriate collections. The growing
burden p laced o nt ax ad ministrators s ignificantly r educes e fficiency and impedes e ffective
interactions with t axpayers a nd ad visers ( American I nstitute o f C ertified P ublic Accountants,
2003).

The government of Ethiopia has established Ethiopia Revenue and Custom Authority in 2008 and
has be en able t o further s trengthen t ax a dministration t hrough a series o f institutional r eforms
(ERCA, 2012) . Currently it administers d ifferent types o ftaxes such as Income T ax, V alue
Added T ax, Customs Duties and Excise Tax among many others. Hence ERCA is supposed to
ensure taxpayers comply with the respective tax law and the work of the Ethiopian tax Authority
includes act ivities t hat co ver b oth co mpliance a nd cu stomer s ervice. F or ex ample, r evenue’s
range of functions includes: assessment, collection, audit and other interventions, anti-smuggling

and other customs functions and anti-avoidance.

In addition, many of the functions of tax authority of Ethiopia depend to at least some degree on
the voluntary compliance o f taxpayers. M oreover, large e lements o fthe tax system in E thiopia
are based on self-assessment™. In this context, there is a clearly potential to influence behavior to

improve co mpliance®*. I nthis study, the taxpayers’ p erception toward tax ad ministration w as

2 Self-assessment means; where taxpayers, with access to information and assistance from the
tax administration, calculate their own liabilities and refund entitlements, file returns, and pay tax
and claim refunds that they themselves assess. If they fail to make accurate assessments and pay
insufficient tax, or falsely claim refunds, they run the risk of being audited and subjected to
penalties

** Compliance in taxation has a broad meaning, it covers filing compliance (filing returns on
time), reporting compliance (reporting incomes correctly) and payment compliance (paying tax
due on time).
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assessed t hrought axpayers’ survey que stionnaire a nd in-depthi nterviews. Accordingly,
examining taxpayer survey result with this regard (Table 4:16) showed that there was scope for
improvement, both in filling up tax form and submitting the tax return and the decision o ftax

officials.

In addition to survey result above, the information obtained from the interview result indicated
that the o verall view o fthe business taxpayers was t hat s ubmitting t ax return is p erceived as
complex, w ith unfairly t ime c onsuming and compliance costs. The interview data also shows
that t he t ax authority’s internal co mmunications an d coordination w ithin t he t ax a uthority,
especially in the customs service, is minimal. As a result taxpayers, sometimes, fail to file tax
declarations. This also increases the burden on those taxpayers who try to comply with the tax

law, and discourages their future compliance.

Additionally, t he interview p articipant co nsidered t hat t ax o fficials t ake a n ag gressive s tance
towards taxpayers instead of timely responses to taxpayer inquiries, processing of tax refunds and
resolution o fp roblems a nd d isputes. I n ge neral, e xamination o f interview o utcomes int his
connection supports the survey data that 84.4% of the survey respondents felt the decision of tax

official towards tax returns is unfair.

Tax refunds are another problem area to be considered in the tax authority. Examining the survey
results with respect to how easily getting tax refund revealed that about 72 per cent of taxpayer
survey respondents were reported that it is difficult to get tax refund back easily. In theory, tax
refunds should be paid promptly following receipt by the tax authority of a tax return giving rise
to an excess credit. But, examination of survey responses in this regard showed that the taxpayers
unreasonably wait for two and more months to get refund. According to interview data, delays in
such refunds thus carry a s ignificant cost to the taxpayer. These results, therefore, suggest that
business taxpayers are not overly satisfied with how easily and timely get tax refund. Hence, one

can conclude that the tax authority’s capacity of refund processing system is not strong enough.

In order to promote tax compliance, the tax code is enforced by a s ystem of fines and penalties.

The incentives ofrational and selfish individuals to voluntarily pay taxes are pretty low because
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un d eclared income is not taxed, t herefore t he individual needst o faceac ertaint hreato f

punishment if he/she does not truthfully declare his/her income (Mubiru, 2009).

Feld & Frey (2002) argue that the tax code is enforced by systems of fines and penalties in order
to promote tax compliance. Tax payers need to face certain threads of punishment if they do not
truthfully d eclare a 11t heir income. O nt he o ther ha nd, C ummings, et al (2005) a rgue t hat,
although t here is c onsiderable e vidence t hat en forcement e fforts can increase t ax co mpliance,
there must be other forces at work because observed compliance level cannot be fully explained
by the level of enforcement.

