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Abstract

Governments of developing countries endeavor tatermmodern tax systems. However most
of these developing countries are burdened withkwtea administration and tax payers’
resentment towards taxes. Tax payers’ resentmahhance non compliance may be due to
tax payer’s perceptions about the tax administratand other aspects of the tax system.
Following Growth and Transformation Plan (GTP) govaent of Ethiopia has introduced a
new era in social and economic areas of the courtrijas been observed that, along with
this growth there has been an increased governmspending and deficit financing. It is
believed that modernizing tax system and broadetdrgbases promotes economic growth
by encouraging saving and investment. The godiisfstudy is to investigate Tax assessment
and collection challenges and causes with regardategory “A” tax payers found in Arada
sub-city. The researcher distributed self admimeddesemi structured questionnaires to tax
payers and selected tax officers. In addition theearcher used in- depth interview with
related tax officers in the ERCA Arada Sub- cityalbifiax Payers’ Branch Office. The study
was based on descriptive analysis. The findingscated that there exists inefficient and
insufficient number of tax assessment and colleatifficers in relation to number of tax

payers in the sub city. Moreover, most tax payesk |sufficient information of tax
9



assessment procedure applicable rules and reguisfitack of clear, transparent and up-to-
date information and training on new technology.rtRarmore, tax officers are non

motivated, lacks adequate skills, lack of audivflap and prompt decision. Due to this and
other reasons identified in this study, non comm& evasions and corruption are

increasing in the system.
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Chapter One
1. o. Introduction

1.1. Back ground

Tax is defined as a "a compulsory contribution péydly an economic unit to a government
without expectation of direct and equivalent retdrom the government for the
contribution made ” (Bhatia, 2003).

Tax administration refers to the identificationtaxk liability based on the existing tax law, the
assessment of this liability, and the collectiammspcution and penalties imposaa recalcitrant
taxpayers. Tax administration, therefore, covewdde area of studygncompassing aspects
such as registration of taxpayers, assessmenignsefprocessing, collection, and audits
(Kangave, 2005).

Tax administration therefore, should aim at impngvion laws regarding the registration,
assessment, collection revenue, and exploiting takation potential of a count(orld
Bank, 1991). Taxes are the primary sources of gowent Revenues. Whereas taxation
polices depend on the socio-economic and polistaicture of country .In Ethiopia, taxation
come in to being with the emergence of state aneergonent but there is no concrete
documentary evidence as to when taxation was gxattbduced.

In the 18" century written stories of Atse Zeryacob indicateat taxation was introduced
previously in Ethiopia. In those eras tax was gayddifferent social groups to government,
feudal lords and priests. Besides these documgmowe that Atse Zerayacob had for the
first time enacted regulation for the collectiontax from those persons who bread cattle. This
regulation can be taken as evidence for the presehd¢axation system on and before the
government of Atse Zarayaecob. .(Addis Ababa Chansbecommerce, History of tax in
Ethiopia, September 1996, un published Handout.)

For most of the people who lived before Ats Zaragdeera, agriculture, hunting and
handcraft were means of live hood. Hence, peomd tiseir cattle and agricultural products to
contribute as tax. Farmers were required to paytenth of their products (as called Asrat). In

addition to their products, they were forced toegservices. The tax revenue was spent for
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government works, feudal lords, priests, and mmjitaurposes. .(Addis Ababa Chamber of

commerce, History of tax in Ethiopia, September6, 26 published Handout.)

In general, a kind of traditional tax system waacticed at that era. This traditional tax system
can be explained in two forms: There were paymienkind and unstructured tax systems. As
we have seen above, in this traditional tax sydtenmden was laid on farmers. Though such
burden was tried to lessen by emperor Tewodrosiemanent, strong change had been taken
place by emperor Menelik. .(Addis Ababa Chambetahmerce, History of tax in Ethiopia,
September 1996, un published Handout.)

Menelik, in 1904, had put a regulation that requif@mers to pay only one —tenth of their
products and service taxation was excluded. Keefig) improvement taken by emperor
Menelik, other improvements on tax and tax systeemewnade by emperor Haileselassie.
Under the emperor, aimed at achieving the fiscaltrob of collection of all revenues and
financing of every program by central governmentegal and institutional mechanism of
taxation was established. There were a numberamigmations and legal notices as statutory
bases for income taxes during that regime. Taxaad,|lemployment, and business taxes were
also introduced. Personal and business income teaeslevied, charged and collected under

four schedules.

Income from employment.

W

Income from agricultural activities.
C. Income from rent of land buildings used for otheart agricultural purposes.
D. Income from businesses, professional and vocdtiaseupation, the

exploitation of woods &forests for lumbering purpesand from interest.

Towards the end of the imperial period, with a mgjaof the population living at subsistence
level, there was limited opportunity to increasgeta on personal or agricultural income.
Consequently, the imperial government relied onviddal taxes (customs, excise and sales)
to generate revenue. For instance, in the earlp4 8kes on foreign trade accounted for close
to two- fifths of the tax -revenues and about dmedtof all government revenue. At the same
time, direct taxes accounted for less than onetibiitax revenues. .(Addis Ababa Chamber of
commerce, History of tax in Ethiopia, September6,98 published Handout.) During the"

Dergue” regime, the taxes were similar to thoseosep during the Haileselassie regime

12



except that wider tax bases and increased tax. rates proclamations related to different
components of taxes were the amendments of thaopieyproclamations or regulations or
decrees. The Dergue regime partially alleviatedtdixeassessment & collection problems that
existed during the imperial period by delegating thsponsibility for collecting the fee and
tax on agriculture to peasant association whicleived a small percentage of revenue as
payment. Despite the 1976 changes in the tax stejcthe government believed that the
agriculture income tax was being under paid, lardpelcause of under assessment by peasant
association. .(Addis Ababa Chamber of commercetoHisof tax in Ethiopia, September
1996, un published Handout.)

After Dergue regime, in the period of transitiogavernment with the establishment of the
regional governments; major changes took placeha taxation policy of the country.

Accordingly, regional governments have legislatigrecutive and judicial powers. They are
given tax and expenditure assignment powers inrotdeaccomplish their duties and
responsibilities. During this period, tax baseshsas tax on mining activities and on capital

gains were introduced.

In most developing countries, like Ethiopia, theereue generated by the governmenguge
less than the expenditures spent. This low reveneld gf taxation can only be attributed to
the fact that tax provisions are not properly enfdregher on account of the inability of
administration or on account of straight forward collusietween the tax administration and
taxpayers. .(Addis Ababa Chamber of commerce, Hisibtgx in Ethiopia, September 1996,
un published Handout.)

According to the new constitution of Ethiopia, the Federal @eatic Republic of Ethiopia
would comprise a federal state and member states, in vidotth organs shall have their
respective legislative, executive and judicial powers. A nurabehanges have been made in
the tax policy of the country pursuant to the structurahges. The new tax reform program
and restricting hand two broad categories aimed at beeing the tax legislation and
improving the tax administration. In line with this, the prociom and regulation that cover
tax payables on business undertaking are the statutorg fmasmcome tax assessment and
collection. As compared to the previous ones, the curm@agmation reduced tax rates on
business income as a measure of the tax reform pragranogress. The reduced tax rate is

believed to serve as an investment incentive.
13



The main purpose of generating revenue from varieagrces is to finance public

expenditures. The government generates revenuetéorand other non sustainable sources.
Taxes, public borrowing, sale of public assetspme from public undertakings, gifts and

donation, fines, fees etc... are the sources of publWenue to finance expenditures of the
government. The collection of money by governmeoif the available sources of revenue
needs the availability of government, foreign awothdstic creditors and donors, efficient tax
system and awareness of the society regardingshefutax payment for government and its

contribution for the development of the country¢c®eomy.

From sources of revenue explained above, tax ishesustainable source of the government
revenue. Tax can be direct tax on employment ing;dmusiness income, rent income and
other incomes such as royalties and chances etgeVwé, limiting the collection of tax only
from direct incomes narrows the tax revenue of gbeernment. As a result of this, taxes
should be collected from indirect sources as wifle collection of indirect taxes such as
value added tax, excise tax and customs dutiesaserthe revenue of the government. This
enables the government to achieve its objectives mograms and reduces the country’s
dependability on loans and donations. To avoid rtegative attitude of the society on tax
payment, a well designed tax system is necessaaddition, educating the society regarding
its obligation and the purpose of tax collectiomimizes the wrong attitude of the tax payers.
The tax payers do not get information on how theegoment spends the money collected
from tax and the works that are performed by tkeeir payment. .(Addis Ababa Chamber of
commerce, History of tax in Ethiopia, Septembergl 3% published Handout.)

To increase the revenue of the government and émage appropriately as well as levy fair
tax, business income tax payers are classifiedarcategories of “A”, "B” and “C” based
on the volume of their annual sales and form ofirlmss.(Addis Ababa Chamber of

commerce, History of tax in Ethiopia, September6, 26 published Handout.)

Ethiopian Revenue and Customs Authority (ERCA}his body responsiblevith taxes at
federal level .In Addis Ababa, there are differéam administrators at each sub city, in
which Arada sub city is one. ERCA focuses on thoseple and vehicles that may involve in
the act of bringing into or taking out of goods,igthcustoms duty and taxes are not paid and
whose importation or exportation are prohibiteddywy. The authorit)conducts investigation,

audit and prosecutes offenders. In the attempt tdhdige itsresponsibility, the authority
14



closely works with the Federal Police, Standardirafuthority, Ministry of Health and
Immigration Service and with other stakeholderste@ary "A”, shall include any company
incorporated under the laws of Ethiopia or in aefgn country, for example Private Limited
Companies Share Companies and ny ather business having an annual turnover of Birr
500,000 (Five hundretthousand Birr) or more.

There are ten sub cities in Addis Ababa that agaged in administering taxes from Category
“A” and Category “B” taxpayers. Besides the diffgr&Voredas found in each sub city are also

dealing with taxes on Category “C” taxpayers.

The study focus is on category “A” taxpayers theg tound in Arada sub city. This
category is required to maintain proper books ebant and other necessary documents for tax
purpose (council of Ministers, 2002). There areual?,083 taxpayers in Arada sub-city in the
year 2004 e.c. of which category A, B and C acmouot 2,054, and 5,420 and12, 609,
respectively. On the basis of the above backgrotimd, study is initiated to examine the

challenges of Category “A” taxpayers found in Aradid city.

1.2 Statement of the problem.

To finance its expenditures a government may aeqgfuind from the service given by the
government, tax, loan and donation. From all sauafefinance, tax is the major sourde.
principle, government could use both domestic andreakeources of finance that a country
cantap to finance the deficit. The government colldcsggnificant amount of revenue
including grants, which could not fully finance the tatgpenditure.

Ethiopian government revenue and grant performancagl@010/11 was Birr 85.6 billion.
This accounted for over 99% of the annual budget aodvesth a 29.2% increase from the
previous year. Out of the total resources, Birr 69.1 biM@s collected from domestic sources
(104.5% of the annual budget), while the grant compioaemunted to Birr 16.5 billion. The
grant component was less than the planned amount (8§2&%pugh there was some
improvement from the previous year. During 2010/11, citimeevenue collection and tax
revenue increased by 28.3% and 36% respectively aechpaith the previous year. As a
share of GDP, the total domestic revenue collection acabdotel3.5% which was lower
than that of 2009/10 (which was 14.1% of GDP).

15



Table 1.1: Summary of general government revenusbyponent (In Million Birr)

2010/11 2009/10 | Difference
from

Actual as 2009/10 in

Sources Budget Actual | % Budget | Actual %

Total revenue and grant 86,165 85,612 994 66,240 29.2
Domestic revenue 66,172 69,120 104.5 53,864 28.3
Tax revenue 56,173 58,981 104.9 43,318 26.2
Direct taxes 19,517 19,550 100.2 14,906 31.2
Indirect taxes 36,656 39,431 107.6 28,412 38.8
Domestic indirect taxes 13,225 15,705 118.8 10,727 46.4
Foreign trade taxes 23,431 23,726 101.3 17,685 34.2
Non tax revenue 9,999 10,139 101.4 10,546 -39
External grants 19,992 16,491 82.5 12,376 333
Grant in kind/earmarked 0,445 6.859 72.6 5,561 23.3
CPF/DBS grant 10,547 9.633 91.3 6,816 41.3

Sourse:MoFED

However, in most developing countries, it is a cannmphenomenon to noticserious
problems in developing adequate tax systems thaifgea government taufficiently
finance its expenditures. Ethiopia has both medand long term visions. Its medium term
vision is to achieve the Millennium Development Go@DGs). This should be achieved at
the end of the implementation of the five year pleamed as the Growth and Transformation
Plan (GTP). The planning period for the GTP spaesieriod 2010/11-2014/15. Its long term
vision, on the other hand, is to build on the aohmeents of the GTP and become a middle
income country in the coming ten yeaFollowing Growth and transformation Plan (GTP)
government of Ethiopia introduce a new era in dca@ economic relations and institutions
in the country. Along with this growth, it has bealserved that thereas been an increased
government spending and deficit financing. It is ba&dthat modernizing the tax system and
broadening the tax bases promotes economic growtméyueaging saving and investment.
Furthermore, due to the great encouragemamd aonducive environments like
investment opportunities created by the Ethiopian govemhmnew firms are emerging
surprisingly, As a result of these developments, the agistystem of income tax needs to be
adjusted to the basic principles of fiscal treatment in arfraket economy. However, the

amount of tax revenue for the government is not increapnogortionately so often a
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decreasing trend was observed. Accordingly, hugavorable variance is observed in the
performance report. Consequently, huge amount afemnaéhat should have been paid is not
really collected by the government, which couldénbeen used to meet the various objectives of
a governmentMoreover, the prevalence of such significant defi@tnands the government
to improve internal revenue generating activities to reducpeddence on foreign
funding ERCA arada sub city small tax payers branch officenis of the organs of the
government which is given the power to decide assas<allect government revenu€ax
administration has to secure compliance with teslby applying an array oégistration,
assessment and collection procedures. Tax administraiiould aim at improving olaws
regarding the registration, assessment, collectexenue, and exploiting fullyaxation

potential of a country.

