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ABSTRACT

This research investigated the determinants ofctawpliance in small and medium
enterprises (SMEs), focusing on how tax knowledge eompliance costs affected
tax compliance behaviour of SMEs in Uasin Gishu i@puThe main objectives of
the study were to investigate how the unique bussineonditions of SMEs, the
perceptions of SME operators towards taxation, Ieev& tax knowledge and
compliance costs affect tax compliance of SME tsepa To achieve these
objectives, research propositions were stated wimaimly stipulated that the current
tax system in Kenya does not cater for the spdxiainess needs of SMEs and that
strong correlations do exist among tax knowledgemmliance costs and tax
compliance. The study adopted a chiefly qualitatesearch design. Methodological
triangulation was employed, utilizing the interviemvethod and a questionnaire
survey to collect primary data from SMEs in Uasinsi®a County. Interview
responses were analyzed through summative contealysess and questionnaire
responses were analyzed using SPSS software. Saksrendicated that SMEs face
different business conditions from large compamibh cause them to bear high tax
compliance burdens. The results also indicatedthi®aperceptions of SME operators
about tax fairness, tax service quality and govemmnspending priorities greatly
affect their tax compliance decisions. Tax knowkedgas discovered to have
correlation with tax registration compliance buwteak negative correlations with
filing compliance. Compliance costs were discovei@dhavenegative correlations
with tax compliance. The study then recommendettttiecurrent tax law should be
amended to incorporate provisions that grant sp&aincentives to SMEs in order
to improve voluntary tax compliance by SME taxpayefThe study also
recommended that the KRA should disseminate inftomaon tax updates more
frequently in order to improve the levels of taxolriedge for voluntary tax
compliance
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CHAPTER ONE

INTRODUCTION
1.1 Background to the Study
The exact meaning of tax compliance has been dkfimevarious ways. Kirchler
(2007) perceived a simpler definition in which @ompliance is defined as the most
neutral term to describe taxpayer’s willingnesspty their taxes. Similarly, tax
compliance is also defined by several tax authesitis the ability and willingness of
taxpayers to comply with tax laws, declare the edrincome in each year and pays
the right amount of taxes on time (IRS, 2009; ATZD09; IRB, 2009). Another
definition of tax compliance is a person’s act iih§ their tax returns, declaring all
taxable income accurately, and disbursing all pkyaéxes within the stipulated
period without having to wait for follow-up actiofi®m the authority (Singh, 2003).
Furthermore, tax compliance has also been segrkgdtetwo perspectives, namely
compliance in terms of administration and complernno terms of completing

(accuracy) the tax returns (Chow, 2004).

Taxpayers’ behavior towards tax system has evokedtgattention among many
Revenue Authorities in the World especially in Deped Countries. However, it is
debatable on what has been done towards the studypayers behavior towards tax
system in developing countries as they concentratee in studies which would
increase their budgets bottom-line in terms of hugeenue collection and

enforcement efforts at the expense of studies gpatgers behavior which would



make increase in this tax revenue to be realizedl emforcement efforts work.
Perhaps the less developed countries are not toebés they run on budget deficits
hence, scarce resources to see through such stuldiiels are perceived as adding no
direct value to revenue collection. Empirical evide on the ground shows there has
been hostility between the taxpayers and tax doliecon issue relating to tax
compliance- how about tax evasion cases reportédidaur local newspaper (Daily
Nation, July 7, 2006, pg 3) and outward resistainoe taxpayers for example the
recent protest by taxpayers over implementationE&dctronic Tax Registers.
Hostility towards tax compliance date back to thistéty of Taxation, “Taxes are
considered a problem by everyone. Not surprisimggation problems date back to the

earliest recorded history” (Director, Taxworld Ongaation, April 7, 1999).

According to the Director, Taxworld Organizatioh909), during the Roman empire,
in 60A.D, Boadecia queen of East Anglia led a retlwt can be attributed to corrupt
tax; in Great Britain, the 100 years war (1337-)45%3ween England and France was
renewed in 1369 by among other key factors, thellieb of the nobles of Aquitaine
over the oppressive tax policies of Edward, ThecBIarince and in Post-Revolution
America, Tax Act of 1864 was challenged severakinHostile tax payer’'s behavior
implies that given a chance taxpayers would not pgmwvith tax laws. Perhaps,
understanding the taxpayers’ behavior in terms awftdrs which influence their
attitude towards tax compliance and how to infleetize very factors would be a

solution to this jigsaw puzzle.



1.1.1 Tax Compliance

Tax compliance is a complex term to define. Acaagdio Brown and Mazur (2003),
tax compliance is multi-faceted measure and thmailbt, it can be defined by
considering three distinct types of compliance sashpayment compliance, filing
compliance, and reporting compliance. OrganizatmnEconomic Cooperation and
Development (2001) advocates dividing compliande icategories in considering
definitions of tax compliance to make it clear. $becategories are administrative
compliance and technical compliance where the formeéers to complying with
administrative rules of lodging and paying otheewiseferred to as reporting
compliance, procedural compliance or regulatory gieance and the latter refer to
complying with technical requirements of the taxwdain calculating taxes or
provisions of the tax laws in paying the sharehaf tax. Theoretically, views of the
taxpayers and tax collectors are that tax compéianeans adhering to the tax laws,
which are different from one country to anotheredoal of tax administration is to
foster voluntary tax compliance (Silvani, 1992) drahce reduce tax gap (difference
between taxes paid and owed for all taxes ancgtiayers) and compliance gap. Tax
compliance, according to Cobham (2005), is a probl® many countries as
measured by tax to GDP ratio although it has begmmaving for many countries. For
example, its one-third of GDP in rich countriestihaAmerica and the Caribbean -
17% of GDP and low-income countries (in Sub Sahakhaica) showed less than
15% to GDP (the recommended rate). It remains achgjlenge to low income
countries. This has promoted radical tax reformsauantries like Bolivia, Uruguay,

Colombia, Jamaica and Spain with notable succasd €De Jantscher, 1992).



The outcome of positive views is tax compliance aegative views are tax non
compliance. These views may be explained by Psggydbased theories which
reveal that taxpayers’ attitude may be influencedtiie following factors which

eventually influence taxpayers’ behavior. Taxpayeesceptions of the tax system
and Revenue Authority (Ambrecht, 1998); peer atgfgubject norm (Tanzi,1992);
taxpayers’ understanding of a tax system / tax [g®ivani, 1992; Le Baube, 1992);
motivation such as rewards (Feld, Frey & TorglddD@ and punishment such as
penalties; cost of compliance (Slemrod, 1992; Leld&a 1992); enforcement efforts
such as audit; probability of detection (Allingh&®andmo,1972); difference across
- culture; perceived behavioral control and PratesWork Ethics (PWE) (Furnharn,
1983); ethics / morality of the taxpayer and talewmbor; equity of the tax systems
(Trivedi & Shehata,2005); image of the governmeagdal on whether it is achieving
the tax objectives under prescribed principlesasftion; demographic factors such
as sex, age, education and size of income andfus®omants (Jackson & Milliron,

1986; Murphy, 2004).