One of'the tax law enforce mechanism is tax audit. In principle, the tax system is moving in the
direction of self-assessment, w hereby individuals and firms c alculate their tax liability d irectly
and submit r eturns a nd p ayments. A dministrative a ssessment, on t he o ther ha nd, r equires t hat

each taxpayer’s liability is calculated by a revenue official, using data supplied by the taxpayer.

The purpose of tax audits is, therefore, to determine if taxpayer returns have been prepared and
filed co rrectly. T his u sually involves a n e xamination co nducted at the t axpayer’s p lace o f
business. During the examination process, the auditor reviews the facts, circumstances, records,
and other pertinent information that supports the taxpayer’s return. Ultimately, the auditor makes
a final d etermination that the taxpayer’s return is: 1) Filed correctly (no changes), 2) Overpaid

(taxpayer is entitled to a credit) and 3) Underpaid (taxpayer owes additional tax).

The Ethiopian business tax regime is relying primarily on self-assessment and backed by risk-
based audit selection method. T he E RCA, t herefore, carries o ut tax field audits at t axpayers’
business premises or at o ffice depending on the complexity o fthe audit situation for e xample,
size o f business, di versity of op erations, to en sure ap propriate a mount o f income has been
reported by adopting correct tax treatments on business income and expenses in accordance to the
tax law. In any instance the record of the business taxpayer for example does not support the tax
computation and the taxpayer cannot provide reasonable explanation on the discrepancy, a 10%
to 50% penalty will be imposed.

As stated in the literature the primary objective of tax audits is to detect non-compliance i.e. non
submission o f income tax returns or nonpayment o f income tax by taxpayers in turn; this study

elicits respondents’ opinions on the course oftax audit, like on soundness and fairness in audit
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selection criteria and on the tax audit outcome (table 4:17). The result with these regard indicates
that the audit selection criteria and its procedures are not sound enough and taxpayers were also

unhappy with the outcome of audit result.

According to discussion made with the interviewee, majority of the taxpayers generally perceived
that au diting isa necessary e lement o fg ood tax system that ex amine t he filed r eturns t o
determine the correctness of self-assessed taxes. Therefore, the purpose of tax audits should be to
determine if taxpayer returns have been prepared and filed correctly and to educate taxpayer on
tax co mpliance matters. B ut, despite t he E RCA’s objectives o ft ax audits ar e t o en courage
voluntary submission of correct income tax returns, the taxpayers perceived that tax audits aim to
penalize t axpayers instead o fen courage v oluntary s ubmission o f income t ax r eturns. A sking
about au dit s election criteria, t he interview d ata found t hat t he p articipants s eemt o h ave a
misconception t hat tax au dits ar e e ither b ased o n cr iteria s election o r n ot. Thus, t axpayers

perceive poor understanding of audit selection criteria and they expect more transparence.

With regarding to audit outcome, the interview findings show that when conducting tax audits,
the taxpayers perceive that tax auditors appear to adopt a hidden approach and most of the time,
the basis for tax audit adjustments lack of transparency and consistency i.e. some taxpayers asked

to provide justification for tax adjustment and some asked for additional tax payment upfront.

In addition, the interview o utput also shows that the tax auditors were very goal orientated in
conducting their work; tax auditors seem to be very result based and more interested to find out
irregularities in the tax computations rather than correct and encourage the taxpayers, especially
in case o funintentional error. All this, thus, result incompetence and slow in finalizing the tax

audit and lead the audit outcome to unfavorable result.

With regarding to the tax penalty, it is obvious that the tax code is enforced by a system of fines
and pe nalties to promote tax co mpliance. T he incentives o frational and selfish individuals to
voluntarily p ay taxes ar e p retty low because u ndeclared income is not taxed, t herefore t he
individual needs to face a certain threat of punishment if he/she does not truthfully declare his/her
income. The individual should be fined by a penalty tax rate when tax evasion has been detected

(ECC, 2005; Mubiru, 2009).
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In Ethiopia, there are two types of penalty on the business profit tax, penalty on under statements
of the amount oftax and late payment. Penalties for non- or under-payment of taxes are defined
by law, for example the business taxpayer is liable for a p enalty in the amount of 10% o fthe
understatement or 50% if the understatement is considered substantial®and taxpayer who fails to
pay tax liability on the due date is subject to a penalty of 5% of the amount of unpaid tax on the
first day after the due date has passed and an additional 2% of the amount of tax that remains
unpaid on the first day o feach month thereafter and penalties are imposed for violations o fthe