Therefore, identifying the problems on tax assessmahtcahection at each tax office will
help the government to take corrective action when neastdeds to boost its income.
Accordingly, this study tries to identify the prebis on the tax assessment and collection

activities of the Arada sub city revena@ministration.

To this effect, the research will attempt to answerfollowing questions.

1.3. Research questions

1. How effective and efficient is tax assessment and collectigstem for
category 'A’ tax payers in Arada sub-city?

2. What problem or challenges are there which impede assessment and
collection at Arada sub city?

3.  What policy interventions are needed to rectify these praitem

1.4 Objective of the study

Based on these research questions we have determinexbjdwive of this paper is as

follows.
1.4.1. General objective

The general objective (purposes )of this researchrpape investigate the problems facing
tax payers and tax collecting party in the tax assessmeéntalhection practices pertaining to

category "A” tax payers in Arada sub city.
17



1.4.2. Specific Objectives

The problems explained in the statement of the Iprobleads to describe the following
specific objectives.

» To assess tax assessment and collection pracfites sub city.
> To identify main problems and causes of the prolié@my) on tax assessment
and collection in the sub city.
> To know how effectively problems (if any) are hasalby the sub city.

» To assess the tax payer’s knowledge and awarehesstaxation.

1.5. Significance of the study

The findings of this study may give clear underdtag of what problems are there and how
those problems were handled by both tax payerdfdnanistrators. Thus, the government will
be able to adopt a comprehensive strategy, andmizi@ithe observed tax administration
problems to increase tax revenue. At the end ofthdy a clear picture will emerge showing
the tax assessment and collection is taking plabe.revenue bureau may use this finding to
revise its strategies concerning tax assessmentcaltection. Furthermore the results of

finding will serve as a reference for other reskars on this area.
1.6. Scope and limitation of study

The study is limited to category “A” tax a payerhigh are found in Arada sub-city and data

collection is also addressing only 45 employeabefffice and 50 tax payers.
1.7. Organizations of the thesis

This thesis is organized into five chapters. That Ghapter presents the introduction. $seond
chapter shows the literature review while the tlihdpter contains briefescription of
the research design and methodology. The fourtiptehgresents and analyzes the results.
Finally, chapter five presents the conclusionsrasdmmendation of the study.

18



Chapter Two
2. Literature Review

This section presents a brief review of existingottetical and empirical literature of tax
administration. At the end of the review, an attengpmade to summarize the major
drawbacks of the existing empirical studies andiémtify the knowledge gap to be filled in by

further investigation.
2.1 Theoretical Review of Tax Administration

Tax administration refers to the identificationtak liability based on the existing téew,

the assessment of this liability, and the collectiprosecution and penalties imposed
recalcitrant taxpayers. Tax administration, themefocovers a wide area of study,
encompassing aspects such as registration of tarpagssessments, returns processing,

collection, and audits (Kangave, 2005).

The low revenue yield of taxation can only be httred to the fact that tax provisions are
not properly enforced either on account of the iiitsgbof administration to cope with
them or on account of straight forward collusionween the tax administration and
taxpayers.(World Bank, 1999).

Since taxes are an involuntary payment for govemnservices, taxpayers have a strong
inventive to minimize their tax liabilities eitheghrough avoidance (legal) or through
evasion (illegal). Tax administration has to sectwenpliance with the laws by applying an
array of registration, assessment and collectiaocemures. How a government can keep
taxpayers from doing these activities, and thusessfully avoid tax evasion dependsthe
nature of economy’s actual tax base. Tax admiristraherefore, should aim ahproving
on laws regarding the registration, assessmenieatmn revenue, andxploiting fully

taxation potential of a country (World Bank, 1999).
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2.1.1 Legal Structure for Effective Tax Administraton

The legal rules required for effective tax admirggsbn might be categorized under four broad
headings:

* Rules for the establishment of an individual's liakility;
* Rules establishing a system of appeals from thalimssessment of tax;
* Rules for the collection of taxes that have be¢aldished to be owing; and

* Rules relating to tax offences and their punishment

The importance of a sound legal structure for ¢ifectax administration and the
importance of incorporating principles that will furthtex compliance in the design of that
legal structure. Since each stage of the administratoveeps is dependent upon thiger, to
achieve a significant improvement in the overdiéetiveness of the taxdministration
each element of the legal structure needs to hbigries for maximuneffectiveness (Asian
Development Bank, 2001).

In addition to the legal structure for tax admirasibn, obviously, the organizational
structure of the tax administration is also of crucial imgare. According to the Asian
Development Bank, 2001, the range of issues thatrba resolved, in this regard,

include:

= Agreement of autonomy from the executive branch

= Accountability to legislative assembly

» Relationship to the Ministry responsible for the tax legistati
» Type of organization structure in relation to taxes adnaresl
= Decentralization

» Personnel policy

= Policies for internal audits

= Mission statement and strategic plan
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2.1.2 Importance of Tax Administration

According to Asian Development Bank, 2001, tax adstration dictates tax policy.

Indeed, tax administration and compliance issuegrone the broad evolution of tax
systems. The shift in industrialized countries ogecentury ago from reliance on excise,
customs and property taxes to corporate income @odressive income taxes can be
explained, in large part, by the relative declimetie rural sector, the concentration of
employment in large corporations and the growirtgrdicy of the population. In recent
years, the shift away from these taxes - corponateme and progressive individual
income tax - and toward tax systems that rely mmmebroad-based consumption taxes
such as the value-added tax, flatter rate strustuamed the adoption of “dual income
taxes,” in which a progressive tax on labor incommeaccompanied with a low flat-rate
tax on capital income, as adopted in certain Scawéin countries, can be explained, in
large part, by the forces of globalization and ttgw@ments in financial innovation and the
inability of tax administrators to develop techrgiks to cope with these forces and

developments (Asian Development Bank, 2001).

In tax reforms there is a close correlation betwseocessful tax policy and efficient tax
administration. In other words, there is no goox pmlicy without efficient tax
administration (Jenkins, 1994).

Over the past century, changes in the size of govents themselves, and differencesha
relative size of governments around the world, lmarexplained by changes adiifferences

in the environment, resources and technologiesladl@ito the country’s tax administrators
(Asian Development Bank, 2001).

Aside from the role of tax compliance and admiaistie issues on the evolution and
general features of the tax system, there is nctoue that administrative considerations
influence, and often impose decisive limits, ontigatar tax laws. Most obviously, the
failure to tax all sources of economic power, sashthe imputed rental value of homes or
accruing capital gains, are often justifiey beference to practical concerns of
administer ability. It is futile to design a compland sophisticated response to a tax
policy problem if the rules to implement the regiro@nnot be administered (Asian
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Development Bank, 2001).

Ensuring that taxes are collected from those whedthem has always been an elusive
challenge for tax departments. It has never beey &a collect taxes from lawyers who

take cash for a Saturday office visit; waiters wiegeive most of their income as tips;
landlords who collect rent in cash; small businpseple who skim part of their profits or

hire people off the books; cash-only window cleanepofers and painters; or large
corporations that contract out to sweatshops. # Ib@en even more difficult to collect

taxes from crack cocaine dealers, smugglers, hit ar& hit-women, and those who
make their living defrauding and extorting theiieots. The underground economy has
always been diverse and even vaster than thesepéasmuggest (Asian Development
Bank, 2001).

However, as if these traditional forms of tax ewaswere not challenge enough, the
combined effects of information technology and globalizatisnnow alleged to allow
those who have been able to hide in the shadow ecotmmeyade paying their fair share
of tax to disappear altogether. Many individuale awo longer tied to one national
jurisdiction; those that are increasingly receivaympents from work and investment
abroad; anyone can have access to an over sea’s &aydne with access to a computer
can transact business anywhere in the world;peptp is becoming increasingly
intangible and consumption difficult to locate; anchpital is becoming increasingly
fungible and can be shifted relatively easily betweurisdictions. These and other
developments are said to call into question governmeotstinued ability to levy taxes
in a world in which companies, assets and peoate infinitely mobile (Asian
Development Bank, 2001).

Tax administrators face a formidable number of chaéleng every country. According to
Asian Development Bank, (2001), in many developing ceestiax administratiomeforms
are needed simply to achieve macroeconomic stabllit countries witheconomies in
transition there is a need to establish a tax adminigtrétiat can respond to the demands of a
growing market economy and the resulting increaseamumber of taxpayers. Moreover, there
is the need to establish the legitimacy of tax collectinrall countries tax administrators face

the challenge of modernizing the tax administration so ithe&n operate effectively in an
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increasingly global economy.

In spite of these challenges, several countriesemt experiences in improving the
effectiveness of their tax administration have shdhat fundamental reform is possible. In
recent years, there has been a considerable ambsiutdy on the steps that should be taken to
improve tax administration and reform. Of fundarmaéninportance to all reform efforts, to
improve the effectiveness of tax administrationngigantly, the governmenmust be
politically committed to reform, the major obstacke an effective taadministration
have to be identified, and there has to be weligiesl strategies faddressing them (Asian
Development Bank, 2001).

As a preliminary step to developing a successftdtegy for the reform of a revenue
agency, the “Tax Policy and Administration ThemaGeoup” of the World Bank has
developed a useful diagnostic framework for revemdeninistration. It includes a
description of quantitative indicators and indicatmf effectiveness and efficiency that
might be used to get a general idea of the physioaknsions of the revenue
administration and how effectively and efficiently is currently performing its functions
and where performance problems might be acutésdt@ovides a framework amthecklist of
guestions relating to all aspects of revenue depars operations,
environment, resources, history, organization anghagement functions and informal
culture that can be used to assess its operationdiagaose its failings (Asian Development
Bank, 2001).

A reform strategy to increase compliance require®mcerted, long-term, coordinated and
comprehensive plan. It is vital that tax administrators engliat every compliancpolicy
instrument at their disposal is being used as ®¥ey as possible. The uses tifese

instruments complement one another.
2.1.3 Tax Administration Challenges

The efficiency of a tax system is not determined onlyappropriate legal regulation but
also by the efficiency and integrity of the tax adistration. In many countries,
especially in developing countries, small amountscallected public revenue can be

explained by either incapability of the tax admirmgtn in realization of its duty, or with
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some degree of corruption. Regardless of how cdyefak laws have been made, they
could not eliminate conflict between tax adistration and tax payers. Tax
administration with a skilled and responsibé¢aff is almost the most important
precondition for realization of "tax potential” ¢iie state. It is generally known that tax

laws and tax policy are as good as good is thadaxinistration (Kaldor, 1980).

Tax administrators face a formidable number of lelmgles in every country. In many
developing countries tax administration reformse needed simply to achieve
macroeconomic stability. In countries with econanie transition there is a need to
establish a tax administration that can responthéodemands of a growing market

economy and the resulting increase in the numbiaxphayers.

Human resource is essential in tax administrafioained personnel are what actuaipst
developing countries lack and this forced them,ifistance, to organize theictivities

under the existing tax administration structure.

During the past decade, diverse developing cowntrae introduced radical reforms in their
collection of taxes. In more than 15 countriesgitranal tax departments have begranted
the status of semiautonomous revenue authoritieg;hware designed with mumber of
autonomy-enhancing features, including self-finaganechanisms, boards directors with
high-ranking public and private sector represewésti and generipersonnel systems
(Robert 2003).

All transition countries had a very huge fall of BDwhich, with serious limitation of tax
administration, resulted in an alarming revenue géqreover, in all countries, revenues from
taxes collected from big, mostly state firms, deetl, and were not replaced with increased
taxes collected from private, mostly small entes@riThis has created pressure to increase tax
rates and introduce new, very often ad hoc taxlkess@& diversities, which are called "patches”
in the tax system, are to a great extent a re$uhieinefficiency of the tax administration in

collecting the existing taxes (Kornai, 1990).