1.1.2 Determinants of Tax Compliance

In order to develop methods and instruments fdrtiingy tax evasion and avoidance,
it is important to foremost establish a broad ustierding of the different
determinants underlying tax compliandexpayers’ willingness to pay taxes differs
widely across the world. It cannot be viewed aspdyndlepending on the tax burden
(Alm et al., 2007). These high levels of tax corapte result from the tax morale of

society that fosters self-enforcement of tax coemgle. Tax morale, attitude and



behavior is, however, not easy to establish. Egsfigccountries without a deep-
rooted ‘culture’ and habit of paying taxes finddifficult to establish tax morale

(Brautigam et al., 2008).

Ethnicities have been equated to cultural grough wiset of shared values, beliefs,
and norms to solve basic human problems (Basu &na#Jt 2002). An ethnic
business is a business having a set of connedctiotisegular patterns of interaction
among people sharing common national backgroundmagratory experiences
(Aldrich & Waldinger, 1990). Lack of transparenaydaaccountability in the use of
public funds contributes to public distrust botithmiespect to the tax system as well
as the government. This, in turn, increases théngress to evade taxes. If due to
high levels of corruption, citizens cannot be dertahether their paid taxes are used
to finance public goods and services their williags to pay suffers and it becomes
more likely that they evade their tax liabilitiésthe legal system does not operate in
accordance with the rule of law, citizens have dar farbitrariness, discrimination,
unequal attendance in court. The lack of rule of taduces transparency of public
action and fosters distrust among citizens. Assaltecitizens may not be willing to
finance the state through taxes, and decide toecttagbe liabilities (Kirchler et al.,

2007).

Shortfalls in tax collection procedures as well agak capacities of tax
administrations to detect and prosecute tax viotadoe both factors that contribute to

a low enforcement of tax legislation. A well-furarting body of tax investigation is



essential for the detection and prosecution ofcaséax fraud. The lack of sufficient
capacities in tax administrations and the use ofilfaand unpaid labor by SMEs
reduce the probability of detection that againuafices the decision of a taxpayer as
to whether evade or not. Additionally, the legabhnfrework is an important
prerequisite for any enforcement activity. For epém the size and nature of
penalties that are incurred after evasion has Hetetted is directly connected to the

level of tax compliance (Fishlow & Friedman, 1994).

Finally, tax laws and changes in the workforce iany countries, especially in

developing countries, changes rapidly, thus pradyciinstability and low

transparency of the tax code. As a result, comjgliicaax legislation and ongoing
changes of the tax code confuse tax administratostaxpayers alike. This produces
ample opportunity for tax avoidance and non conmgka Furthermore, it results in
tax evasion which is not intentional, but occure d¢i lack of knowledge ignorance.
In extreme cases, tax evasion and avoidance evewmaeinevitable when the tax

system becomes too complex and/or contradictofglimw (Mo, 2003).

1.1.3 Contextual Background (SME'’s in Uasin-Gishu Gunty)

As with many developing countries, there is limitedearch and scholarly studies
about the SME sector in Kenya. The 1999 NationaeBae Survey conducted by
Central Bureau of Statistics, ICEG and K-Rep Hajdirprovides the most recent
comprehensive picture of SMEs in Kenya. Mead (1988jerves that the health of

the economy as a whole has a strong relationshipthwe health and nature of micro



and small enterprise sector. When the state ofrthero economy is less favourable,
by contrast, the opportunities for profitable enyph@nt expansion in SMEs are
limited. SMEs are generally perceived to be thedbked for indigenous
entrepreneurship and generate all the many smakstments, which would
otherwise not have taken place (Aryeetey & Aher@)42. Therefore, developing
economies like Kenya needs to further the developnoé its private sector by
creating an environment favorable to the growtlSMES, strengthening the factors
that lead to business success, and addressingdbkems threatening the existence
and advancement of small and medium enterprises, (Kéra & Benzing, 2008), so
they can adequately play the role expected of tileezonomic transformation. Such
role includes mobilization of domestic savings farvestment, appreciable
contribution to gross domestic product, increasadhéssing of local raw materials,
employment generation, and significant contributioin poverty reduction efforts
through sustainable livelihoods and enhancemepeisonnel income, technological

development and export diversification (SmatrakaB&06).

Furthermore, they have the advantage of reachiadattthest corners of the country
unlike the larger establishments. For this reason,deal tax policy needs to be
adopted in order to ensure voluntary complianc@nemic growth and proper
utilization of resources rather than suffocating émtrepreneur initiative they are out
to cater for. It is a well known fact that the raue generated from the taxation of
individuals and businesses is an important streamoome for government. In an

economy like ours that is struggling to remain aff]at is even more important. Tax



revenue is the source of funds used for developmemects such as provision of
infrastructure like good roads, stable power supgtgble water supply etc. All of
which combine to create an enabling environmentbiggsinesses —and in turn the
economy at large- to grow. Small and Medium Enisgs being profit generating
establishments are also expected to pay their dinesimportant question however is
“how much tax should they be levied”. Small and med enterprises are volatile
establishments that need special treatment. Puttialy nature into consideration,
every little resource at their disposal can makeodd of difference. For this reason,
a number of Kenyan SMEs choose to remain in therimél sector because they feel
the cost of compliance is too high. And a considieraumber of those who pay only

do so because they are coerced by the authorities.

1.2 Research Problem

The main source of revenue for public expenditar€enya is taxation. However, tax
revenues have, for quite sometime, remained loativel to the number of both
registered and non registered firms and individwdle are legally qualify to pay tax.
Continued low revenue collection levels for goveemmis detrimental to economic
development of this nation. Fortunately, the larggistered firms usually pay their
taxes. In contrast, a large segment of the inforseator, especially the SMEs in
Uasin-Gishu exhibit low tax compliance levels (wwkwa.co.ke).This is a great loss
of revenues meant for public expenditure It istfos reason that research need to be
undertaken to identify the causes for low tax coamge among small and medium

enterprises in Uasin-Gishu. It is also instructivenote that there is little research that



has been done in this area. In this context SMEWanin-Gishu exhibit low tax
compliance levels and this requires and understgndn the determinants of tax
compliance to enable the government to improve tertax collection among the

SMEs in Eldoret.