VAT Proclamation®® (Ethiopian Chamber of Commerce, 2005)

Fromthe point of view of survey and interview result, imposing penalty is not sound enough. In
particular, penalties for non- or late payment of VAT, income tax, and customs are defined under
different separate laws, which are difficult to coordinate and to adjust as changing circumstances
require. Sometimes, more than one penalty was applied based on the same mistake. In addition,
in some cases the authority’s ability to enforce tax law is too complicate as they do not try to

identify intentional and unintentional mistake.

Overall, w hile p enalties were perceived to have some impact upon the compliance behavior of
taxpayers, from this study, there was a c lear message that the penalties should be supported by
other preventative measures such as educational programs. Lastly, based on the results from the
above discussion, one can safely conclude that the business taxpayer were not satisfied with the

overall law enforcement mechanism in Ethiopia.

4.3.4 Cash Register Machine and VAT Withholding on Business Taxpayers’ Satisfaction

One o ft he o bjectives o ft het axr eformag enda ist o1 mprovet he efficiency o ft het ax
administration. In order to increase revenue and curb corruption, a number of African countries
have implemented c omprehensive r eforms in t heir t ax a dministrations o ver the past 10t o 15

years (Devas, et al. 2001).

%> The understatement is considered substantial if it exceeds 25% of the tax required to be shown on the
return or 20,000 Birr

% Like; Unregistered taxpayers, issued incorrect tax invoice, engages in taxable transactions without
VAT registration, fails to maintain records required, and fails to file a timely return.
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Ethiopia has been o ne o f't he co untries t o introduce a major r eform o f its t ax ad ministration
system with the formation of an autonomous federal agency having its own legal personality, the
Ethiopia R evenue and Custom A uthority in 2008 (FDRE, 2008). The primary o bjective o fthis
reform was to modernize and integrate its operations in line with international best practice of tax
collection. U nder t his o ngoing p rogram, E RCA has implemented t he following k ey measures,
among o thers, ai med at en hancing r evenue ¢ ollectiona nd s ervice d eliveryt o taxpayers:
introduction CRM, Installation o f Cargo Scanners at the Ethiopian Air Port in Addis Ababa and
Millay c heck p oint, t he introduction o f P ersonal Identification N umber ( PIN), the Income T ax
self-assessment program. It is also in the process of implementing an electronic Cargo tracking
system a imed at ad dressing t he intractable p roblem of t he d umping of transit goods (ERCA,
2012). VAT withholding system is also one among many tax reform measures that the ERCA has

undertaken recently.

Although t hese r eforms have had a p ositive impact on tax revenue as well as co rruption, the
ERCA seems to have been unable to sustain its early successes. T his study, t herefore, tried to
investigate taxpayers’ view on the recent reform, specifically CRM and VAT withholding system

among others.

The Cash register machine program is one among many tax administration reform measures that
the ERCA has undertaken. CRM was introduced in August 2007 to ensure that sales are properly
recorded by registered taxpayers in the country (FDERE, 2007)*’. T his is initially focused on
improving compliance w ith V- AT r equirements by r eplacing t he manual pa per systemo f
remitting V AT r eturns t hat w as ¢ onsidered inefficient a nd straining. T he machine is a Iso
connected to the central computer of ERCA and allows it to be more accurate in its tax estimates
and to trace tax evasion. This devices offer unique benefits to traders and the Revenue Authority

alike by recording transaction data in such a manner that it cannot be deleted.

CRM also r educes t ax p reparation costs, r educes co sts o ft ax r efund ¢ laims a nd increases
efficiency in businesses. By now all large and medium taxpayers surely use C RM. This study
will therefore ascertain to what extent the taxpayers are satisfied to wards to use CRM. From the

survey findings, taxpayers have been satisfied with using CRM. In addition, the interview data

?” Considering all the advantages of sales register machine, ERCA has made business buy obligatory Cash Register
Machine imported by some recognized suppliers since February 2008 (ERCA, 2012).
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shows that it is interesting to use CRM in such a way that it saves time which was initially wasted
in perusing o frecord; reduction in tax preparation costs; good record ke eping-increases p rofit;
and also it in crease efficiency in b usiness. Therefore, a Ithough it is o bligatory t o use C RM,

business taxpayers have been satisfied with the introduction of CRM technology.