This situation would lead to a permanent need ®w riaxes, changes in the tax system
and almost never-ending tax reforms. In transittmuntries income tax is gaining on

importance. Taxpayers are not used to this forntawétion and when they are faced with
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it for the first time; they will obviously regard as a burden. As Kornai (1990) explained
the citizens in these countries are not used tonpataxes at all. The tax administration
and bodies which produce political decisions havdoresee the attempts to evade taxes

and have to design a tax system that will not goreshe loyalty of its citizens.

Most developing countries continue to face seripusblems in developing adequate and
responsive tax systems (Richard, 2008). No matteat vany country may want to do with
its tax system, or what anyone might think it skdadb from one perspective or another (ethical,
political, or developmental), what it does do iwa}s constrained by what it cdo. Economic
structure, administrative capacity and politicadtitutions all limit therange of tax policy
options (IMF 2006).

Heavy tax distortions in transition economies cofmgn various sources. First, base rates
are often high. In transition economies with maimddling small enterprises and weak
tax administration, high tax rates are likely toceurage already widespread tax evasion
and participation in informal economy. Second, ma&oyntries still rely heavily on
payroll taxes to finance social expenditures. Iyrpd taxes are levied mainly on
employers (as is the case in the great numberaoisitional economies) this can
discourage entrepreneurial efforts, disincentivemfd hiring and push economic activity
underground. Third, and as World Bank estimatioasttee most important, the many
exemptions and special tax rates in parts of tle@uoy often coexist with higher tax
rates on other activities, undermine revenue perdmice, complicate tax administration
and distort revenue allocation. The key precondlitior efficient tax administration is tax
structure with minimizing distortions, strictly tasxemptions and elimination of the
differences in tax treatment of particular partsesbnomy. This will mean extending the
VAT to all but a few goods and services (notably expwhich should be zero - rated,
and banking and insurance services, where it may beulifto determine the amount of

value added to be taxed).
2.1.4. Efficiency of Tax Administration

The key precondition for efficient tax administmati is tax structure with minimizing

distortions, strictly tax exemptions and elimination of thiferences in tax treatment of
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particular parts of economy. This will mean extergdihe VAT to all but a few goods
and services (notably export, which should be zerated, and banking and insurance
services, where it may be difficult to determine #raount of value added to be taxed)
(Hesse, 1993).

Badly conceived or unnecessarily complicated tawcstire greatly complicates the
operating function of the tax administration, whsienple and transparent tax structure could
affect it in the opposite way. So, the increaseftitiency of the tax administratiocould be
attributed mainly to the simplification of the taystem. Tax administratiocannot change
legislation as a means for improvement of tax sting; but could propose necessary changes in
laws that can improve tax structure and / or caittlin application of the law (Mansfield,
1990).

Effective tax administration in a market economybased on voluntary compliance by a
large number of decentralized taxpayers. Most itians economies have only recently
started to address compliance issues and build omdern tax administration with better
overall revenue performance. A first step is redtming how the work is organized. In
transitional countries, tax administration can beanized respecting the functional
principle (collecting, recording, auditing, and enforcemeanticording to the type of
taxpayers; the type of taxes; and type of entezpri;i economy. Tax administration
should develop around activities (such as recordingauditing), as in Hungary, rather
than according to the type of tax and taxpayersreMgenerally, tax payment needs to be
assessed, collected and recorded more efficie@lyrent procedures are rarely up to the
job of dealing with a growing number of taxpayemsany of which - particularly private
businesses and service enterprises are trickyxtattdbest. The government might start by
assigning an identification number to all taxpaydosusing its efforts on large taxpayers
who generate the bulk of revenue, and withholdiragevtax at the source. This, however,
does not mean that results of successful monitavingarge taxpayers can be excused for
neglecting medium and small taxpayers. This caad |l¢o the decrease of their
compliance, resulting with lower total revenue. Neshould be improved auditing and
follow-up actions against those who fail to filetums or make payment. Latvia, for
example, has issued regulations for an improvegktgers' register: every taxpayer must register

with the State Revenue Service; financial institosi will not be allowed to open accounts for
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any business or individuals without a taxpayer dbtesse, 1993).

Most transitional economies are in the midst ofoanprehensive reform of their
government (that include the tax administrationyl dailor them to the changing needs of
a market environment. In that task they can useetteriences from West European
countries and from countries that have recentlyizesh tax reforms as a stepping stone to
further development and/or as a challenge and tiweeffior reaching a higher level of
efficiency and success (Musgrave, 1991). The refofntax administration in these
countries is a part of a complete transformationpoblic administration, so there are no
reasons to be too optimistic about the speed ohggand about expected results (Hesse,
1993).

2.1.5 Improving Tax Administration

In reform of tax administration the importance ak tstructure is clearly reflected,
because tax administration and tax structure amerdonnected and they have to be
improved simultaneously in the tax reforms (The M/&ank, 1991).

Reaping revenues from tax rate changes (whetheorugown) requires effective tax
administration. Raising revenues through base esipanrequires even better
administration. New taxpayers must be identified angught into the tax net and new
collection techniques developed. Such changes tiake to implement. The best tax
policy in the world is worth little if it cannot be implementeéfectively. What can be
done to a considerable extent inevitably determines vghdbne. One cannot assume that
whatever policy designers can think up can be impleted or that any administrative
problems encountered can be easily and quickly deede How a tax system is
administered affects its yield, its incidence, #scefficiency. Administration that ignfair
and capricious may bring the tax system into disrepute amdtemethe legitimacy of state
actions.

Good tax administration is a difficult task eventla¢ best of times and in the best of
places (Auriol and Warlters 2005). Conditions in few digvi@g countries match these
specifications. How revenue is raised - the effectesEnue-generation effort on social
capital, equity, the political fortunes of the gowament, and the level of economic

welfare - may be more important from many perspestithan how much revenue is
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raised. The private costs of tax compliarae well as the public costs of tax
administration must be taken into account. Assgssine relation between administrative
effort and revenue outcome is by no means simples important, for example to
distinguish the extent to which revenue is attalg to the active intervention of the
administration rather than its relatively passiederas the recipient of revenues generated
by other features of the system. Improving admiaiste efforts and outcomes is not

impossible but it is neither easy nor quick.

2.1.6 Service Commitments of Tax Administration

The tax administration should provide impartial gmndfessional courteous service andst
keep private and confidential information regardihg individual taxpayers. It should also
offer clear, understandable and current tax inféionaand will make this information
available to tax payer through various media andvige timely, accurate written
information that one can rely on to questions aedquests for tax informatiofAsian
Development Bank, 2001).

Education and information programs on specific tssues should be arranged with
taxpayers to enhance their awareness and taxpaherdd be allowed to voluntarily
disclose their tax situation without incurring anpi#y or being prosecuted for tax
violations under certain conditions (Asian Devele@omtBank, 2001).

2.1.7 Resource Cost (Collection Cost)

In order to evaluate the administrative capabdiié a system, resource cost associated with
the operation of any tax are significant aspecer&éhare two broad types of resource cost
associated with the operation of any tax: admiaiste costs incurred by the tax authorities
and compliance costs incurred by the taxpayerse akigether, they are referred to here as
collection costs.

2.1.7.1. Administrative Cost

The most obvious administrative costs are thoseried by the revenue departments in
bringing in the tax revenue. It includes salaried wages of staff at all level, accommodation
cost (rent, rates, lighting and cleaning), postaigéephone, printing, stationary, travel,
computing and other equipment cost etc. An imporfaoblem that arises in studying
administrative cost is the limitation on availabléormation. Many countries do not record the

detailed component of expenditure or allocate thatenditure to particular tax (IFA 1989
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cited in Sanford et. al., 1989:6). To study the euilsirative cost it is worthwhile to scrutinize
its intended purpose or practical tax administrafiost
2.1.7.2. Compliance Cost
Compliance cost are defined as those costs inclnyethx payers, or third parties such as
businesses, in meeting the requirements laid upemtin complying with a given tax
structure. They include, for individual, the cadtacquiring sufficient knowledge to meet
their legal requirements; of compiling the necegsaceipts and other data and of completing
tax returns; payment for professional adviserstdaradvice; and incidental costs of postage,
telephone and travel in order to communicate with &dvisers or the tax office. For a
business, the compliance cost include the costslidcting, remitting and accounting for tax
on the products or profits of the business andhenwages and salaries of its employees
together with the cost of acquiring the knowledgeshable this work to be done including
knowledge of their legal obligation and penaltiéhe existence of uncertainty about the
meaning of some aspect of the legislation will gateeadditional compliance costs (Sand ford
et. al., 1989:12). Psychic (psychological) cost$jlst difficult or impossible to measure
satisfactorily are an important component of coampte costs. Many people experience
considerable anxiety and frustration in dealinghwiteir tax affairs; some employ professional
adviser primarily to reduce this burden of worryother source of psychic cost is the anxiety,
which may be generated, even for the most honegayers, by a tax investigation. The above
explanation of administrative and compliance caghlight the difference between taxes in
terms of administrative and compliance costs. Tiedps to identify areas of high
compliance costs, to indicate policy-makerse thimportance of administrative and
especially compliance costs, and to provide taxcpohakers with guidelines on how the
costs of operating the tax system might be minichize
2.1.8. Tax Evasion, Avoidance and Compliance

2.1.8.1 Tax Evasion and Avoidance
Tax evasion and avoidance are a worldwide phenomefte problem is especially
acute in transition and developing economies, sitttey do not have an appropriate
infrastructure in place to collect taxes (McGee agtkr, 2006:1). Tax avoidance is the legal
arrangement of the taxpayer’'s affairs in order tmimize the tax liability, whereas tax
evasion is illegal. Sometimes, however, the bonmgerbetween avoidance and evasion can

become blurred, a fact that is evidenced by thesnagly of anti-avoidance legislation and the
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development of case law in this area (Nightinga(¥)3:44).

2.1.8.2 Tax evasion
Tax evasion involves the intentional disregardhef legislation in order to escape the liability
to tax. Tax evasion may be achieved by understatiogme, overstating expenses, making
false claims for allowances or failing to disclosechargeability tax. Because of its illegal
nature, there is little hard evidence as to meath@drue extent of tax evasion. Whatever the
actual level of evasion, it is likely to be moreeypalent when the tax system is perceived to be
unfair or levied at confiscatory rates (Nightinga®®03:44). Tax evasion is illegal and the
offender may be liable to prosecution, however, dghéhorities will usually only resort to
criminal prosecution where the case involves sultisifaamount of lost revenue, many minor
cases of tax evasion that are discovered by trentevare generally steeled out of court.
2.1.8.2.1. The Vulnerability of VAT to Evasion andrraud

Like all taxes, VAT is subject to evasion. For exde, traders may fail to register for the tax,
they may under-report sales or, where differentdgaare subject to tax at different rates, they
may reduce their tax payments by misclassifyingssaito the category subject to a lower rate
(or zero rate) of tax. In some respects, the pdaticstructure of VAT may reduce its exposure
compared with other systems of sales taxation.ahiqular, the gradual accumulation of the
tax at each stage of the chain of production asttidution may reduce the amount of tax at
stake at each stage, and hence the gains to befroadenaking untaxed sales. This does not
make the VAT ‘self-enforcing’, as sometimes claimédt it does reduce its exposure to
evasion compared with alternative single-stagesdabees levied at a comparable rate, such as
the retail sales taxes. In other respects, howevar, offers distinctive opportunities for
evasion and fraud, especially through abuse oftbéit and refund mechanism. Revenue may
be lost through exaggerated claims for credit f&T\paid on inputs to production. Moreover,
the opportunity exists for outright fraud throudie ttonstruction of business activities with the
sole purpose of defrauding the exchequer, because sategories of business can be entitled
to net refunds of VAT from the revenue authoritiddiese can include firms selling
predominantly zero-rated goods while claiming dréali significant amounts of VAT paid on
standard-rated production inputs. While zero-ratethestic sales can create opportunities of
this sort, the main point of vulnerability in thercent system arises because of the VAT zero-

rating of exports. (Nightingale, 2003:45)
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2.1.8.2.2. Determinants of Tax Evasion
In the standard approach to tax evasion a risksavierdividual chooses either the amount or
the share of income to be concealed so as to maxims or her expected utility of income,
considering