Various studies have been undertaken on tax congdiand SMEs for example
Omeri et al (2010) did research on how the Taxmydttitudes Influence
Compgiance Behavior among SMEs Business Income Eanmeiserugoya Town,
Kirinyaga District. Simiyu (2003) looked at the faxs influencing taxpayers’
voluntary compliance among local authorities, tesearcher was not aware of any
other study that has been carried out to establish taxpayers’ attitudes influence
on tax compliance behavior among local authoritlés. pointed out that the non
compliance resulted due to lack adequate knowledgexation. Also, Schoonjans
et al (2011) carried out a survey of tax compliaoasts of Flemish SMEs: magnitude
and determinants, Environment and Planning. Theyhdoout that that the tax
compliance costs exceeding over 7% of gross addkek \are relatively high. Value-
added tax, labor taxes, and corporate taxes arentam components of tax
compliance costs. In addition, our evidence cordirthe regressively hypothesis,
according to which smaller companies face relagiveigher compliance costs.
Furthermore, industry, age, and the proportion lok{zollar workers prove to be
determining factors of relative compliance costse Ftudy concludes by formulating

a number of policy recommendations that might gbate to lower compliance costs.



At the same time this was echoed by the writingsSiwani & Baube, 1992 on

taxpayers’ understanding of a tax system and tes.l&Vhile the above researches
made great contributions on some of the factors #ifect compliance of tax

payment, such compliance for SMEs in Uasin-Gishsl tat been adequately dealt
with. This therefore leaves a knowledge gap in #nea- the basis of this study. This
research therefore has the main objective of imyatshg on causes of low tax
compliance among small and medium enterprises ($MiksUasin-Gishu. The

guestion to be addressed should be; what are tlees@f low tax compliance among
small and medium enterprises (SMEs) in Uasin-Gisbounty? The research
hypotheses are that there are other factors mopertant than high tax rates that
influence SMEs’ failure to pay tax in Kenya. Higixtrate is the most crucial factor

influencing SMEs’ failure to pay tax in Kenya.

1.3 Objectives of the Study
The objectives of the study were:
i) To investigate on the causes of low tax compliameng small and medium
enterprises (SMES) in Uasin-Gishu.
i) To find out the influence of Tax payers’ attitudedébehavior on low tax
compliance among SMEs in Uasin-Gishu.
i) To identify the chief motivator for tax complianasong SMEs in Uasin-
Gishu.
iv) To examine the impact of low compliance culture low tax compliance

among SMEs in Uasin-Gishu.

10



v) To find out the impact of bureaucracy and corrupim low tax compliance
among SMEs in Uasin-Gishu.

vi) To analyze how compliance costs correlate withcaxpliance behaviors of
SMEs

vii) To establish the impact of the use of family angbaid labor on low tax
compliance among SMEs in Uasin-Gishu.

viii) To find out whether a large informal sector hasgrapact on low tax

compliance among SMEs in Uasin-Gishu.

1.4 Importance of the Study

It is hoped that the findings of this study shalldignificant to various groups, among
them, KRA who will be able to have information thetl guide it to improve on tax
compliance mechanisms among SMEs; because theofdak administration is to
foster voluntary tax compliance (Silvani, 1992xhould enable KRA champion its
literacy campaigns to improve the taxpayers’ apilib understand tax laws for
example rates of tax, filing and paying dates etc.

The government will be able to understand the siratrequirements and legislation
needed to improve the necessary infrastructureuppat SMEs. It will help the

government demystify that tax is not a punishmeritst people but an obligation.

This study will provide useful information to SMEm the causes of low tax
compliance and how they can help eradicate thiblene and help the government

improve on its collection. The study should alsokenaghe taxpayer feel and

11



understand that they are not paying unfair shatexofThey should work to improve

peer attitude i.e. belief that neighbours are repgand paying tax honestly.

Researchers will find the findings of this studypontant as it will act a reservoir of

knowledge for further research

12



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This chapter covers various sections. Section a@tuces the theoretical literature,
while section 2.3 deals with the empirical literatiSection 2.4 highlightthe factors

determining tax compliance and section 2.5 captilvesummary of the chapter.

2.2 Theoretical Literature review

Most large companies have their roots in small aredlium enterprises suggesting
that the future large corporations are the SME®d&y that that must be nurtured to
ensure their growth. Thus, SMEs are generally pezdeto be the seedbed for
indigenous entrepreneurship and generate all theynsanall investments, which

would otherwise not have taken place (Aryeetey &eidy, 2004). Therefore,

developing economies like Kenya needs to further development of its private

sector by creating an environment favorable togilosvth of SMES, strengthening the
factors that lead to business success, and adage® problems threatening the
existence and advancement of small and mediumpeiges, so they can adequately
play the role expected of them in economic trams&dion. Such role includes

mobilization of domestic savings for investmentpigeiable contribution to gross

domestic product, increased harnessing of local materials, employment

generation, and significant contribution of povertgduction efforts through

13



sustainable livelihoods and enhancement in persommeome, technological

development and export diversification (SmatrakaB&06).

Furthermore, they have the advantage of reachiadaitthest corners of the country
unlike the larger establishments. For this reason,deal tax policy needs to be
adopted in order to ensure voluntary complianc@nemic growth and proper
utilization of resources rather than suffocating émtrepreneur initiative they are out
to cater for. It is a well known fact that the raue generated from the taxation of
individuals and businesses is an important streamoome for government. In an
economy like ours that is struggling to remain aff]at is even more important. Tax
revenue is the source of funds used for developmamects such as provision of
infrastructure like good roads, stable power supgtgble water supply etc. All of
which combine to create an enabling environmentbiagsinesses and in turn the
economy at large- to grow. Small and Medium Enisgs being profit generating
establishments are also expected to pay their dinesimportant question however is
how much tax should they be levied. Small and madenterprises are volatile
establishments that need special treatment. Puttialy nature into consideration,
every little resource at their disposal can makeodd of difference. For this reason,
a number of Kenyan SMEs choose to remain in therimél sector because they feel
the cost of compliance is too high. And a considieraumber of those who pay only

do so because they are coerced by the authoi@las, Kara & Benzing, 2008).
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Since the individual SME pays a very small amourte® compared what the larger
establishment would pay, tax authorities tend dive larger corporations more
attention. This means a good number of SMEs gey awth not paying their taxes
hence revenue that would otherwise have been iedestdevelopment projects that
will end up being of benefit even to the SMEs stId his therefore is a situation that
needs to be corrected. The above brings to ligheams why the issue of taxation of
SMEs is really important. First, tax provides rewerior the government to create an
environment that will ease the running of all besises SMEs inclusive.

At the same time if an SME is faced with high colapte costs, it has a tendency to
avoid paying taxes hence; the revenue that would Heeen used to create this

environment is diminished thereby reducing the SditkHances of survival.

2.2.1 Theories of Tax Compliance

Various opinions exist about the best ways to imprtax compliance. Given the
chance, a lot of businesses will not pay taxesssnthere is a motivation to do so.
Some believe that the best way is to increase tivamn(Feld & Frey, 2007) others
believe the best way is to increase penalties.cbampliance theories can be broadly
classified into two. They are economics based thsoand psychology based

theories.