The result also clarified the problem related to CRM specifically the network system. There was
an intermittent interruption of network that prevents the flow ofdata in and out of the s ystem.
This has made the taxpayers as one of dissatisfy area that need to be improved. The reports of
Mesfen (2012) also support this finding that since 2010, around 45,367 taxpayers has been using
a total of 50,607 machines, nationwide. Out of these, only 16,675 (36 %) have thus far sent data
to the Authority, for the period up t o October 2012 due to poor network services. Given these
findings, it seems that simply adopting the ad vanced technology, without completely integrated

system of taxes (like own network set up), is not sufficient in increasing taxpayer satisfaction.

In 2003, the federal government of Ethiopia passed legislation to introduce Value-Added Tax as
replacement to sale tax (FDRE, 2002; Yesegat, 2009). Since then, VAT is the principal source of
revenue for the Ethiopian government.

In order to minimize the damage that may be caused attempts to avoid and evade the VAT and to
ascertain t he co llection o ft he accu rate a mount o f VAT by the go vernment, t he E thiopia
government h as r ecently e nacted r egulations based o nt he V AT pr oclamation N o 609/ 2008
(Amended V AT law) incorporated a new provision obligating buyers to withhold the VAT that
should have been paid to the s upplier o nt he d omestic t axable t ransactions or taxable service,
irrespective of whether both are registered for VAT or not, and transfer the withheld taxes to the
concerned tax authority (for whom the tax authority or office the tax agent registered for). VAT
withholding i s withheld ( retained o r d educted) by a V AT w ithholding ag ent at the time o f
payment to the taxable supplier or service provider and transfer to the tax authority the amount
withheld VAT during a month within thirty days. This provision is also supported and elucidated
by VAT directive No 27/2002 E.C. Under this only the V AT withholding agents are liable to
withhold the withholding V AT on their payments®. T herefore, VAT withholding agents must

?® As per the newly issued VAT directive No 27/2002, federal government agencies, Regional government
agencies’ City administration government institution and public enterprise are the withholding agents in
Ethiopia.
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withhold a portion ofthe VAT charged to them in respect of supplies of goods and services and
remit it to the tax authority (to whom it registered). And then, the business authorized to claim for
overpayments from the authority. This study, therefore, ascertain to what extent the taxpayers are

satisfied to wards to the current VAT withholding mechanism.

Accordingly, the survey findings suggest t hat business t axpayers have not s atisfied with V AT
withholding s ystem in ge neral. In a ddition, a st he in-depth interview o utcomes r evealed, t he
effect of VAT withholding is to put some businesses, in particular importers, ina more or less
permanent net credit position (creates enormous cash flow problems and a heavy financial cost to
business taxpayers), inw hicht heys eek V AT refunds fromt he E RCA e ach month. T his,
however, ha s led t o c ompliance p roblems, a s t hose s ubject t o w ithholding r ationally e xpect
delays in receiving refund, where it often takes several months, and sometimes more than a year,

to process refund claims.

In the literature, most countries have statutory deadlines for payment of VAT refunds. A common
feature o f V AT laws istoimpose a deadline ont hetax au thority t o p ay r efunds within a
prescribed p eriod starting fromthe time a claim for ar efund is made ( Harrison a nd K relove,
2005). Another a rgument in s upport of's tatutory d eadlines ist hat t hey help r educe corrupt
practices, t he rationale behind that if the law requires pr ompt r efunding (and this is properly
enforced), tax officials will have less opportunity to extract payments from traders in return for

speeding up refunds (or indeed paying them at all).

In case of Ethiopia, according to survey data, although the statutory time limit to VAT refund is
30, Itis no surprise that approximately 89 pe rcent of survey respondents (see figure 4:7) report
that the tax authority has not made refunds payments within a prescribed timeframe, it takes two
months and above. This indicates that business tax payers were not satisfied with the time it took

to receive their refund.