The probability of detection,

The penalty tax rate applied when tax evasion kas ketected,

The marginal tax rate, and

The level of true income
All theoretical studies conclude that both the @atabty of detection and the penalty tax rate
will negatively affect underreporting of income (heemann 1996: 162). That is, if taxpayers
believe the probability of detection is low theyllwend to underreport. In addition, if the
penalty tax rate applied when tax evasion has detatted is low again taxpayers might tend
to underreport. When underreporting is measuredth®y absolute amount of income
concealed, a risk-averse individual experiencingremease in his or her true income will
underreport more.
2.1.8.3 Tax Avoidance
A tax such as VAT can be avoided simply by not hgythe taxed good or services. The
arrangement of an individual’s affairs so as tagaie the liability to tax is tax avoidance, and
provided that the taxpayer acts within the framdwof the law, tax avoidance is legal.
However, where the activity is within the lettertbé law but outside the sprite of the law, the
distinction between avoidance and evasion may beddorred (Nightingale 2003:46). Many
form of tax avoidance are merely tax planning oppaties that exist in the legislation for
reducing the liability to tax, for example, choagithe most tax efficient savings and
investments, or making sure that all availableefedre used to their full advantage. However,
loopholes in the legislation also create opportesitfor tax avoidance. However, once
loopholes have been exploited, the revenue reactatinducing legislations to close those
particular loopholes. The increasing body of amtidance legislation merely makes the tax
system more complicated, detracting from the canwfosimplicity even though it has been
suggested that ‘an economy breaths through itshldep’. The tax avoidance industry grew
to enormous proportions during the 1970s as higasraf tax mate the cost elaborate
avoidance schemes worthwhile, supporting the vibat tthe existence of wide spread

avoidance is evidence that the system, not theateetpstand in need of radical reform.
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General anti-avoidance rules have been tried irtrAlis, New Zealand and Canada with little
success, which would indicate that targeted letjslamay be more desirable. However, the
policy makers are faced with the dilemma of howeva narrow anti-avoidance legislation
should be; too narrow and it may fail in its objees, too wide and it may well be applied to
situations for which it was not intended. Whatestepps are taken to counter tax avoidance the
principles of certainty of taxation would requirelefinition of legitimate tax planning which
may be difficult to frame as ‘the boundaries mowvighwpublic sentiment’ with developing
financial techniques and with the introduction @wnstatutory relief. Tax law will always
have to address this equation and to determineentherline will be drawn. (ibid: 47)

2.1.8.4 Tax Compliance and Voluntary Compliance

Tax compliance can be defined as the degree tdwmehtaxpayer complies (or fails to comply)
with the tax rules of his country. It is widely apted that the goal of an efficient tax
administration is to foster voluntary tax complianasing all possible methods including
penalties. Penalizing tax evaders or going adinquent taxpayers are not in themselves the
object of tax administration, although it would\se=to encourage voluntary compliance if the
taxpayers believe that the tax administration déecevely detect and punish noncompliance.
Webley et al (2002:1)

2.1.8.5. VAT Compliance

It is difficult to get an accurate picture, butistclear that VAT evasion is widespread and
involves significant revenue losses, though theemxvaries considerably across countries.
Webley et al (2002:1) suggests five factors se&atylito be particularly crucial: sanctions and
punishments (deterrence), equity, personalitystatiion with the tax authorities and mental
accounting. Each will be considered in turn. Toimiae the gap between the tax reported by
taxpayers and the statutory tax, an adequate plagitshould be implemented (Tait, 1991:67).
Economic models clearly predict that higher peassltiand audit probabilities should
discourage non-compliance (Webley et al., 200E2¢n if both have some deterrence effect,
higher audit probabilities probably have more intghan higher penalties.

The perceived fairness of a tax system is imporbath to its acceptability and to smooth
functioning. A tax can be seen as unfair in a nunabevays: if those of similar incomes are
taxed differently, for example or if the governmesatseen as giving little back in return
Cowell (1992 cited in Webley et al. :3). Webleyatt 2002:1 suggest that some individuals

may be characterized by egoistic tendencies, whilstrs may exhibit a strong identification
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with community responsibilities, and thus be lesstivated to avoid taxes owed. In other
words, the more egoistic an individual, the lekelli he, or she will be to comply with rules
and laws when compliance conflicts with their iets. Dissatisfaction with the tax
authorities in other ways has also been suggestadilnmber of investigators as motivators to
avoid taxation (for example, Elffers, 1991; Wallsttky, 1984; Warneryd & Walerud, 1982).
What evidence suggests that believing the systele toefficient correlates positively with a
propensity to evade (Vogel, 1974; Wearing & Heatl§95 cited in Webley, 2002:3). How
business people think about the VAT money theyecblmay also influence their behavior
towards it: the notion of mental accounting mayhiedpful here. What is interesting in the
current context is whether businesspersons psygtualdy separate monies owed to the VAT
into a separate mental account from that of busitesiover. If they do not, they may be
more likely to try to evade VAT as a result of sggit as ‘their’ money. (See Shefrin &
Thaler, 1988 cited in Webley et al, 2002:3)
2.1.8.6 Improving Voluntary Compliance
The growing concern of tax administrations throughbe world is on how to simplify the tax
assessment system to encourage voluntary compliandemany countries have adopted the
self-assessment system as a solution (SAS). Thastecent trend in developing countries
sees a shift from the official assessment system AS. Thus, setting up of a simple and
broad based tax system is crucial to the developmiea better tax administration. Studies
have identified the main impediments as the lacktaof education among the taxpayers
followed by poor public relation activities and demuate penalty provisions for errant
taxpayers. The need to increase training and ingtioe working environment of tax officials,
as well as establish an information managemenésyate also seen as important factors to be
met for better tax administration. (Sarker, 2003:2)

2.1.8.6.1. Self-Assessment System (SAS)
In a SAS, a taxpayer is required to assess hifighiity using a tax return form in which he
declares his gross income, allowable deductiorms, Tétis tax return must then be filed with
the tax authority together with a payment for the kiability computed in said return. The
basic feature of a SAS is that it is the taxpagéner than the tax authority that is responsible
for the assessment of tax liability. A SAS has idcdt merits compared to an official
assessment system. The chief merits are:

I. SAS is more cost effective as it only selects ettoapl cases for further scrutiny;
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ii. SAS eliminates the administrative nature of asseasmork,

iii. SAS encourages an early and timely collection xé$aand,

iv. SAS reduces corruption by reducing contacts witpager.

For a SAS to effectively implement there are certaitical factors that need to be considered:

a.
he process of deciding which tax returns shouldumted is crucial. Taxpayers, who know
that they may not be selected for an audit, woeldanotivated to cheat. A deficient process
will also reduce compliance,
b.
nder SAS, non-compliance should be dealt with yustid swiftly to encourage the majority
of taxpayers to comply. In order to detect fraud non-compliance, taxpayer data is
important and this requires a certain level of catapzation. In its absence, it would be
extremely difficult to maintain compliance in a SAS
C.
he educational level of taxpayers is crucial ined®ining whether the SAS will work
effectively. There must also be an observance opgr accounting standard of business.
For small traders, this means that must be a mimnhevel of record keeping. In the
absence of proper accounting standards or recapirkg, a taxpayer would not be able to
declare his income accurately or enable the takoaily to conduct an accurate audit.
(Tanzi, 2001)

2.1.9 Tax Assessment

A tax assessor is responsible for preparing andtaiaing the assessment roll, the tax
and collecting the tax levies in accordance with tjuality standards. The coservice

responsibilities include:

* Preparing annual market value assessments for alpiep

* Preparing the business assessment valuations for all bsigiremises

* Maintaining accurate property information and ownershiplbrealty accounts
* Maintaining accurate business information and ownershiglbibusiness accounts
defending assessments before municipal and provingassisent tribunals

» Responding to inquiries and requests for infornmatelated to assessment daxhtion
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* Producing and mailing annual assessment and takesoto tax payers reporting

assessment rolls and meeting annual audits

2.1.10 Procedures for Tax Collection

It is expected that people’s tax payments shouldnbkne with their income and they are
required to pay a tax in proportion to their lew#lincome. On the other part of the tax
collectors, collection of tax should be time copssi and convenient and the cost of
collecting the taxes should not be high to discgardusiness. Alternatively, this means
that the ideal tax system in developing countribeukl raise essential revenue without
excessive government borrowing and should do sdwowit discouraging economic
activity and without deviating too much from taxsem in other countries (Tanzi, 2001).
The procedures undertaken by tax authority to ensiompliance are discussed as

follows.

2.1.10.1 Identification and Registration of Taxpayes

Tax ldentification Number (TIN) is used to identifgxpayers. Every taxpayer has a
unique TIN, which he or she is supposed to usellifia or her correspondence with the
tax authority, and no taxpayer should have mora thiae TIN. In countries like Uganda,
they issue TIN free of charge upon the taxpayerpieting a TIN application form
(Kangave, 2005).

2.1.10.2 Filing Returns

Taxpayers are required to file returns within spedi months of the end of their tax
accounting year. The return should be filed in quplitate and should contain all the
particulars of the taxpayer. All documents respecting taxaimuld be presented to the tax

authority office where the taxpayer has their flames (1999)

2.1.10.3 Returns Processing

Upon receiving a taxpayer’s return, the tax authafficers examine the accuracy of the return
by determining whether the return is properly completedether tax has beeproperly

computed, and whether there are any penalty paynerte made by thexpayer. The
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officer then allocates an assessment number toethen and issues the taxpayer with a Bank

Payment Advice Form, stating the tax payabdenes (1999)

2.1.10.4 Payment of Taxes

Taxes are due on the due date of the submissitmedelf-assessment returns. Baould

be paid to an authorized bank, using the Bank PatyAdvice Form.

2.1.10.5 Audit and Examination

The role of tax audits and examinations is to ch#éek accuracy of the information that
taxpayers provide to tax authorities. The auditggeafrom simple field and desk audits to

comprehensive audits.

The Screening Process: The majority of cases fdit aare selected during this process.
Here, comparison is made between returns of taxpaybo engage in similar businesses
or occupations, and between information contaimedeiturns of current and previous
years for a taxpayer. Where inconsistencies arectist, CCRA officials put the returns
aside for possible audit and specific returns alected for audit. The selective and
careful scrutiny not only saves resources but aisoeases the chances of detecting

evasion.

Auditing Projects: Under these projects, CCRA tests the compliance gdraculargroup
of taxpayers. If the test results show that theugris non-compliant, the groupembers

may be audited.

Leads The CCRA at times uses information from investaya or external sources, such as
informers, to select cases for audit. Since these auditoamnducted arbitrarily, it is almost

always likely that cases of noncompliance will be drsced.

Secondary Files Here, a file is selected for audit because of its adsmtiwith anothefile
that has already been chosen for audit. For instambere taxpayers condumisiness
in the same area and under the same control, if the Gf{&Rifles to audit one taxpayer, it may

decide to audit all the other taxpayers in that ptdd®isiness.
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Random Audits: At times the CCRA randomly picks returns for dud@ihese returns atben
periodically audited to check whether the audifeafcompliance in any wayGorman,
2001).

2.1.10.6 Collection and enforcement

When the taxpayer has not made payment on the dige dnd does not object to the tax
assessed, tax authority can enforce payment in d@uof ways. The Commissioner may
bring a suit against the taxpayer or request a pensorg or holding money for the taxpayer to
pay the money on a specified date or institute distpesseedings against tht@expayer’'s
moveable property. In a wider context, the issuerdbrcement includesffences committed

by the taxpayer, and the penalties for these aéfenc

In general, the discussions so far focused on theweof the literature on the theoretical
aspect of tax administration. The following sectiresents the empirical evidence on tax
administration and their problems from the perspectifedeveloping countries, Ethiopia

in particular.
2.2 Empirical literature review

Kangave (2005) discussed tax administration in ldgan context. It then discussed
Uganda’s tax structure, the problems faced in administailamrgs, and it gave possible
solutions to the problems the author identified in feisearch. The author, in his research,
identified corruption, tax evasion, and inadequate uress for tax administration poor
quality of audits and inadequate support for tax admation as problems or challenges
of tax administration that have weakened the ability to aehigasired revenue targets.
The author did not purport to address all of thebfgms. Neither does it set out to
address in detail the causes of these problemgathsit points out the problems. Besides, the
author recommendations for solving the tax admiaigin problems were
adopted from the Canadian tax administration system. &bearcher do not believe that
the tax Canadian tax administration system should ndaken as standard for measuring
the performance of tax administration system. Idit@h to this, the author used
interview with the tax officials and relied on secondaoyrses. However, author could

have also gathered responses from the target taxpayegst tadditional information for
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his research.

James (1999) examined issues affecting the formuladf tax policy through the
development of actual proposals by tax policy-mak@mis was done taking account of
the possibility that too narrow an approach to thwiecess can produce misleading
conclusions and that proposals for tax reform mayirappropriate when the wider
context of the tax system as a whole and the enwiemtt in which it has to operate are
considered. Two issues ware used to illustratesiheation - tax compliance and tax
simplification. The paper concluded that in developing palicy it is important to ensure
that the wider context is taken into account andlsb outlines a practical approach to
achieve this aim. Jenki(d991) emphasized that the tax system can nevek better
than its taxadministration, but even the best tax administration woulciodytfail to turn a
bad taxsystem into a well-operating one. The researclser wharned that many ambitious
tax reforms failed because of the inefficient tax adstnation. Without the permanent
reorganization of the tax administration and almostydmiprovements in methods of its

management, it is impossible to expect that tax mesarould be realized successfully.