2.2.1.1 Theory of planned behavior
Theory of planned behavior is an important theohycl presents within the scope of

the social psychology and tries to explain humamabmrs. This theory was
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developed by Ajzen (1991) and it is just the immadvorm of the Theory of Reason
Action suggested by Ajzenand Fishbein (1980) ineordo explain conscious
behaviors. According to this theory, behaviors g tndividuals within the society
are under the influence of definite factors, or&genfrom certain reasons and emerge
in a planned way (Erten, 2002). Nevertheless, thiétyato perform a particular
behavior depends on the fact that the individual da@urpose towards that behavior.
As for the factors determining the purpose towatds behavior, they are attitude
towards behavior, subjective norms and perceivddhlieral control (Erten, 2002).
Factors counted above are also under the influehdehavioral beliefs, normative

beliefs and control beliefs (Ajzen, 2002).

Intention is the basis of this theory and perforoeanof a behavior or its
transformation into a different behavior dependtloa intention that the individual
has generated towards the behavior. Ajzen, destribéention as the factor
indicating the degree of individual efforts in orde perform a certain behavior
(Ajzen, 1991). Intention is explained by attitudesards behavior, individual norms
and perceived behavior controls (Klee et al.20@@jtude includes the evaluations
made by the individual who will perform the behaviegarding the act of that

behavior.

Subjective norm refers to the opinions of the othdividuals who are important for
individuals that will perform the behavior or askén as reference as regards to this

behavior. Finally, perceived behavior control spesithe difficulty level of the
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performance displayed by an individual. This elemean sometimes affect the
behavior directly. For example, in case the behasomtrol does not depend on the
desire of the individual, in other words, if theiee any legal sanction, perceived
behavior control can affect the behavior directg a conclusion, the Theory of
Planned Behavior posits that individuals' intergiotogether with their perceived
control over the behavior determine whether orthel will actually engage in the

behavior.

It has been observed that empirical studies caoigdvithin the scope of the Theory
of Planned Behavior mostly examine behaviors thdtviduals report and that the
studies examining the behaviors that individualdgee is rather scarce in number
(Chang, 1998; Allen, 2004).This is because of ta that observing the individual
behaviors is rather costly in terms of time and ey(Erten, 2002). The aim of this
study is also to analyze the behaviors reportethbyaxpayers included in this study

instead of observing the behaviors of the individuagarding tax compliance.

2.2.1.2 Theory of Crime

The theory of crime asserts that people are rdtiacimrs who behave in a manner
that will maximize their expected utility. Beckel968) argued that authorities
needed to and appropriately balances between weteof non-compliers and

sanctions to the point where non-compliance becamasonal. In the early 1970s,

Alligham and Sandmo (1972) extended Becker’'s warkhe economics of crime to

the taxation context. They examined taxpayer’s 9ecito evade taxes when they
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were filling out their tax returns and examined thkationship between penalty rate
for tax evasion at the time, the probability ofedeion, and degree of tax evasion
engaged in. What they found was that there waslaiaeship between these
variables; with a higher penalty rate and probgbdf detection deterring individuals
from evading their taxes. In the 1980s, thereforany scholars began to question the
value of deterrence alone in regulating behavitieyTbegan to focus their attention
on researching compliance rather than deterrenddagan to realize the importance
of persuasion and cooperation as a regulatory favoyaining compliance. In fact,
research has shown that the use of thrat and legmicion, particularly when
perceived as illegitimate, can produce negativabien; these actions are more likely
to result in further non-compliance (Murphy and #2007), creative compliance

(McBarnet, 2003), criminal behavior or oppositidielir and Rokenbach 2003).

2.2.1.3 Economic Based Theories

They are also known as deterrence theory and tlaeg gmphasis on incentives. The
theory suggests that taxpayers are moral utilitximeers. They are influenced by
economic motives such as profit maximization anabpbility of detection. As such
they analyze alternative compliance paths for mstawhether or not to evade tax,
the likelihood of being detected and the resultiagercussions and then select the
alternative that maximizes their expected gainsraftx returns and after adjusting for
risk. This process is referred to as “playing thditlottery” by Trivedi and Shehata

(2005).
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Therefore according to the theory, in order to iower compliance, audits and
penalties for non-compliance should be increasedn&mic Based Theories asserts
that the means of strengthening and growing thalleconomy is to develop and
enhance the basic sector. The basic sector isfthenelentified as the engine of the
local economy. The economic base technique is baseddsimple causal model that
assumes that the basic sector is the prime caukeafeconomic growth, that it is

the economic base of the local economy

2.2.1.4 Psychology Theories

Psychology theories on the other hand posit thatagers are influenced to comply
with their tax obligations by psychological factofBhey focus on the taxpayers’
morals and ethics. The theories suggest that ayaxpnay comply even when the
probability of detection is low. As opposed to #mnomic theories that emphasize
increased audits and penalties as solutions to lcmmee issues, psychology theories

lay emphasis on changing individual attitudes talsdax systems.

2.2.2 Characteristics of Small and Medium Enterprigs

The concept of SMEs is relative and dynamic. SMigscharacterized by uncertainty,
innovation and evolution. A firm understanding oiSs would require a good
knowledge of its features. SMEs are usually snoaher or family managed business
offering basic goods and services, which tend ¢& @ganizational and management
structures with the urban ones tending to be mdrectsiral than their rural

counterparts. This is one of the most generic featof SMEs. They are mostly sole
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proprietorships or partnerships although on thdaser they may be registered as
Limited Liability Companies as such they are usualbt separate legal entities. The
ownership style has led small and medium enterpisdhave a simple management
structure. Factors also contributing to the reasonall and medium enterprises have
a simple management structure are few number olsgmges and the owners’ low
level of education. Since there is no legal perbgnaetween the small and medium
enterprise and its owners, it means the lifespath@fenterprise is dependent on the
lifespan of its owners for example there is no paral continuity (Olorunshola,

2003).