Overall, from the above finding, one can conclude that business tax payers were dissatisfied with
the current VAT withholding system as it creates cash flow problems and tax refund procedure

are often insufficient in guaranteeing that timely refunds will be made.
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Finally, the survey result (table 4.20 and table 4.21) and figure 4.9, shows the overall business
satisfaction and area to be improved. The result shows that there is one area to strength among
specified statements and several areas to be improved. Its strength is in making the tax forms

easily understandable and complete.

The other key message from this matrix analysis is that the tax authority should improve various
aspects of the tax system (the area of greatest concern in the figure 4.9 ), specifically providing
taxpayers w ith u seful and a ccurate t ax information, t axpayers aw areness creation ( especially
when new provision added to tax system and tax law is changed) and tax refund procedure. For
these particular i ssues, taxpayers’s atisfactionw as1 ess and taxpayers ar e look for h igh
improvement.

There are also other areas which need some room for improvement such as with tax policy and
Administration c apability, tax co llection mechanism, taxpayers’ services, taxpayer’s incentives
and inthe area o ftax audit selection. Inthese areasthere is low s atisfaction and need for
improvement. Based o nt he a bove d ata p resented an d a nalyzed, int he following c hapter

conclusion and appropriate recommendations are made.
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Chapter Five: Conclusions and Recommendations

This chapter provides the conclusions and recommendations from the study. The conclusions and
recommendations are derived from the findings of the study, which are presented in chapter four.

5.1 Conclusions

It is obvious that taxes are important s ource of government r evenue in both d eveloping a nd
developed countries. But the amount of revenue to be generated by a government from taxes for
its expenditure pr ogram d epends, among o ther t hings, o n the w illingness o f't he t axpayers t o
comply with tax laws of a country. E thiopian government has undertaking substantial measures
inr eforming a nd modernizing t he r evenue administration e xpecting its customer r emains
satisfied. However, t hisr eform hasno t yetb rings ther equired r esult ( still low r evenue
performance). Having t his as a gap, the main o bjective o ft his study isto e xamine business
taxpayers’ satisfaction with the various aspects o f business t ax system in E thiopia. T o achieve
this objective, the study adopted a s equential explanatory mixed method research approach. The
results of survey coupled with data obtained from in-depth interviews with taxpayers were jointly
used in analyzing the business taxpayers’ satisfaction. Accordingly, the finding of this thesis is

presented below.

Although tax reforms have been undertaken, a strong tradition of challenging the procedures and
rules of the tax authority has not taken root in Ethiopia particularly in the area of simplicity and
fairness. As a result, taxpayers are still complain regularly about high compliance costs, a lack of
clarity over tax regulations, arbitrary behavior of tax officials and a lack oftransparency in the
tax authority. In addition, lack ofaccess to information about rules and regulations, unfair tax
procedure makes taxpayers unaware o f their rights and exposes them to discretionary treatment

by corrupt officers.

Another finding in the study suggests that business taxpayer were not satisfied with the location
and accessibility of the tax o ffice as it is imbalance with number of taxpayer. Besides, the study
found that taxpayer are encountered a lot of inconveniences, partly from misconduct of the tax

officers like an impersonal, insensitive and heartless bureaucracy.
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Another important point reached in this study was that tax authority is not doing to the maximum
of their capacity to create awareness (educate) to the business taxpayers. In addition, the inability
of the tax authority to provide complete, prompt, and co rrect ad vice and guidance before and

after any tax reform had under taken, contributes to complexity and ambiguity to taxpayers.

The finding also revealed that submitting tax return, getting tax refund, tax law enforcement are
perceived as c omplex an d u nfair. M oreover, the s tudy r eached t hat taxpayers w ere more
dissatisfied with the current VAT Withholding system as it creates enormous cash flow problems
and a heavy financial cost to the business taxpayers. On the contrary, taxpayers were satisfied
with the use of CRM technology.

Finally, the findings noted that business taxpayers had a general negative view or dissatisfaction
towards t he Ethiopiant ax s ystem. The ke y message arising o ut ofthis study istheneedto
organize tax s ystem systematically an d 1 ogically an d further s implify t he t ax p olicies and

procedures and thereby moderate complexity.

5.2 Recommendations

As indicated in the literature review, the desired objectives of tax policy can be achieved only
when it is properly administered. Failure to properly administer the tax, therefore, defeats its very
purpose an d t hreatens eq uity. Therefore, one of the most important p olicy prescriptions for

simplifying tax system is creating a tax system that is rational, equitable and simple.