The removal of exemptions, loopholes, and concessianssamplify administration and
reduce evasion. Taking a systematic view bé ttax system, rationalization,
simplification, and the removal of anomalies shoblve the effect of reducing the
administrative costs of identification, assesstn auditing and enforcement. The
administrative simplicity of "tax handles”, however, whitdluencing tax policy, shouldot
be allowed to dictate it. Concentrating on jusew handles can lead to highdigtortion

structures (Burges and Stern, 1993).

Sahota (1961) undertook a study on the tax perfocmaf the tax system of India for the
period 1948-1958 using the proportional adjustmexethod and found that the tax
system was inelastic even though the country had a hpgbbyressive income tax at that time.
The reason was due to a defective tax structure andata¢elule, wide spread tax evasion and
income distribution in favor of the "non-income tax paygroup" or in favor of the low-income
brackets within the taxpaying groUpahota (1931), on his part, studied the performafce
the Indian tax system for thmeriod 1948-58. This study used the proportional sinjant
method to estimate elasticity of the system. Resulthefstudy showed that the Indian tax
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system was inelastic, tfeauses of which were found to be a defective taicstre and wide
spread tax evasion. Kussi (1994) tried to showeffect of tax reforms of 1983 on the revenue
productivity of the tax system in Ghana. To this end, two sépaegressions for the pre-
reform period (1970-82) and the reform period (1983-1988je fitted for some major tax
types. It was found out that there was a progrés®ih buoyancy and elasticity for personal
income tax, company income tax, sales tax and imgor. The study attributed the
improvements to growth in GDP and general improveméthe tax administration. This study
on the other hand showed that there was a fallagyéncy and elasticity for exciskeity whose
cause was stated to be abolition of all exciseedutn products other thdreverages and

tobacco in 1987 and the successive reduction ity rates of thaffected goods.

The following part will be discussing the empiricalview specific to Ethiopia related to tax
administration in the counttWogene (1983) tried to examine the contributiortafation.
He argued that taxation and tax system was useda@d #ot establishing the material basis
socialism. He estimated the buoyancy and builtlastecity of the total tax revenue and
examined the difference between the two measuresflert the impact of the taceforms
on tax revenue for the period 1975-1981. He usedctinstant rate structureethod to
separate the revenue impact of discretionary taasome. His result indicatetthat the tax

reforms have significantly contributed to increasiax revenue in theountry.

The study by Wogene (1983) showed that for theopeli975-81 tax reforms had enabled
an increase in tax collection. This study employee constant rate of adjustment method
to estimate elasticity of the tax system. Likewitiege study by Eshetu compared tax
productivity in the pre revolution, post revolutiggeriods of Ethiopia, and found out that
there was certain improvement in the tax collectafnthe government in post revolution

Ethiopia.

Zelalem (1999) studied the productivity of the Bfian tax system for the period 1961 -
1998.Thtimated the buoyancy and elasticity of tlwerall and major individual tax
categories p using the method of division indexe Thsults of this study showed that the
Ethiopian system was inefficient for most of theefficients were found to be less than
one. The exrlirrion given for the low productivitf the tax system was that the system
suffered from the problems of weak administratiod extensive tax evasion.
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Generally, one can see that the empirical studiedeaken thus far for developing
countries, particularly for Ethiopia, botheredlditbr no to see the potential challenges faced
by taxpayers and the tax authorities in administerdifferent tax activities such asx
assessment and collection. The performance of sthadministration will have aearing on
the capacity to raise revenue for a country sindgeciudes primarily theassessment and
collection activities. Therefore, this research will not onlyntdg the problems of the Arada
sub city tax administration and tax payers, but also theecaf these problems. Because the
researcher believes that identifying the root caugbeproblems is the best ground to provide
appropriate solutions.
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Chapter Three
3. Research Design and Methodology.

3.1. Research Design

This research paper was designed in such way tladtles the researcher to study problem
more easily and clearly using quantitative and itatale methods. It is structured to provide
relevant information, both quantitative and quéle to sufficient level that would be

essential for further processing. Quantitative dataxpected to provide current stands and
trends while qualitative one will be useful to urstend people’s feelings and expectations

which have linkage to the research questions raséie beginning.

3.2. Instruments of Data Collection

As mentioned earlier, the research methods uselbimg this study has both qualitative and
guantitative nature hence is a mixed approach. Enenquantitative method, thesearcher used
surveying descriptive of data, whereas, on the qialé approach, in-depth interview is to
be applied.

The study begins with a broad survey in order to generaksults to a population and
then focuses, in a second phase, on detailed qualitaipen-ended interviews collected
from detailed views of participants. A mixed metho@sign is useful to capture the best of
both quantitative and qualitative approaches. In tis#sations the advantages abllecting
both closed-ended quantitative data and open-eqdalitative data provadvantageous to

best understand a research problem.

Therefore, a mixed methods design is useful to capgheebest of both quantitative and
gualitative approaches. This is so because both netlgmheralize the findings to
a population and develop a detailed view of the meanfng phenomenon or concept for
individuals.

Qualitative research is much more subjective than quangitagsearch and uses very different
methods of collecting information, mainly in-depthemviews and focus groups. This study used
in-depth interview with the tax officers of Ethiopi€ustoms and Revenue Authority Arada

sub-city branch office employees to secure in-deptth detailed informatiorwhich in fact
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increases the quality of the information.

The targeted respondents in the arada sub citydedl three officers from each work process.
Each tax officers werenterviewed in-depth to get depth and detailed primdata.
Participants were askegeneral questions, and the researcher explored thgponses to
identify and define tax officers’ perceptions, apims and feelings about the tax assessment and
collection and identified the problems and chalkengegarding the tax administering process.

The interview questions and questioners used aexad to this paper.

3.3. Population and Sampling Techniques

After simple survey with tax payers and tax adntrai®rs’ concerned officials, simple
random sampling technique were used to selectag&rp who were to provide required data.
Besides the researcher used in-depth interviews and adfiinistered semi structured
questionnaires to get primary data from tax officef Arada sub city and categd#’
taxpayers. In addition to primary data, the studgdisecondary data to support it. The
following is the links thatexist between the survey instrument, semi-strudture
guestionnaire, and the research questiGustently there are 2,054 Category “A” taxpayers
in Arada sub city. The target Category “A” tax payerslude; general importers and
exporters, travel agencies, hotels and restauraotsstruction contractors, consultancy
firms, education centerspnstruction machineries and equipments rent prayitims,
book stores, salemgencies, house hold gadgets retailers, photo shi@y®l agencies,
insurance firm,butchers, decor firms, electric lift repair shopnpng firms, Chat retailers,
building rent providers, clinics, transistor, fuel staip whole sellers, groceries, fruit and
vegetable shops, stationeries, dairy product shops,azakdread bakeries, advertising firms,
and boutiques. After clustering by department, SampléamMployees of tax authority & 50
tax payers of category ‘A’ found in Arada sub -cityreveelected.

3.4. Procedures of Data Collection

While collecting the primary data, semi structurecgself administered
guestionnaires were distributed to the fifty Cargg® “A” taxpayers and forty five officers
in the Arada suleity, which have been selected as a sample thretrghified sampling

and simpleandom sampling techniques.
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For selecting the sample, data sampling requirdssy there was a need to stratify the total
population into two groups as tax payers and tax officers’. Themgisimple random
sampling selected sample cohtegory “A” taxpayers in the sub city. Tax offiseare
categorized into FIVE work process &ax Assessment and Collection Work Process, Tax
Assessment and Audit Process, Law Accomplisher and Conook Process, Taxpayers’
Registration and Information Work Process, Customevices and support work process
.From the respective group based on the listak process Semi structured self administered
guestionnaires were distributed nine officers from each work process, which haeerb
selected as aample through simple random sampling techniquesthermore, the
guestions were written in Amharic language for tax pawrch is believed to be very

understandable by them.
3.5. Methods of Data Analysis

Problems of tax assessment and collection on categoryasApayers and Ethiopian customs
and revenue authority’s tax administration was analydestriptively by using collected
primary and secondary data. Descriptive analysis washagnfull to determine the ideas,

attitudes, suggestions and comments of tax officials angagers in depth.

Table 3.1: Link of research question with questiartee questionnaire

Question numbers used to address from
questionnaires

Research Questions Tax payers Tax officers

3.1,3.2,3.3,3.8,3.9,3.1{3.1,3.2,3.4,3.5,3.6,3.7,
How effective & efficient tax assessment and collection in|2,3.13,3.14,3.16,3.21,/3.8,3.9,3.10,3.11,3.17,

category *A’ tax payers in Arada sub-city is? 322 3.18.
What problem or challenges are there which impede tax 2.1,2.2.3.3,3.12,3.13,
assessment and collection at Arada sub city? 3.17,3.18,3.19,.3.20 [4.2.4.4

What policy interventions are needed to improve these|3.4,3.5,3.6,3.7,3.10,3.|2.3,3.14,3.15,3.16,4.1,
problems? 11,3.15,3.23 4.3,

43



Chapter Four

4. Results and discussion

The previous chapter presented detail of the resedasign adopted in the study. Based upon
the methods mentioned in the research design,s#uson analyses the data obtained from

Category “A” taxpayers and the tax officers of frada sub city.

This chapter deals with an attempt to identify gatg “A” taxpayer's tax assessment and
collection problems and factors that caused thelpras. This part has three sections. Section
4.1 presents the background information whereasoset.2 presents the data obtained through
self administered semi structured questionnairesb iardepth interview. Finally, section 4.3

presents the analysis of the data presented ioIs&cR.

4.1 Background information

Tax administration in Ethiopia is conducted on tlewels as federal and regional. At the
lowest level there are number of kebeles in difiemregions. The tasks of Kebeles are
assessment and collection of taxes and other itiabilof Category “C”. The others are
the different sub cities that are in charge of tax swent, collection, and control of
veracity of the tax bases declared by Category ‘Bd &B” taxpayers in their jurisdiction. At
federal level, ERCA is in charge of collecting revenuebpth tax and
none tax, from different organizations owned by fedegavernment and from customs
duties.

The study focus here is Arada sub city and Categéiytax payers residing in the sub
city. In the sub city, tax assessments and collectayescarried out according to income
tax regulation No. 78/2002 article 18 and valuesalddx proclamation No. 285/2002.

Category ” A” tax payers are those having sepalegal personality, incorporated undiee law
of Ethiopia or in a foreign country or any registhbusiness having annuainover of birr
500,000 and over(Income tax regulation no. 78/2aakje 18 A).

TIN system is registering mechanism in whigach taxpayer is given a single
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identification number to be used in administgrinthe taxes. The TIN system
encompasses personal and business profiles ofapayers including full name, address,
business information and related information of thgpayeincome tax proclamation no
286/2002, article 43 ). The TIN system hasddeantages of facilitating proper use of various

systems and enhancing the financegording system of the business communities.

The main expected taxes are business profit takjevadded tax, rental income tax and

employment income tax from their employee.

Category “A” taxpayers are required to submit bedasheet profit and loss statementthe tax
office within Hamle to Tikemt 30 of Ethiopian catdar. Next the Auditorseceive the
documents and then it is reassessed based onrpatida No. 286/2002 and 311/2003, during
the period of Hamle to Tikemt 30 and then assessmatification will be distributed to tax

payers for payment.
4.1.1 ERCA Arada Sub city Small Tax Payers Branch @ice

ERCA Arada sub city small tax payers’ branch offie the tax authority, which is
delegated to assess and collect both direct andeatdtaxes from Category “A”

, “B” and “C” taxpayers performing different typesf business activities in ten
woredas found in arada Sub city. The office is tbamound piazza Innat building in Addis
Ababa.ln the statutory authority of the Arada sub-citye tax assessment, collection and
controlling core process office performs assessnugntaxes and collection based on
income tax proclamation No 286/2002 and Addis Abady government charter
proclamation No 311/2003, which are delegated pswersub-city and Woredas for the
purpose of efficient provision of various sociabde and services. ERCA Arada sub city small tax
payers branch office has an objective to estalhisldern revenue assessment and collection
system, and provide equitable, efficient aqdality service to tax payers, who are
considered customers, and cause taxpaystustary discharge their obligation by enforcing
the applicable tax laws. SIGTAS (Standard Integfa@overnment Tax Administration
System) and SIRM (Standard Integrated Revenue Mamnegt) software are applicable for
regular tax assessment and collectidne organizational structure is designed on thésbas
of different activities to beerformed rather than depending on the differexttypes.