Furthermore, according to Hanefah, Ariff, & Kasigil (2002), the production
processes of SMEs are usually labour intensivetlagylusually serve as suppliers for
the larger manufacturing firms with their operaidoeing highly dependent on raw
materials sourced locally. They also require a lostartup capital than the larger
companies. The decisions of the managers haveherhtgndency to be subjective
given that they are managed and controlled by #meesindividual. The employee-
employer relationship found in most SMEs is predwmantly informal. Another key
feature of the SME sector in any country is thas iheterogeneous varying in size
from small retail outlets to highly paid professis) and substantial manufacturing
enterprises. SMEs are also likely to vary in orgational form from sole
proprietorships with or without employees, smalkpmoations public or private,
professionals and partnerships. This feature usoadlults in different obligations for

record keeping for the enterprise.
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In addition, the contributions SMEs usually maketds revenue are lower than its
contributions to output and employment (Internatiohax Dialogue, 2007). That fact
notwithstanding, SMEs have not become competitiveugh to increase their share
of output even though they form three-fifths of theémber of manufacturing firms

where larger manufacturing companies rely on SMEgHeir supplies (Hanukah et.
al, 2002). SMEs are thought to be engine room oifowation this is because
entrepreneurial activities such as innovation, rsaring, employment creation,
finding new opportunities and the commercializatmntheir inventions have been
contributed to the prosperity in all regions of therld therefore, any country wishing
to remain innovative will support SME growth becaushey also enhance
competition and entrepreneurship and hence haernattbenefits on economy-wide
efficiency, and aggregate productivity growth. Rermore, SME proponents
frequently claim that SMEs are more productive tlage firms but financial market

and other institutional failures impede SME deveatept. Thus, pending financial

and institutional improvements, direct governmanaricial support to SMEs can

boost economic growth and development (Demirguctiubevine, 2005).

SMEs foster economic growth through innovation tayisg that during the economic
globalization period and under fierce competitioonditions, the research and
development activities of small and medium-sizetegaises play an irreplaceable
role in promoting technology innovation and natiog@onomic development because
of their adaptive ability in market, flexible op&oa mechanism as well as innovation

spirit. As a result of this, they can adapt to n&tations more easily than large
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corporations. Innovation is also critical for getfinew ideas into the economy
(Hendy, 2003). Small and Medium Enterprises serveliriks between the large
business enterprise and the consumers as such, datgrprises can hardly survive
without them. Therefore, the importance of smalibass enterprises cannot be over
emphasized. Small business enterprises make ar leogdribution pro rata in the
economy and with efficient control and managemeahniques of SMEs the benefit
it gives can be much greater. Small and mediumesealterprises according to
Akinsulire (2010) accelerate rural development wihdkecreasing urban immigration
and the problems of congestion in large cities beedhey have lesser competition
by serving dispersed local markets, are closehér resources and are cheaper to
establish in the urban areas entrepreneurs awctaitr to invest thus discouraging
rural-urban migration and making for an even depelent. SMEs also contribute to
domestic capital formation, play a value-addingeyohobilize private savings and

harness them for productive purposes.

Kilby (1969) sees SMEs as a quasi sponge for udmaployment and a provider of
inexpensive consumer goods with little or no impawhtent, serving an important
pressure-releasing and welfare-augmenting func&MmEs also contribute to long-
run industrial growth by producing an increasingniber of firms that grow up and
out of the small-scale sector. The emergence ofllwhaodern small/medium-scale
Kenyan industries is likely to be a prerequisite &émy enduring industrialization.
Other contributions made by SMEs to the economyor@iicg to Hendy (2003)

include being able to remain profitable even irbtlent conditions because they are
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accustomed to operating in highly fragmented artdrbgenous markets. Also, they
often serve a special role in creating social edpitat is, they are often ‘entrenched
in local communities another advantage is that liee#hey are fast and flexible, and
close to their customers, they can be a compesinue to large firms. Output growth;
they perform important sub-contract functions; tieap perform an important import

substitution role, while others are exporters.

2.2.3 Taxation of SMEs

Fiscal policy is one of the main components of maconomic policy and its tasks
have been considered in a double context: firgtctire of fiscal policy, and second,
the consistency with the monetary policy (Holba@Q?2). In general terms, the choice
of tax policy to employ depends on the use of anleoth two groups of instruments;
the first one being the use of special tax prefegsenand the other incentives to
support start-up and growth of small companies. ihkhentives include the lowering

of corporate income tax rates, special tax exemptiand relieves for small

businesses. The fundamental purpose of taxatioto igise revenue effectively,

through measures that suit each country’s circumssgand administrative capacity.
In fulfilling the revenue function, a well designéak system should be efficient in
minimizing the distortionary impact on resourceoeadltion, and equitable in its

impact on different groups in society (Bolnick, 200

It is important that the country’s situation is pesly analyzed before employing any

tax policy in order to have a properly working tsystem. Many of the difficulties
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with the tax authorities are the consequence oflpamnceived tax policies and a
lack of certainty regarding future policy changélse objective of a tax policy should
be to achieve collection cost savings while miningzthe revenue loss, disruption to
the economy, and the inequity and capriciousneskeofax burden. For an economy
such as Kenya that is still in the throes of asemm, the tax regime must be versatile
enough to encourage savings, stimulate investmahtreward social responsibility
and research funding. To widen the tax net, potiegkers must never forget the
urgency to provide infrastructure; create jobs edlice unemployment; expand the
productive sectors of the economy; stimulate exppahd substantially raise public

revenues from non-oil sources (Punch, 2010).

Hence, tax policies should aim at bringing all taleaadults into the tax net with a
graduated rate that should ensure that the welbajftheir own share while the low
income earners are given savings-enhancing in@nt&n effective and efficient tax
administration system is integral to any countwy&l being. Tax administration must
provide an even playing field for business by emguthat all taxpayers meet their
tax filing and paying requirements. The tax adntration must balance its
educational and assistance role with its enforcémar. The rationale behind the
whole system of tax is consistent with two of theee major theories of tax namely;
the Ability-to-Pay Principle and the Equal Distritan Principle. These two
principles stress equality and fairness. While &imlity-to-Pay talks pushes that
individuals should be levied taxes based on thalitato pay, the Equal distribution

Principle suggests that income, wealth, and traimsashould be taxed at a fixed
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percentage; that is, people who earn more and larg should pay more taxes, but

will not pay a higher rate of taxes (Baurer, 2005).

2.2.4 Tax Compliance and SMEs

According to Marti (2010) tax compliance is a compterm to define. Simply put,

tax compliance refers to fulfilling all tax obligahs as specified by the law freely and
completely.

It has been found that regulatory burdens fall @igprtionately on small and medium
enterprises internationally. Their size and natuakes the issue of tax compliance
one of particular importance especially since m®BtEs have access to limited
resources and inadequate expertise to comply witkerge and complicated

regulation. High compliance costs can result indamidance, tax fraud, and inhibit
investment by way of diminishing competitivenessha country in terms of taxation

attractiveness (Pope & Abdul-Jabbar, 2008). Tax-campliance may be in one of
many forms; it could either be failure to submitax return within the stipulated

period or non submission, understatement of incamwerstatement of deductions,
failure to pay assessed taxes by due date andne €@ases non-compliance may

mean an outright failure to pay levied taxes (K#isipS Abdul Jabbar, 2006).

Studies have shown that the problem of tax evasianwidespread one (Kasipillai &
Abdul Jabbar, 2006). Furthermore, Fagbemi, Uadildl@h (2010) found that it is
prevalent in developing countries and it hindersetlgpment thereby leading to

economic stagnation and other socio-economic pnahleChipeta (2002) identified
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tax rates as one of the causes of tax evasion.digegd out that a higher tax rate
increases taxpayers’ burden and reduces their shgp® income therefore, the

probability of evading tax is higher.