The primary responsibility of tax authority is to ensure compliance with tax system. At the same

time, they should ensure that the tax system is simple, transparent and minimize compliance cost.
Thus, the authority should aim to simplify and clarify the tax policy to motivate taxpayers to pay
taxes. Especially, while changing the tax law (system), consultations should be held with the

business taxpayers.

The u se o f information t echnology au tomates g overnment a ctions a nd pr ocedures, r educing
delays and face-to-face contact. It builds transparency and trust by sharing information with the
public and making them more aware o f their rights and privileges. Therefore, it is better to use

information t echnology like e -tax so as t o r educe t he interaction between t axpayers a nd t ax
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officials, t hereby reducing c ompliance cost and the o pportunity to engage in co rrupt p ractice.
However, information technology alone is not sufficient if the authority does not recognize the

need for skilled tax officials and a completely integrated tax system.

Tax authority should step up to their duty o f promoting awareness. The awareness should not be
about laws and penalties alone but also on needs and justifications for tax. In addition, taxpayers
are entitled t o have up-to-date i nformation o n t he o peration o ft he t ax s ystem and the way in
which t heir t ax is assessed. A 11t he information p rovidedt o taxpayers shouldr eflect t he
complexity o f't he s ituation, t hereby e nabling t hem t o un derstand b etter their t ax a ffairs. T he
authorities mayu sea varietyo f meanst o f ulfill t his o bligation: information p amphlets,

taxpayers’ charters, the telephone or oral statements, video guides.

Many of the tax officials still have to learn and practice how to deal with taxpayers in a fair and
professional manner and should be provided with effective orientation on the basic principles of
good tax administration. The officers should also be given intensive and repetitive training for
improving their attitude and promoting code of conduct, with emphasis on ethical values, such as
integrity, honesty, public service, justice, transparency, accountability, and rule of law. This will
help them to follow up on issues raised by the taxpayer and give feedback timely, provide quick

resolutions on queries raised by taxpayer.

Customer surveys should be introduced to find out the view of taxpayers and obtain regular
feedbacks on tax affairs. This would help in identifying areas of weaknesses so as to devise

means for improvement.

The researcher observed that in literature, reducing tax refund time had a p ositive impact on the
voluntary compliance. The researcher would therefore suggest that tax refund time be reduced in
the authority especially refund from VAT withholding as this would reduce taxpayers’ cash flow

problems.
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Appendix

Appendix 1: Business Taxpayers' Satisfaction Survey Instrument (English Version)

1\ ﬁu'ww.r'b‘g

(Sunge (750}

Addis Ababa University
College of business and economics
Department of Accounting and Finance

Dear participant

This p roject i s e ntitled Business Taxpayer’s S atisfaction w ith the Tax S ystem: T axpayers in
Addis Ababa: the case of federal business taxpayer. The investigator is Temtime Debere who is

currently an Msc (in Accounting and Finance) student at Addis Ababa University.

The aim o fthis project isto assess your satisfaction ( perception) w ith t he v arious as pects o f
business t ax issue in o rdert o e nable the government, pa rticularly t ax a uthority improve
themselves and its services more e ffectively. T o supplement t he d ata o btained from d ifferent
sources, the investigator s eeks to gather r elevant information froma sample o £200 b usiness

taxpayers by means of self-administered question using semi structured questionnaire.

Participation in this project is co mpletely voluntary, the questionnaire results will be recorded
anonymously and s trict confidentiality w ill be maintained. I ndividual r esponses w ill notb e

identified in the investigator’s Msc thesis.
For further information please contact Temtime Debere by the following address.
Tel:- 0913 82 10 53

Email:- teme.debere@gmail.com
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Section I A: Respondent’s Background

For each of the following questions/items, please indicate your choice from the list, and show
your choice by putting V in the box along the selected item.

1. Please indicate your age.

20 - 30 years 1
31- 40 years 2
41-50 years 3
Above 50 years 4

2. Please indicate your gender.

Male 1

Female 2

3. Please indicate your educational qualification.

Below 12 grade 1
Grade 12 completed 2
Diploma 3
First degree 4
Masters degree and above 5
Others

Pleases 6
specify
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4. Please indicate your position in the business.