The Addis Ababa cityadministration has ten sub cities and one hundréees waradas. Of
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these, Arada sub city has 293 employees inclugind\foredas’ office workers.
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Chart 4.1: Structure and profile of ERCA Arada siifp small tax payers’ branch office

Deputy Director General for Branch Offices’
Coordination and Support

A 4

Branch Office General Manager

A

Branch Deputy General Manager

4’[ Management team ]

v ' v v v '

Tax Assessment Tax Assessment Law Taxpayers’ Customer Management
and Collection and Audit Accomplisher Registration and services and and Support
Work Process Process and Control Information Work support work Work Process

Work Process Process process

Source: Arada sub city tax assessment, collectidncantrolling core process office.
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According to the business process reengineering, assessment and collection officer is
accountable and responsible for the data or doctam@esented by a self-assesteghayer

and collect the assessed amount properly.

Taxpayer’s registration and information officere aesponsible for registration taxpayers
based on the regulation of licensing by receivirgassary information, and then passing the

documents to documentation section.

Tax assessment auditors receive records of tharedgbooks and supporting documemigh
regard to categories ” A” taxpayers to verify agtiog to business income taggulation for
the purpose of taxation. After statements are ieekifa copy will be given to the taxpayer and also
send to documentation section, which is based dhéogipproval of income tax assessment, collection

and controlling core process owner.

Income tax inelegancy investigation and income taw accomplisher and controlling
process officers are responsible to check whethgpalyers are performing in compliance
with the applicable rules and regulations and tketéegal action on the bases of
proclamation no 311/2003 on those who receive tagessment notification and refused

to pay their liability.

In general, the newly conducted business proceswgneeering changed the previaisicture
by empowering individuals based on their duties @sgonsibility. So ERCAreviously is called
Revenue Agency is directly accountable to Addis Abeibya Administration executive body.
At present Arada sub-city income tax assessneetiéction and controlling core process is
accountable to ERCA.

The objective of the empirical data is to examine theiagiprofit tax, rental income tax and value

added tax assessment and collection systems followeddaaAub-city.
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4.1.2 Profit tax administration

If a taxpayer has submitted a declaration of incomhin the time and manner as
prescribed in the proclamation, the Arada sub d¢itgance and Economic Development
Bureau has five years to amend the assessment.fildieyears assessment period runs
from the due date of the declaration. In case whbee taxpayer has not declared his/her

income or has submitted a fraudulent declaratissessment is made by the Tax Authority.

Every assessment notification should contain tHeviing elements: gross income and deductions
applicable; taxable income; rates applicable orgregnge; taxes paid and due; any penalty or irtferes
taxpayer's name, address, and TIN; and brief egpiam of the assessment and a statement of the

taxpayer’s rights.

The category “A” taxpayer shall be liable for a pky of 20% of the tax assessed if
he/she failed to keep proper books of account, rdsgcoand other documents regarding a
certain tax year. If the Tax Authority finds thattaxpayer has failed for two consecutive
years, to keep proper books of account, records, @her documents the licensing

authority would suspend the taxpayer’s licensedaification by the Tax Authority.

If the amount of income tax shown on a tax dedlamnaby a Category “A” taxpayer is less than
the amount of income tax required genuinely, thdewmstatement of tax results in the following

penalties:

e 10% of the understatement if the understated amafumEix is considered nstubstantial, or

*  50% of the understatement if the understated ameweonsidered substantial.

However, there is no any stated parameter to €&ytain amount is substantial or nbherefore,
it is up to the perceptions of the individuals, @hiis very subjective andubjected it to
undesired bargaining and complaints that in factlenthe administration on such regard very

difficult and complicated.

4.1.3 Value Added Tax (VAT) Administration

The introduction of VAT was part of the overall tagrform program in Ethiopia.
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Establishment of a new Ministry of Revenue wasfitst step to improve tax collectiorend to
combat fiscal fraud precedes the tax reform progran©Odtober 2001, a draft VAT legislation

was submitted to the parliament and this was appranddmplemented beginning January 1, 2003.

VAT was introduced in Ethiopia by VAT proclamation .n@85/2002, replacing sales tax.
Its objective is to minimize the reduced tax revemdaich is caused by attempt to evadg, by
ascertaining the profit of the taxpayer, and to asme economic growth in the
country. The VAT is applicable to tax payers that metnti@mum threshold of Br 500,000 and
above annual turnover and selected business asiViike supermarkets, constructioraterials
distributors. Voluntarily, it is also applicable on thoskeowperform majority of their transaction

with registered taxpayers.

The registration of VAT has started manually anénthprocessed through a locally
developed interim VAT computerized system until Standarteghated Government Tax
Administration System (SIGTAS) started operation inbriary 2004. The interim system
has met basic requirements of the tax office, sashregistering taxpayers, issuing
certificate, processing payments, and declaratiengnue and taxpayers accounting.

According to the Article 22 of the VAT proclamation, afirpons registered for VAT are required
to issue VAT invoices to the person who receives the gjoodervices, which those unregistered

do not have right to issue.

According to VAT proclamation No 285/2002, Artick&/1, every registered person is required
to file VAT return with tax office for each accounting jper and to pay the tax for every
accounting period by the deadline for filling the VA&turn. As to Article 26/2, the VAT return for
every accounting period shall be filed not later than thieday of the calendar month following the

accounting period.

Consumers need to make sure that businesses thath&evsxt are registered as evidentsd a
registration certificate which is expected be posted visibly on the establishment
premises, they should receive receipts for the gadl services thgyurchase and they
have to make sure that the receipt clearly indgctte VAT registration number and the
taxable items. In this context, the tradition afe®ingreceipts by customers was not given due
attention, which lead the registered businesses to esmahey collected in the form of VAT for
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their own expansion, however, to soragtent a cash register machine distributed to few

taxpayers is believed to reduce spcbblems.

Every registered person is required to file a VAGturn with the authority for each
accounting period, whether or not tax is payableesgpect of that period. The VAE&turn for
every accounting period shall be filed not latearthihe last day of the calendar month following
the accounting period.

4.1.4 Rental income tax administration

Tax on income from rental of buildings is the tenppbsed on the income from rental of buildings.
If the taxpayer leased furnished quarters, the autsoneceived attributable to the lease of furniture

and equipment would be included in the income ardd.

The owner of a building who allows a lessee to lealse is liable for the payment of the
tax for which the sub-lessor is liable, in the evéim¢ sub-lessor fails to pay; When the
construction of a rental building is completed or when lh&ding is rented, the owner
and the builder are required to notify the admmisbn of the Kebele in which the
building is situated about such completion and the nameres&ldand tax identification
number of the person or persons subject to taxnmome from rental of building; the
Kebele administration has the obligation to communidhee information obtained to the

appropriate tax authority.

Tax on Income from Rental of Property is tax on ineonterived from casual rental of
property (including any land, building, or movealdsset) not related to a business
activity. This type of income is subject to tax atflat rate of 15% of the annual gross

income.

4.2 Survey result

In order to achieve objectivef the study, ninety - five self administered semi citrred

guestionnaires were distributed to the selected taxpayel tax officers.
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Table 4.1: Response rate

Tax payers Tax officers Total
Percentage Percentage |Frequen | Percentage
Particulars Frequency (%) Frequency (%0) cy (%)
Responded 42 84% 40 89% 32 86%
None responded 8 16% 5 11% 13 14%%
Total 50 100% 45 100% 95 100%

Source: Taxpayers survey

From the semi structured questionnaires distripuB&do of them returned th@uestionnaires,
whereas the remaining did not (Table 4.1).

Table 4.2: Gender of respondents

Gender | Frequency | Percentage 100
Female 28 34% 50 | B Percentage
B Frequency
Male 54 66%
O < I I I/
Total 2 100% Female Male Total

Chart 4.2:Gender of respondents

Source: Taxpayers survey

Of the eighty-two respondents, around 66% of thesrevwnale and 34% were female (Table 4.2).
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Table 4.3: Respondents’ age distribution

Age Frequency | Percentage
20-30 24 29%
31-40 43 52%
Above 40 15 19%
Total 82 100%

Age distribution

Above

20 \ 20-30

19% '9%

31-40
52%

Chart 4.3: Respondents’ ageibdigton

Of the eighty-two respondents, around 29% of thesnewage between 20and30, majority (52%)

were ages between 30and 40 and 19% were abovead)(ffable 4.3).

Table 4.4: Respondents’ educational level
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Educational level Frequency |Percentage
Second degree and above 0 0
First degree 22 27
Diploma 46 56
Blow diploma 14 17
Total 82 100%

100% 1,
90% 1
80% +
70% 1
60% /
50% 17
40% 1,
30%
20% 1
10% 1 -
0% / -| T T T |
Second First Diploma Blew  Total
degree  degree diploma
and
above

H Percentage

H Frequency

Chart 4.4:Respondents’edooatlevel

Of the eighty-two respondents, around 27% of thesreviirst degree holder, majority (56%) were

diploma holder and 17% were below diploma finally respondent were available who has

Second degree and above (Table 4.4).

Table 4.5: Respondents’ work experience

Work Experience| Freguency Percentase
Above 10 vears 16 192%
5-10 vears 31 38%%
A4-5 vears 13 16%0
O-4 wvears 22 27%0
Total 22 100%%

19% of the eighty-two respondents had work expegekbove 10 years, majority (38%) had 5-10

years, 16% had 4-5 years and 27% had work experi#ow 4 years. (Table 4.5)

Table 4.6: Respondents’ legal form of their orgainan
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Legal Form Frequency Percentage
Sole proprietors ship 22 52%
Share Company 12 30%
Joint Venture 0 0%
Others 8 18%%
Total 42 100%

Of the 42 respondents of tax payers, majority (52¢é)e Sole proprietor ship, 30% were Share
companies and 18% were other forms of organizaficable 4.6)

Table 4.7: Year of organization establishment efRespondents

Establishment Fregquency Percentage
Before 5 vears 27 64%6

4 wvears ago = 158%%0

3 yvears ago ! 10%%0
This vear 3 2%0
Total 42 100%0

Of the 42 respondents of tax payers, majority (6496)e established before 5 years, 18% and
10%were established 4 and 3 years ago respeciind|$% were established this year.(Table 4.7)

Table 4.8: Respondents’ business sector

Business Sector Frequency Percentage
Manufacturer 2 5%
Importers and exporters 7 17%
Wholesalers and retailers 16 44%
Service providers 14 34%
Total 42 100%

The survey was made by grouping the Category “AXpégers in four business sectors.
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Accordingly, around 5% of the respondents were rfeanturer, 17% were importers and
exporters, 44% were wholesalers and retailers 3486l were service giving firms (Table 4.8
can be observed from table 4.9, 50% of the respuadgenerate annual revenue ranging from
Birr 500,000 to Birr1,000,000;24% from companies earning Bitf000,000 to Birr 5,000,000;
14% from Birr 5,000,000 to Birr 10,000,000, whered@%o is from companies earning Birr

10,000,000 to Birr 50,000,000, and the remaining 8%rom companies earning above Birr
50,000,000.

Table 4.9: Respondents average annual revenu¢h{opian Birr)

Average Annual Revenue
Range (Ethiopian Birr) Frequency Percentage
500,000-1,000,000 21 50%
1,000,000-5,000,000 10 24%
5,000,000-10,000,000 6 14%
10,000,000-50,000,000 3 7%
Owver 50,000,000 2 5%
Total 42 100%

Source: Taxpayers survey

Table 4.10 Summary of respondents’ tax perception
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Items |Description Response Frequency Percent
A How do you feel about As Debt 0 0
paying of tax? Development 40 95
As Obligation 2 5
Others 0 0
Total 42 100
B When do you pay vour tax |On Due Time 38 90
liability? Period is Over 4 10
Total 42 100
C What are the benefits you |Get Bank Loan 15 34
get by paying your tax Participate In Bid 16 36
liability? Guarantor 8 20
Others 3 10
Total 42 100

Source: Taxpayers survey

Out of 42 tax payer respondents majority (N=40-998leve that paying tax to government
contributes to national development whereas (N=2-B¥lieves tax as an obligation.(N=38-
90%)of the respondents were paying their tax withayment period while only (N=4-10%) were
paying tax after the payment period is over.34%hef respondents perceived that they can get
bank loan if they pay tax ,36% can participateithdD% believed that right to be guarantor and
10% can get other benefits. This implies that tayeps know why to pay tax. (Table 4.10)

Majority of tax payer respondents (N=23-544ijl face problem when they pay tax. Out of
54% respondents majority (N=13-56%) were perceiveificiency of the tax collectors
while some of the respondents (N=8-35%) perceillddeatment and few (N=2-9%) came
across discrimination on service giving. Most taygrs (N=24-57%) get notice from ERCA
about taxation but the message communicated by ERE&#®& perceived by majority of the
respondents (N=28-67%) as not understandable. Aantbe seen from the above table,
majority of the tax payers (N=16-38%) take half daypay, even tax no one can pay with in
thirty minutes.