Small taxpayers under the regular system of tanare discriminated against, since
the compliance requirements, cost of compliancetardate are the same for both
small and large enterprises. Reducing the com@i@osts and tax rate increases the
small enterprises profit margin. It also increagesGovernment’s tax revenue, since
the simplified provisions for small and medium epteses reduce the size of the
informal economy and the number of non-complyingiseered taxpayers (Vasak,

2008)

Furthermore, SMEs usually have to operate in amb@aging regulatory environment
with the plethora of regulatory agencies, multipdes, cumbersome importation
procedure and high port charges that constantlyteserious burden on their
operations. An overly complex regulatory system &ndregime or one opaque in its
administration and enforcement makes tax compliamckily burdensome and often
have a distortionary effect on the developmentMES as they are tempted to morph
into forms that offer a lower tax burden or no taxden at all (Masato, 2009), and
this results in a tax system that imposes high esg@& on the society. A poorly
executed tax system also leads to low efficienegh ltollection charges, waste of
time for taxpayers and the staff, and the low an®wf received taxes and the

deviation of optimum allocation of resources (Faxb2000). Existing empirical
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evidence clearly indicates that small and mediuzedibusinesses are affected
disproportionately by these costs: when scaled digssor assets, the compliance

costs of SMEs are higher than for large busine@&eschenrieder, 2007).

2.3 Empirical Literature

Spicer and Lundstedt (1976) pointed out that addleesnployed taxpayers have more
possibilities to avoid taxes than employed taxpmyddowever, self-employed
taxpayers have also more opportunities for tax iemaand opportunities might
further increase with the number of different in@sources. Hence, in compliance
decisions the level of income might interact with source. A different aspect of the
income source if income was earned by hard workroeffortless job - has been
studied in experiments by Kirchler, Muehlbacher,2§oand Webley. Participants
were less compliant when they reported income eabydow effort than when they
reported hard-earned income. It seems that taxpayerreluctant to lose their hard-

earned money by “gambling” with tax authorities.

The importance of how one’s economic status is gpeed was demonstrated by
Vogel (1974). Taxpayers who reported improvementheir economic status were
less compliant than others who reported determmadif their financial well-being. A
positive relationof SMEs income and tax compliance also found emgirsupport.
Other studies found no relation of income level #mwd compliance. Self-reported
compliance behavior was not related to income an®wegdish taxpayers (Warneryd

& Walerud, 1982) and American (Porcano, 1988). i@sland Plumlee (1991) also
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found decreased compliance among participants higher income. Fishlow and
Friedman (1994) found decreased compliance at t@ma@me-level SMEs in archival-
empirical data from Argentina, Brazil and Chilered countries with low economic

growth and high inflation rates.

A negative relatiorof income earned by SMEs and tax compliance isrtegdoy
Slemrod (1985), who analyzed archival data fromUhéed States’ Treasury tax file
for 1977. Consistently, Weck-Hannemann and Pommergfi989) found lower
compliance among high income earning SMEs in aatho\ata on Swiss taxpayers.
Baldry (1987) manipulated participant SMEs incoraendng other variables) and
found lower compliance at higher income-levels.

To summarize, most empirical studies on the impaifcttax rates support the
assumption that high tax burdens have negative abnra compliance. However, the
strong connection of income and tax rate makes ¢ioaclusions difficult (Andreoni,
Erard, & Feinstein, 1998; Slemrod, 1985). In exmpemtal studies it is hard to
separate the effects of tax rates and income,ti fariables are varied at the same

time.

2.4 Factors Determining Tax Compliance
There are various factors determining tax compkanc order to develop methods
and instruments for fighting tax evasion and avoa#s it is important to foremost

establish a broad understanding of the differem$@as underlying these problems.
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2.4.1 Bureaucracy and Corruption

Lack of transparency and accountability in the oSeublic funds contributes to
public distrust both with respect to the tax systswell as the government. This, in
turn, increases the willingness to evade taxeslud to high levels of corruption,
citizens cannot be certain whether their paid taaesused to finance public goods
and services their willingness to pay suffers antlecomes more likely that they
evade their tax liabilities. A taxpayer might catesi evading taxes if the cost of
bribing a tax auditor is lower than the potentiahbfit from tax evasion. Strong fiscal
courts are essential to protect taxpayer’s rights safeguard them from arbitrariness.
If the legal system does not operate in accordamitethe rule of law, citizens have
to fear arbitrariness, discrimination, unequalradtence in court. The lack of rule of
law reduces transparency of public action and festestrust among citizens.

As a result, citizens may not be willing to finartbe state through taxes, and decide

to evade these liabilities (Kirchler et al., 2007).

Often, tax administration and collection by minetr of finance are considered
inefficient and suffering from corruption and higbmpliance costs. Therefore the
creation of semi autonomous revenue authorities b@sn pursued in many
developing countries mostly as part of comprehensax administration reforms.
Additionally, unclear responsibilities regardingethbollection and administration of
specific types of taxes by different institutionanclead to inefficiencies and tax

losses and require a reorganization of the tax midtmation (Moore, 2009).
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2.4.2 Perception on Government Spending

Tax compliance is proposed to be studied based psyahological tax contract

representing “a complicated interaction betweerpagers and the government in
establishing a fair and reciprocal exchange” Felé&r&y, (2007). The existence and
survival of this tax contract is apparent in a nemdf circumstances in prior studies.
For example, if taxes paid and public services pled by government are regarded
as equitable, taxpayers may be inclined to comply wax laws and this has a
significant positive effect on tax compliance &-gld & Frey, (2006) Torgler et al.,(

2008). The taxpayers indeed are willing to pay saeen though they were not given
the exact value of public goods, as compared totakes they have paid, if they
perceived the political process as fair and lafald & Frey, 2007).

As shown in many studies, the involvement of taxgoayn a political process has a
positive influence on tax compliance and taxpaydth direct democratic rights are

found to be more compliant (e.g. Pommerehne, Haifrey, 1994; Torgler, 2005;

Torgler & Schneider, 2007).

The reverse is evident in transition countries sastRussia, Belarus or Latvia after
the collapse of communism because of the ‘instihgi crisis’, where the citizens’
tax morale is lower, compared to non-transition ntoas such as Bulgaria and
Croatia (Frey & Torgler, 2007). Tax compliance iscainfluenced substantially by
trust in government and legal systems (e.g. Fré&g2Torgler, 2003b) and this trust
can only be gained if the government can assuretéxpayers’ expectations are

fulfilled (Hardin, 1998). The taxpayers’ opinion t¢ime tax system either as a fair or
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an unfair system, is also identified as influencitagx compliance behavior, as
apparent in a number of research studies (e.g. Alackson, & McKee, 1993;
Murphy, 2003). Overall, voluntary tax complianceyrae increased if government

achieves a policy exchange approach as promisiesidiizens.