Owner 1
Manager 2
Employee 3
Owner/manager 4
gf;lzre specify ...l I:I 5

If your answer is, Employee please tell us your position

5. Please indicate how long you have been working on tax related issue.

Less than | year 1

1-5 years 2

6-10 years 3

More than 10 years 4
6. Please indicate the frequency of your visit to ERCA.

On average 2 visits a year

On average 3 visits a year

On average 6 visits a year

Monthly

Not applicable

101



7. When was the last time you visited the Tax Office?

Less than 1 month ago 1
3 months ago 2
6 months ago 3
1 years ago 4
Never 5

Section I B: Company’s Background
For each of the following questions/items, please indicate your choice from the list, and show

your choice by putting V in the box along the selected item.

8. What is your company’s main Business activity?

Manufacturing 1
General Trade (wholesale and or retail ) 2
Services 3
Others,

Please specify 4

9. Please indicate the legal form of your business

Sole proprietorship 1

Partnership 2
Privet limited company 3
Share company 4
Others,

Please specify 5
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10. Please indicate how long your company has been in business

Less than 1 year 1
1-5 years 2
6-10 years 3
More than 10 years 4

11. How much turnover did your company have in 2011/12 fiscal year (2004 Ethiopian
calendar)?

Less than Ethiopian Birr (ETB) 100,000 1
ETB100,000 to ETB500,000 2
ETB500,000 to ETBS5,000,000 3
ETB5,000,000 to ETB15,000,000 4
More than ETB15,000,0000 5

12. What taxes have you been paying to the government (multiple answer is possible)?

Business profit tax 1
Value Added tax (VAT) 2
Others,

3
Please specify
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13. Please indicate ERCA office that you pay your tax liability/obligations.

Eastern Addis Ababa branch 1
Western Addis Ababa branch 2
Large taxpayers office (LTO) 3

Section I1: General Perception on Tax

14. Please indicate your agreement or disagreement to the following statements

()
()
[
) <
> 9 o © . >
oo — oo = ) oo N
C 0+ T N > o o < c
o ® D Q oo o
5.0 [a) P < =]
0 0O (V2}
14.1 | Failure to pay taxes leads to strict punishment
14.2 | The government is fairly levying taxes
14.3 | The government has clearly defined tax policies
14.4 | The tax procedure are clear and simple
14.5 | Amount of taxes to be paid to the government is
generally high
14.6 | Tax audit selection procedure is sound enough
14.7 | My neighbors and friends are reporting and paying
tax honestly
14.8 | Tax authority solve your complain properly
14.9 | It is every ones responsibility to comply with the
tax laws
14.10 | It is everyone’s responsibility to pay the correct
amount of tax
14.11 | I keep up to date transaction records and books of
accounts.

15. How high/ low are the tax rates in general in Ethiopia?

I.Verylow [ ]2.Low [ ]3.Medum [ | 4. High [ ] 5 Veryhigh [ ]
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Section I11: Taxpayers' satisfaction with tax system

16. Kindly rate your responses on the quality of services provided by ERCA on five scale ranging
from ( 1-very poor to 5-very good)

SRR T .2
55 5|52 B |82
> o S |2 ~ & |» 3
Y -V &) &)
16.1 | Location and accessibility of tax office/
convenience
16.2 | Ease in locating and contacting appropriate person/
officer in the tax office (direction signals)
16.3 | Friendliness and behavior of tax officials
16.4 | Length of time taken to complete your task/tax
matter
16.5 | Fairness of tax officials in dealing with tax matters
16.6 | Attitude of tax officials towards solving your
problem
16.7 | Overall satisfaction with the service provided by
tax officials
17. Have you ever participated in the training /education/ aw areness d evelopment programs

18.

19.

20.

conducted by tax authority?

If your answer to question number 17 above is yes, do you believe that awareness creation

1. Yes |:| 2. No |:|

program organized by ERCA is satisfying business taxpayers?

Have you been consulted by ERCA officials before their adoption of any recent reform

| Yes | | [ No | |

such as VAT withholding, cash register machine etc?

1. Yes [ ] 2.No [ ]

Are you happy or satisfied with the present system of VAT withholding?

I Yes [ ] 2. No
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21.