As we can see the above table the respondentsthaireopinion about whether ERCA gave
enough training about VAT. Out of 40 respondents 22%) of them strongly agree, 18 (45%)

of them agree that ERCA does gave enough traimingAT registered organizations and to the
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people who are consumer of the VAT registered argdions. 75% Respondents also agree that
the criteria for selecting tax payers for audit cletar and transparent. Out of 40 respondents 24 or
(55% ) agree that tax payers do not have good pgoce on ERCA tax audit flow up system
More ever, Out of 40 respondents majority (N=37-930%6re agree and strongly agree that there
is lack of transparency and consistency in impogiegalties. Majority of the respondents (75%
agree and 7% strongly agree) that education andea@ss creation program given by ERCA
through media, brushers and others means is nétisaf to improve tax compliance. Most
respondents (strongly agree25%, agree 67%) on tdtensent that if an official engaged in
corrupted activity, the chance of being detectaelstively low.

Concerning to present tax rate, majority (N=25-60%&plied as not fair and needs
adjustment.76% of the respondents agreed thatthpayment period is enough and 24% needs
additional time period to pay their tax. Most resgents (N=34-74%) were not comfortable with
present taxation system and suggested adjustménbsAall respondents recommended that tax

related messages shall provide through all meansmmunications. (Table 10.11, annexed)

Table 4.12 responses related to cash register nechi
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(1)

Item Description Response Frequendyercentag
Yes 23 54
A When you use cash register machiné\No 19 46
did you encountered any problem? | Total 42 100
Strongly Disagrege 3 9
Disagree 5 13
Neutral 4 11
Agree 20 47
The use of Cash Register machine | Strongly Agree 8 20
B reduces tax evasion and fraud. Total 40 100
Strongly Disagree 0 0
Disagree 6 15
Neutral 0 0
Using cash registers machine Agree 30 75
C | facilitates the tax collection process' Strongly Agree 4 10
Total 40 100
Strongly Disagree 0 0
Disagree 3 8
Neutral 4 10
Using cash register machine reduces\gree 25 62
D | administration cost. Strongly Agree 8 20
Total 40 100
Strongly Disagree 0 0
Disagree 6 13
Neutral 2 4
Agree 27 60
E | Tax collection increases after Strongly Agree 10 23
introduction of cash register maChmeI“otal 40 100
Strongly Disagree 11 28
Disagree 19 a7
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F Cash register machine reduces Neutral 2 5
corruption Agree 8 20
Strongly Agree 0 0
Total 40 100
Yes 42 100
G Do you use cash register machine? No 0 0
Total 42 100
Yes 42 100
H If you use cash register machine, DNo 0 0
you get enough training on usage of
cash register machine. Total 42 100
Strongly Disagree 11 27
Disagree 22 55
Adequate Awareness creation train|rigeutral 0 0
I has been given to the VAT registere¢dhgree 7 18
organization regarding use of cash | Strongly Agree 0 0
register machine. Total 40 100

Even thougluseof cash register machine facilitates cash colbecgirocess , majority of the
tax payer (N=23-54%) were encountered problem wheg use cash register machine. Besides
most respondents strongly agree and agree (N=28;63%the cash register machine reduces
fraud, increases tax collection and evasion. Furibee, (N=33-82%) respondents strongly agree
and agree on cash registration machine reducesatirative cost but did not reduce corruption.
All 42 respondents, 180 use cash register machine howethersurvey discovered whether
those taxpayers using the cash register machinedgmuate training regarding the use of the
machine. The result indicates that Out of 42 ofrédspondents, who used cash register machine,
70% complained thathey did not receive adequate training regardirg uke of the cash
register machine. They believe that they do notehlawowledge of operating the machine.
Whereas, theemaining, 30%, are comfortable in using the macl{ifieble 10.12)

4.13. Summary of respondents’ response on tax evasion
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Item Description Response FrequenPgrcent
Strongly Disagree 1 4
Disagree 6 15
The Existing audit selection criteria ardeutral 7 18
A not sound enough to identify tax payeAgree 20 47
that engaged in tax evasion. Strongly Agree 6 16
Total 40 100
Strongly Disagree 0 0
Disagree 1 2
Neutral 4 10
Sometimes Tax Officials cooperate | Agree 12 30
B with tax payers who intend to evade| Strongly Agree 23 58
and engage in bribery activity. Total 40 100
Yes 14 33
No 23 55
Do you think Tax evasion in category| Don’t Know 5 12
C “A” tax payers is Significant? Total 42 100
Payroll Tax 0 0
Business Profit Tax 3 22
Vat 4 28
Rental Income 7 50
D | Which tax do you believe is evaded | Others 0 0
more? Total 14 100
Strongly Disagree 10 25
Disagree 17 42
Neutral 0 0
Tax Evasion by most organizations | Agree 9 23
E arises from lack of knowledge on tax Strongly Agree 4 10
issues like penalty, tax codes and tax
regulation. Total 40 100

Source: Taxpayers and tax officers’ survey
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Most respondents (N=26-63%) agree and stronglyedips the existing tax audit selection criteria
is not sound enough to identify tax payer that gadan tax evasion whereas (N=7-19%)strongly
disagree and disagree and (N=7-18%) remain nebtrehermore majority of the respondents (88%)
strongly agree and agree that sometimes tax dffi@aoperate with tax evaders. 55% of the
respondents indicated that Tax evasion in catetdfytax payers is not Significant and 33%

indicated as significant whereas 12% kept silertidhing to category of tax that evade more,
50%, 28% and 22% believed that rental income vakje added tax and business profit tax
respectively. 33% of the respondents strongly agrekeagree, 67% of them strongly disagree and
disagree that tax evasion by most organizatiorsegrirom lack of knowledge on tax issues like

penalty, tax codes and tax regulation. (Table 4.12)
Table 4.14.Summary of Respondents response redatiegenalty

Source: Taxpayers and tax officers’ survey

Items Description Response Frequency | Percent
A |The existing level and extent of penalties for evaders |Stronelv Disagree 5 37
and tax personnel who are working in collusion with Disagree 143 ig
tax evaders are sufficient to discourage tax evasion ieutral g 70
gree -
frauds. Stronely Agree 0 0
Total 40 10
B |The existing Penalty for corrupt offictals is not Stronglv Disagree 2 74
sufficient to deter corrupt activity. Disagree ) 23
Neutral 0 0
Aeree 14 35
Stronglv Aeree 5 38
Total 40 100
C  |The existing practice of penal actions i too weak to |Stronglv Disagree 7 })8
discourage tax payers who evading tax. Disagree 170 2
Neutral - 5
Asrec 16 40
Stronglv Agree 5 12
Total 40 100

Out of 40 respondents 37% strongly disagree, 33goke, 10%remain neutral and 20%were agree

that existing penalty level and extent is not sigfit and too weak to deter evasion and corrupt
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activity.(Table 4.13)

Table 4.15: ERCA Arada sub city employees’ stafssti

Ist Degree Diploma Below Diploma

No. Job Division |Female| Male | Total [Female| Male | Total |Female| Male | Total |Grand Total
1 |General Manager 2 9 11 0 2 2 0 | l 14
2 |Tax Assessment 25 7 32 8 4 12 1 0 1 45
3 |Tax Audit 17 7 24 1 0 1 0 1 1 26
4 |Law Enforcement 3 6 9 2 1 3 1 0 1 13
5 |Tax Information 3 9 12 23 10 33 1 0 1 46
6 |Customers Service | 4 4 8 6 3 9 1 3 4 21
7T |Resource Managem| 4 2 6 3 2 10 7 5 12 28
8 [Woreda 1 0 1 1 7 2 9 3 0 3 13
9 [Woreda 2 1 1 2 4 1 5 1 0 1 8
10 [Woreda 3 0 1 1 4 0 4 1 1 2 7
11 [Woreda 4 1 0 1 4 2 6 3 0 3 10
12 [Woreda 3 1 1 2 6 1 7 3 0 3 12
13 [Woreda 6 1 1 2 5 1 6 2 0 2 10
14 [Woreda 7 2 0 2 5 1 6 2 0 2 10
15 [Woreda 8 1 0 1 6 1 7 2 0 2 10
16 |[Woreda 9 2 0 2 5 1 6 1 0 1 9
17 [Woreda 10 1 0 1 7 1 8 2 0 2 11

TOTAL 68 49 [ 117 [ 101 | 33 | 134 | 31 11 42 293

Table 4.16 ERCA Arada Small Tax Payers Branch @004 Annual Employee Turn Over

No. Educational Status Female Male Total
1 1" Degree 5 8 13
2 Diploma 5 3 8
3 Below Diploma 3 3 5]
Total 13 14 27

4.3 Data analysis

The previous section presented the backgroundrrdton and the outcome of tlservey
result. This parts focus on the analysis of theaue of survey along witbutcome of the

interview with tax officers and secondary datahe tontext of the literature review.
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4.3.1 Tax assessment and collection challenges

Since there is no specific plan for category “A8xpayers, the tax officers were faced with
problems of identifying problems while budget impkntation. The fact sighted bgx officers as
being the reason for not having a specific plangach category dbxpayers is the frequent
turnover of staff of the core process .As showratite 4.2 total employee turnover was 9%. But
there is only general annual plan, which includgsal collection and performance percent for all
categories, which made variance analysis veryadiffifor each category. Therefore, the tax office
did not perform various variance analyses to comevith a concrete conclusion about where the
problem might be so as to take corrective actibr@an the interview made with the tax officers, one
of the biggest challenges faced by the authoritgolsing the pervasive problem of corruption.
Undesired communication of tax auditors with taxgrzaywas the major challenge that the tax
administration is facing. Faone thing, there is constant interaction betweapagers and
tax officials sincgaxpayers have to file returns physically. Thierattion encouraged the two
parties to negotiate tax liability. They also ageifig problems in identifying corrupted tax offiser
since corruption networks develop and go undeteckdoreover, the lack of close and
unreserved follow up by law accomplisher amhtrolling process in connection with different
tax related activities are the maroblems. Besides, some of category "A” taxpayéirsncial
assessment result done by taeditors ultimately fall to the category “B” or “"C This

indicates failure of the tax authority to make amntius follow-up of the taxpayers’ profile.

Taxpayers do not timely keep adequate record for theopar of assessment. There is
inconsistency in record keeping by category “A” taygys. Taxpayers have limited ability
regarding tax knowledge and competent accountants o d@munts. Due to lack of manpower,
Arada sub city tax officers are not able to follow upether alltaxpayers declared and paid tax
for each tax period since they have registeredadtition, they are not able to make sure that
whether all taxpayers that must be registered were neggjlgteredRegarding rental income tax,
the taxpayers submitted unreliable signed docurtethe tax authority. Thegroduce two
documents signed by both the lessor and lessee andtdtle one with the reduced amount of

agreement.

Due to this there exist taxpayers, who collect tax from owsts but not identified properly.
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When the taxpayer presents income that is undedstahe taxpayers will be penalized.
However, the tax officers are facing challenges doethe absence of any stated
parameter to say a certain understated amounthasasiial or not. Therefore, thiseated a
loophole for some wundesired bargaining and behavimtween taxpayer and tax
officer. There were lack of competency, degreeatistaction of employees and unwillingnees
delegate responsibilitythe quality of auditsnade by the officers of the tax office is affected
by lack of sufficient comprehensivaudits due to shortage of man power. Furthermave, t
audits in most cases have been conducted manudinual verification of taxpayer
information is not only susceptible to mistakesrbyenueofficers, but also slows down the

auditing process.

Moreover, the tax collectors did nbtve adequate skills. The prevalence of poorlynéchi
employees accompanied by perceived low remunerptickages and corruption have affected the

tax administration.

From the interview made with tax officers, the dem-making process within the core process
show that it is not participatory. This may fordee tsubordinates not to take part in the core
process activities and lack of willingness to inmpéat decision. It also creates conflict within the
core process, which hinders the effectivenessetthe process. Tlaganization also gives less
attention on employee training and personal devety as it is seen on table 4.1 there are no
employees who have qualification above first degiHeere exist lack of identification of

documents and shortage of strict assessment syElasrfailure has an impact on collection

The registered taxpayers are required to use cagister machine, which is very
expensive and difficult to use. Due to this, theymplain about high cost of tax

compliance and knowledge of operating the machine.

The training given regarding the use of cash regishachine was not adequately
sufficient. Due to this, taxpayers are facing bightems in respect of the way how to use
the machine. The other problem is when there raepower failure, they are obligated to inform
the tax authority; unfortunately, they usually fageroblems when calling to the
tax authority no reply by tax authority. Due toghethey are saying that they are exposed to a

high complianceost.
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Furthermore, if there are technical problems reigaraf the cash register machine, they are
supposed to get support from the suppliers of taehime, unfortunately, they are not getting quick

and adequate support from the sole suppliers ayiddharge for the service .