2.4.3 Tax payers’ Attitude and Behaviour

Taxpayers’ willingness to pay taxes differs widelgross the world. It cannot be
viewed as simply depending on the tax burden. Ra#mapirical research indicates
that taxpayers throughout the world pay more télkas can be explained by even the
highest feasible levels of auditing, penalties ausét aversion (Alm et al.,2007).
These high levels of tax compliance result fromttremorale of society that fosters
self-enforcement of tax compliance. Tax moraldafuate and behaviour is, however,
not easy to establish. Especially countries witteodeep-rooted ‘culture’ and habit of
paying taxes find it difficult to establish tax rage. This willingness to pay” of the
taxpayer is influenced by the following factors:deneral, citizens expect some kind
of service or benefit in return for the taxes pdfdhe government fails to provide
basic public goods and services o provides themffingntly, citizens may not be
willing to pay taxes and tax evasion and avoidamdk be the consequence

(Brautigam et al., 2008).

Some studies suggest that high tax rates fosteiggvalhe intuition is that high tax
rates increase the tax burden and, hence, loweatispesable income of the taxpayer

(Chipeta, 2002). However, the level of the tax ratay not be the only factor
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influencing people’s decision about paying taxesfakt, the structure of the overall
tax system has an impact as well. If, for examile,tax rate on corporate profits is
relatively low, but individuals are facing a highxtrate on their personal income,
they may perceive their personal tax burden asiruafal choose to declare only a
part of their income. Similarly, large companies cdten more easily take advantage
of tax loopholes, thereby contributing to the pereé unfairness of the system. Tax
rates and the overall structure of the tax systherefore, have a significant effect on

the disposition to evade and avoid taxes.

2.4.4 Low Compliance Culture

Ethnicities have been equated to cultural grough wiset of shared values, beliefs,
and norms to solve basic human problems (Basu &#&t 2002). An ethnic group
has been defined as a collectivity within a largeciety having real or putative
common ancestry, memories of shared historical Basu, 2006). An ethnic
business is a business having a set of conneatiothsegular patterns of interaction
among people sharing common national backgroundmagratory experiences
(Aldrich & Waldinger, 1990). SMEs are the domin&tm of organizations in most
countries including Kenya (IFC & The World Bank, 120 OECD, 2004). The
government including those from New Zealand recogmithe important economic
contributions SMEs make towards production and egrmpént (Australian Bureau of
Statistics, 2004; Commerce Committee, 1998; Smaisifeess Advisory Group,
2006). As at February 2008, Kenya SMEs providegd@ent of all employment in

the country (Ministry of Labour, 2009) and 58 pertcef all total value-added output
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amounting to Ksh. 48,508 million (Ministry of Induslization, 2009). The
juxtaposition of these statistics highlights theportant role SMEs play in terms of
the dynamics of the larger economy. Most SMEs imy&eare concentrated in the

larger cities such as Nairobi Eldoret and Mombasa.

Taxation issues are pervasive to SME operatorsheg affect decisions such as
business structures, wages paid, charitable comiviis made, and profits declared
for the period. Taxation issues are one of theiinnsancerns (Massey & Quin, 2001)
and business failures have been associated with rg@ord keeping for taxation
purposes (Prescott & Hooper, 2009). Most tax rebean SMEs thus far have not
considered the interface of culture (caused byieitlgh and their tax compliance
behaviours and attitudes. However, the study ducellis important as the efficacy
with which a culture equips a people to deal wittuations it faces is seldom
explored, yet it is one of the most important deieants of advantage and
disadvantage (Crocombe, 2008).Though the study timfi@ty is considered an
emerging issue in tax compliance research (Bircd.eR003), this research limits the
study of ethnicity to SME taxpayers. SME taxpayare different from other
taxpayers as they have regressive tax compliansts dblasseldine, 1995); have
lower compliance statistics compared to other tgea (Giles & Caragata, 1999;
Smith & Kinsey, 1987); are tax collectors on behalff the government for
employment and value added taxes (Joulfaian & Riti@®8); and they have more

opportunities to participate in the cash economyctier, 2007; Noble, 2000). SME
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taxpayers are culturally homogeneous in terms s€tdirging their tax compliance

obligations whilst regulated by tax regime.

2.4.5 Large Informal Sector

There exist several circumstances that restrainathwinistrations from performing
their functions properly thereby increasing theguafity of tax evasion. Shortfalls in
tax collection procedures as well as weak capacdfetax administrations to detect
and prosecute tax violators are both factors tbatribute to a low enforcement of
tax legislation. Regarding tax collection, many eleping countries face difficulties
with respect to important premises for a well fumming tax administration,
especially with respect to identifying and admiaistg those citizens and firms that
are liable to tax payments due to the fact thatSNHEs are a large and an informal
sector. Although there has been progress, tax astn@tions’ capacity to introduce
and sustain e.g. well-functioning tax registerfl pose severe difficulties in many
developing countries. Problems of insufficient eaagyamay also occur due to the
organizational set up of the tax administration @adelationship to the ministry of
finance. In general, there are two approaches Herdrganizational set up of tax

administration (The World Bank, World Developmemdicator, 2008).

2.4.6 Simplicity of Tax Returns
This means the ability of tax payer to understaxdaws. The criteria calls for a tax
system which is simple enough to enable the payeotpute his own liability, to

avoid administrative difficulties associated wittekmining the taxable income and
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the tax liability. A simple tax per head for allganizations would for example

comply with this criterion.

2.4.7 Use of Family and Unpaid Labor

A well-functioning body of tax investigation is esgial for the detection and
prosecution of cases of tax fraud. The lack of isfit capacities in tax
administrations and the use of family and unpaidotaby SMEs reduce the
probability of detection that again influences tieeision of a taxpayer as to whether
evade or not. Additionally, the legal frameworkais important prerequisite for any
enforcement activity. For example, the size andingadf penalties that are incurred
after evasion has been detected is directly coedetct the level of tax compliance

(Fishlow & Friedman, 1994).