If your answer to question number 20 above is NO, please explain the reason
why you are not happy with VAT withholding scheme

22. Are you satisfied with the current VAT collection system /using cash register machine?

1. Yes
Ifyes

2. No [ ]

1. Justok |:| 2. Satisfied

23. If your answer to question number 22 above is No, Please explain

[ 1 3. Very satisfied

[ ]

24. How do you rate the ERCA’s responses regarding the following point

= ©
8 = 8
©
g G = 8 < g
] o N [} o )
> o 2 (U] > n
23.1 | Timely responses when cash registered
machines breakdown
23.2 | Timely responses when power off to use
cash register machine
23.3 | Timely responses when net work that
connected to cash register machine off
25. Kindly rate your response on the tax procedures of tax office on a 5 point scale ranging
from “Very Poor” (1) to “ Very Good” (5)
Tax procedure =
8 T s s %)
& N8|G = =
- 5 |5 3| z3
22 8|22 & |26
24.1 | Easy in filling up the forms
24.2 | Simplicity in procedures in submitting tax returns
24.3 | Fairness in decisions of the tax officials
24.4 | Ease in getting tax refund
24.5 | Overall tax procedures
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25. If your business is due for an income tax refund or VAT refund, how long does it take to

receive the refund after submitting the income or VAT return?

Day 1 Weeks 2 1 Month

2 months and more

26. Are you satisfied with present refund procedure?

1.

Yes [ ] 2.No L[]

If “No” please explain

27. For each of the following statements, please indicate your agreement or disagreement on a 5
point scale ranging from “SD -strongly disagree” (1) to “SA - strongly agree” (5)

strongly
disagree

1

Disagree
2

Neither
3

Agree

Strongly
Agree

Imposing penalties is sound enough in

27.1 | Ethiopia.
The criteria for selection of taxpayers for

27.2 | audit and auditing procedures are fair and
sound enough.

27.3 | Generally, tax audit outcomes are fair and
acceptable

27.4 | I’'m satisfied with the present system of
audit and investigation

27.5 | Ingeneral tax law enforcements are fair

and acceptable take
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28. Kindly rate your response on the following with regards to tax information and tax
document on a 5 point scale ranging from “Very Poor” (1) to “Very Good” (5)

= ] | = < <
5Z | T |Eal = | B3
>3 3 |27 8 |>28
g & | & G) &)
28.1 | Availability oftax information
28.2 | Ease in understanding the available tax
documents
28.3 | Content and coverage of the tax
documents (simple to fill )
28.4 | Overall satisfaction with tax documents

29. Please select how often you get tax information from the tax office/frequency of time.

Never Rarely
1 2

Once a week
3

About 2-3 times a week

4

Daily
5

30. How satisfied or dissatisfied were you with the following aspects of the information?

Very
unsatisfied

Unsatisfied

Moderately
satisfied

Satisfied

Very
satisfied

Usefulness of'the information

Accuracy of the information

Timeliness of the information

31.

A, How do you rate the overall business tax system in Ethiopia in each of the

following area (performance)? Generally, how satisfied are you as a taxpayer In each of the

following area?

Possible performance

-
3

o S
> @]
o (a8
> -

Neutral
3

Good
Very

good

Tax policy and Administration issue

consultation sessions

Taxpayers educating, awareness creation and

Generally, availability, accuracy and usefulness
oftax information to taxpayers
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Simplicity of collection procedures and
transparent | | |

Overall service provided by tax officials (timely

and adequately ) | | |

Over all tax refund procedure like VAT

withholding

Understandable and completeness of tax forms | | |

Taxpayers rewarding system | | |

The criteria for selection of tax payers for audit

and auditing procedures

32. B, How important or unimportant are each of the following measures that the government
should undertake to you in order to improve the tax system.

Possible measures .- & =
T ® © — <
o T ol © g
> 0 - ) =] - S o
5 2 5 2 ~ g g.

important

5

Very

Improving tax policy and Administration |

1Ssue

Educating the taxpayers and conducting
awareness creation and consultation sessions | | | | | |

Provide useful and accurate information to
taxpayers | | | | | | | |

Making the collection procedures simple and
transparent | | | | | | | |

Improve the tax refund procedure like VAT
withholding

Provide adequate and timely services to
taxpayers

Making the tax forms easy to understand and
complete | | | | | | | |

Rewarding taxpayers i.e. giving a trophy for
being best taxpayer, | | | | | | | |

Improve audit selection and auditing
procedure

33. Please provide the researcher with any suggestions/ comments you may have with
regard to business tax system in Ethiopia
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Thank you very much for your cooperation!!!!
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