Taxpayers continuously complain on the bureauciatit service procedures existing the tax
office, when they went there for getting supportomplain about differerdituations at their
hand.The major causes for the aforementioned ehg#s or problems on profit tax
administration are:

" Absence of willingness and poor understanding abaxitproclamations, rules
and regulations by taxpayers and Complexity in tstdading tax laws and proclamation.
. Lack of paying attention to follow up the frequg@vernment policies Confusion

due to frequent change of policies

" Delayed tax assessment process by the authoritipdaek of sufficient assessors.
. Lack of sustainable educative and clear promdiiothe government
. Lack of sufficient, incompetent and motivated tafficers and Very frequent

employee turnover

. The bureaucracy of offices in giving service totdoepayers.

. Lack of close follow up by law accomplisher andtcolfing process

. Unwillingness to give clear information by taxpag/er

" Lack of willingness to provide information by thipérty to the office.

" Inefficiency and ineffective organized computerizgdtem in tax administration
. Electric power failure and Inflexibility of the #favare in use

" Frequent change of taxpayers address without adkdgement of the office
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Chapter Five

5. Conclusions and Recommendations

The main objectives of this project have been teestigate tax assessment and collection
challenges in respect of category “A” taxpayersnfbun Arada sub city. Both survey and
in-depth interview techniques were employed to stigate the existing challenges in tax
administration of the selected sub city. Based lom presentation and analysis of the data

obtained, the main conclusions and recommendati@summarized in this chapter.
5.1 Conclusions

Ethiopia has witnessed significant changes in naspects of its economy over the last10 years,
but like most developing countries, it has haddotend with the common problems which affect
the tax systems of developing countries. Basecherrasults from data analysis and findings of
the research, one can safely concltiii the sub-city tax office hdaced different financial,
operational and administrative problems and chghsrtohandle the taxpayers. It may be
considered as the implemented tax collection asskessment system is not successful.
That is, there exists inefficient and insufficiemimberof tax assessment and collection

officers in the Arada sub city

Training was not considered as vital activity, whatoes not justify much attentiomhere are
few or no training professionals on staff. The eagé of stafftraining is on teaching the
contents of tax laws as opposed to applying the laws. ldttlao attention is paid to skills,

techniques, procedures, customer relations, or geara training.

The tax office does not offer sustainable traintog create tax awareness by taxpayers
Furthermore; the office does not produce report foassp annual plan of collection in each

category of taxpayers. Lack of clarity in tax laft leom for interpretation.
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Based on the survey results, the study found thettet exist lacks of tax knowledge by tax
payers. Most of them do not know the rules and legguns of different types of taxes
they pay. Due to this, negligence, delay in taxnpagt and evasion are taken by
taxpayers as solution to escape from payment ofestax In addition, the newly
implemented system of using cash register machineausing challenges to the tax
payers even though it has a positive impact orine@ame of the country. Compliance cost of the
taxpayers decreases after they started to colecby using a cash register machine. It has also
led to improved sales audit for the business, sewsgything that is captured to record. But it is
not friendly usable when the casher made a mistdkiée collecting cash, it takes time for a
correction of mistakes, the tax laws threatened blsiness if thee made any mistake
unintentionally it might considers as tax evasitthalso reduces the operating cost of the
government that was incurred to collect tax an@ &lgsiness income. While increasing the tax
income it also reduces the tax evasion loopholeiePdailure is the major problem mentioned that
caused problem. Furthermotée prevalence of unfair competition has led &s leoluntary
compliance.

Generally, taxpayers and tax offices have tax athtnation problems of differemtatures.
The following section presents different recommeimies as to which thesebserved tax

administration problems can be solved.

5.2 Recommendation

This section presents the appropriate suggestibat dan be utilized to minimize the tax

administration problem in the Arada sub city.

An efficient and proper tax administration is reqdi by setting clear and transparent rule and
regulation. Beside all these, tax offices shouldefaipped with new technology and adequate
skilled human resource¥he tax authority must maintain adequate managem#srimation
system. So thataxpayers must receive clear, concise and up-®-4d&rmation on describing
what is taxable, how to calculate their tax lial@ and procedures for calculating paying taxes,
where and when they pay taxes. The tax office shofier sustainable training apdepare
discussion or forum for collaborators such as legalids, city administrators, and security
bodies as they have direct or indirect contributions fority@ementation of the tax. Besides

extensive work must be done by the tax office to gatifermation and register taxpayers, who
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have refused to be registereccordingly, there should be continuity on theeally started
activities of giving feedbacks and awareness vastlyho community.Sound use of such
information technology approaches as withholdingprimationreporting, web-based client
focused interfaces with the private sector, andezahainanalysis and monitoring all activities
going on in both private and public sectors caremhermously effective in reducing corruption,
curbing evasion and improving revenyields. The core process should establish appropriate
procedure and system of tax collection asbessment procedure and assigning relatively
best and capable professionals. Teagement of the ERCA should work towards bringing
the team spirit byolving internal problem. The core process musi glge high attention on
employeetraining and personal development, to cop up the nesmaeiand technology. ERCA
should work with regard to creating enough awareness ghralifferent mechanisms since
awareness of the people is very important to eliminatetakesvasion and can enhance the
efficiency of the authority. This can be achievable if ERge training to tax payers as well as
tax officers’ and ERCA can also create awareness b ipapers, pamphlets, with attractive
radio and television programs. In addition to that stronditafellow up is very important
element to enhance tax income and to reduce tax esasso, ERCA needed it audit follow up
on tax payers. Furthermore, ERCA is better to desigoed @nd fast systems that can reduce
the time of users of cash register machine to make ¢mmedor their errors without wasting

time and additional cost.

The tax office must also maximize its capacity sat ttaxpayers’ complaints in respect of
cash register machine are solved quickly. Furthermmather than delegating the task of
providing support for mechanical problems of the machmethe suppliers, the tax office
must equip its employees about the technical knowlesigehat they do the activities by
themselvesMoreover, the tax office should increasgpayer educational programs to increase

tax awareness by tax payers.

Generally, in order to increase tax compliance, goverisnemust adopt a comprehensive
strategy, beginning with the writing of the tax laws in easd anderstandable terms to
enforce. In the light of changing social and economioditmns, Arada sub city tax office
must take a sustainable comprehensive look at their texinadration in order to assess

how they can increase compliance and minimize tteblpms existing in the tax
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administration. Furthermore, Arada sub city tax Bustration can achieve its goals if allows
taxpayers to give thegenuine feedback on the process so that their gmublwill be taken

due attention imrder to have voluntary compliance.
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P&t TICLI° RLNCOL
%ﬂv/ St. Mary's University College

Tax Authorities’ employee Questioner
Dear Respondents. -

The Purpose of this questioner is to collect data for the thesis work in requirement for
partial fulfillment of MBA Degree in St. Mary’s University College. The study aimed at
identifying the challenges of tax assessment and collection by giving special emphasis
on category “A” tax payers found In Arada Sub-City. I would like to emphasis that your
response is extremely valuable for the successful completion of this paper and I would
immensely appreciate your response for all questions be responded to genuinely. I can

assure you that your identity will be completely anonymous.

I thank you very much in advance for your cooperation and for sacrificing your

invaluable time.

Address: Tel. 0911 20 95 97

E-Mail — getachewas99@gmail.com
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Tax Authorities Employee

1 Personal Data
1.1. Personal Information

Gender: - Male [] Female [0 Age: 20-300 31-400O 41-<0O
1.2. Educational Level

Diploma O First Degree [ Second Degree [0  Above [
Others

1.3. Work Experience

0-4 Years [ 4-5 Years O 5-10 Years O > 10
Years O

2. Tax Related Information
2.1. Do you think Tax evasion in category “A” tax payers is Significant?
Yes O No O Idon’t know O

2.2. If your response is “Yes” for question no 2.1 which tax do you believe is

evaded more? (Multiple Answers is Possible)

Business Profit Tax O Payroll tax 0 VAT O Rental income [

Others specify

2.3. If your Response for question no 2.1 is “yes” What do you think is the causes

for the problem?
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3. About VAT, Cash register machine and other tax related issue for the following

questions please put tick (v') mark on the choice of your response which shows the

level of your agreement.

Questions/Statements

strongly

disagree

Disagree

Neutral

agree

strongly

agree

3.1. Ethiopian Revenue Customs
Authority (ERCA) offered
adequate training about VAT.

3.2. The use of Cash Register
machine reduces tax evasion

and fraud.

3.3Adequate Awareness
creation training has been given
to the VAT  registered
organization regarding use of

cash register machine

3.4.Using cash registers
machine facilitates the tax

collection process

3.5.Using cash register machine

reduces administration cost

3.6. Tax collection increases
after introduction of cash

register machine.

3.7.Cash  register = machine

reduces corruption

3.8. The criteria for selection of

tax payers for audit and
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auditing lack clarity and

transparency.

3.9.Tax payers do not have good
perception of ERCA tax audit

follow up system

3.10. The Existing audit
selection criteria are not sound
enough to identify tax payer

that engaged in tax evasion.

3.11. Sometimes Tax Officials
cooperate with tax payers who
intend to evade tax and engage

in bribery activity.

3.12. The Chance of being
detected is relatively low if an
official is engage in corrupt

activity.

3.13.Tax Evasion by most
organizations arise from lack of
knowledge on tax issues like
penalty, tax codes and tax

regulation

3.14.The existing level and
extent of penalties for evaders
and tax personnel who are

working in collusion with tax
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evaders are sufficient to

discourage tax evasion /frauds/

3.15. The existing Penalty
for corrupt officials is not
sufficient to defer corrupt

activity.

3.16.The existing practice of
penal actions is too weak to
discourage tax payers who

evading tax

3.17.There is lack of
transparency and consistency in

imposing penalties

3.18.The education and
awareness creation program
through media, brushers and

others means is not sufficient to

improve tax compliance

4. Please write short and precise response for the following questions.

4.1.What suggestions do you give that could mitigate problems related to tax

education or public awareness program so that tax evasion is minimized.

76



4.2. Specify the weak links that exist in ERCA that open the door for corruption by tax

officers related with tax

4.3. If you think existing tax enforcement and penalty are weak, what do you

think are the reason (s)

4.4. What problems do you think are showing on tax assessment and collection

in general?
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Table 4.11 Summary of respondents’ response olcsagiwven by ERCA

Freque| Perce
[tems Description Response cy nt
Yes 23 54
Is there any problem facing you when you g| No 19 46
A | pay your tax liability? Total 42 100
Inefficiency of Taj
Collectors 13 56
What kinds of problem do you face when youDiscrimination 2 9
B | go to pay your tax liability?
lll-Treatment 8 35
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Others 0 0
Total 23 100
Yes 24 57
Do you get notices about taxation? No 18 43
Total 42 100
Very Understandable 1 2
Understandable 2 5
It Is Enough 11 26
If you get the notices what extent it is clear aidbt Understandable 28 6
understandable? Total 42 100
Less Than  Thir
Minutes 0 0
30 Minutes To 1 Hour 8 19
How long does it take you to pay your | Half Day 16 38
liability? One Day 11 26
More Than One Day 7 17
Total 42 100
Strongly Disagree 9 27
Disagree 18 45
Ethiopian Revenue Customs Authority (ER{ Neutral 2 6
offered adequate training about VAT. Agree 10 25
Strongly Agree 1 2
Total 40 100
Strongly Disagree 1 2
Disagree 0 0
The criteria for selection of tax payers for 8 Neutral 3 8
and auditing lack clarity and transparency. | Agree 30 75
Strongly Agree 6 15
Total 40 100
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Strongly Disagree 3 9
Disagree 8 20
Tax payers do not have good perceptio| Neutral 2 7
ERCA tax audit follow up system. Agree 24 55
Strongly Agree 3 9
Total 40 100
Strongly Disagree 0 0
Disagree 2 5
There islack of transparency and consistenq Neutral 1 2
imposing penalties. Agree 21 53
Strongly Agree 16 40
Total 40 100
The education and awareness creation progr&tnongly Disagree 0 0
through media, broucheeasid others means iy Disagree 3 8
sufficient to improve tax compliance. Neutral 0 0
Agree 30 75
Strongly Agree 7 17
Total 40 100
Strongly Disagree 0 0
Disagree 3 8
The Chance of being detected is relatively| Neutral 0 0
if an official is engage in corrupt activity. Agree 27 67
Strongly Agree 10 25
Total 40 100
Yes 9 21
No 25 60
Is the Tax rate fair? Some What Fair 8 19
Total 42 100
Yes 32 76
No 10 24
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Is tax payment period enough? Others
Total 42 100
Good 11 26
Needs Adjustment 34 74
How do you assess the present taxation Sy Others 0 0
in general? Total 42 100
On News Paper 28 62
Through Pamphlet 32 71
By Conference 42 100
For the future, in what ways do these no| Through Mass Media 42 100
shall be provided? Others 16 36
Total 166 100
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