Finally, tax laws and changes in the workforce iany countries, especially in

developing countries, changes rapidly, thus pradycinstability and low

transparency of the tax code. As a result, comjgiicaax legislation and ongoing
changes of the tax code confuse tax administratoistaxpayers alike. This produces
ample opportunity for tax avoidance and non conmgka Furthermore, it results in
tax evasion which is not intentional, but occure d¢oi lack of knowledge ignorance.
In extreme cases, tax evasion and avoidance evewmeaeinevitable when the tax

system becomes too complex and/or contradictofglimw (Mo, 2003).
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2.5 Summary

A country’s tax administration is one of the fewbpa sector organizations which
touches the lives of a country’s citizens and besses on a daily basis and, arguably
has the greatest impact on their livelihood. Taxiadstration employees are amongst
the most frequently contacted government officaisl often represent to the public
what is right or wrong about their government. Tleeponsiveness, integrity, and
quality of tax administration staff must therefoneet a very high standard. Revenue
collected from taxes along with customs collectisapresents the major funding
source for governmental expenditures. An effectind efficient tax administration
system is integral to any country’s well being. Tpr@per amount of tax must be
collected in a timely manner and the enforcememtgre of the tax administration
must be applied judiciously and in an even handesthibn. The tax administration
must provide an even playing field for businessebguring that all taxpayers meet
their tax filing and paying requirements. This riegsl significant efforts to deal with
the underground economy and to, therefore, incrdasdax base. Failure to bring
business activity from the shadow economy into tiwe system puts compliant
taxpayers at a competitive disadvantage, and ukiméeads to an erosion of the tax
base. The tax administration must balance its doiunzd and assistance role with its
enforcement role. The overriding goal is to fosteluntary compliance with the tax

laws. This represents a significant challenge diezeloping economy.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter contains various sections. Sectiond@&s with the research design,
while section 3.3 highlights population and samjiielso includes section 3.4 that
deals with data collection instruments. Section 8dvers data analysis and

presentation.

3.2 Research Design

The study utilized a descriptive survey design bftlae SMEs in Uasin-Gishu.

Descriptive survey design was a research desigolad in either identifying the

characteristics of an observed phenomenon or arpl@ossible correlations among
two or more phenomena. It was a survey of the caaokw tax compliance among
small and medium enterprises in Uasin-Gishu. Thimmian of a survey is to provide
detailed data for the entire population under itigason. A survey gives a

description of some pertinent characteristics @f plopulation as well as allow for
inferences of cause and effect. A survey focusea sat of firms thus the SMEs in

Uasin-Gishu as per this study.

Survey designs are of particularly of great valueifistance when one is seeking help
on identifying causes of low tax compliance amomdES in Eldoret and in which

case it is difficult to understand the individuauses that have led to the same
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without considering the relationships with eacheotfCooper & Schindler, 2000). A
descriptive survey design thus, enable the reseatohcollect in depth data on the
population being studied and allowed the researtindre more focused in giving

specific and relevant recommendations.

3.3 Population and Sample

The population of the study consisted of all theE3Nh Uasin-Gishu County. A total
of 250 SMEs in Uasin-Gishu County were targetedtfos study. The reason for
selecting the Uasin-Gishu County was its proxinutyhe research and Home County
to the researcher. The sample for this study wawm from all the SMEs in Uasin-

Gishu County.

Every fifth firm from each of the stratum key seastof Agriculture, manufacturing,
Transport, Tourism, and Telecommunications was qucko form the sample
population. The study used stratified sampling négpie where firms were sampled
in groups of five in every key sector. Every fifim in every cluster was selected
and information gathered on the same firms. Thdystherefore had 138 companies
which formed the sample frame. This sampling metivad necessary to reduce the
average cost of the questionnaire and it gives raocerate results owing to the kind
of research being carried out. Purposeful sampliag used to select the respondents
to the questionnaire. A total of 53 finance managémanager each from each of the

firms were selected purposely to provide adequaspanses to causes of low tax
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compliance. These managers were chosen becausarthpyofessionally qualified to

provide correct responses to the questionnaire.

The formula used to arrive at the sample was:
N/kith:
Where; N= total number of companies in any givesi@e
kith item = Every fifth firm selected succession from N to form the sample
e.g. in Agriculture the sample size was 90 firmad#id by 5 = 18 firms
Therefore; the sample size that was used for thiyysvas as illustrated in table:

Table 3.1: Sampling Design

Sector Population (N) | Kith Item (Every 8" item of N
Agriculture 90 18
Manufacturing 50 10
Telecommunications 60 12
Transport 50 10
Tourism 15 3
Total 265 53

Source: Author (2012)

3.4 Data Collection Instruments

Methods of data collection that were used involaéhlprimary and secondary data.
Primary data was derived from questionnaires dhisted to those targeted in this
study. The questionnaires had closed-ended quesaad covered all the issues
relating to the causes of low tax compliance anm®hEs in Uasin-Gishu County.
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The researcher personally administered the questims to the respondents 53
finance managers, 1 from each of the sampled segporposefully selected were
asked to fill the questionnaires. Secondary dats gathered from library material,
tax compliance and non-compliance journals and rtepanedia publications and
various Internet search engines covering the caokésw tax compliance among

SMEs in Uasin-Gishu County.

3.5 Data Analysis and Presentation

The data collected was analyzed using descriptatsscs, correlations, and linear
regression analysis. This was achieved throughutee of statistical packages for
social scientist (SPSS) and MS Excel to generagguincy distributions and

percentages to assist in answering the researcétignge The analysis sought to
answer research questions and explain the natdreteength of associations between

the dependent and independent variables.

While descriptive statistics was used to meanimgfdescribe measurement using
statistics. The output was presented in form of tables and réiguand

Multivariate regression analysis resulted in a prediction equatiat describes the
relationship between the dependent variables addpendent variables (Gujarati,

2000).
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3.5.1 Conceptual Model
Y=f(x1, x2, x3, x4, x5)
1)
Where y is the tax compliance level;
And xs are the independent variables i.e
X1 —tax payers’ attitude and behavior-this is tlibngness of the taxpayer to be tax
complaint
X2- Low compliance culture- taxpayers are cultyr@lbmogeneous in terms of
discharging their tax compliance obligations
X3-Bureaucracy and corruption by tax administrata@as determines levels of tax
compliance
X4-Size of the SMEs informal sector
X5- Use of family and unpaid labour where taxe$ayaunaccounted.

n- is the total number of variables in the study

3.5.2 Analytical Model
The analytical model for this study is as explaibetbw;

Y=Po+ B Xij +€

Where

Y -dependent variable- value of the firm

Bo -is the constant (y intercept)

Xij -measure of independent variabfer companyj
Bij  -regression coefficientfor variablej

€ -the stochastic error term
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In relation to the objectives of the study the sgsker used STATA to estimate the
following multivariate regression analysis:
TOBO +lel + B2X2 + B3X3 + B4X4 + B5X5 +e

(2)
Where TO: Tax compliance by SMEs.
B0 is the intercept; and reflects the constant efatuation.
Bl Is the sensitive coefficient of each independemiable (i=1,2,3,4,5).
e Is the error term.
To the test the model's significance the study ubedT-test of the pre and tax
compliance of SMEs in Uasin-Gishu County. Thesast&gere conducted at 95%

level of confidenceo=0.05).
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter covers various sections. These incigdponse rate in relation to
gender, age bracket of the respondesdtegory of representative and highest level of
educations of the respondents. The chapter alsergothe determinants of tax
compliance, regression analysis and summary aéstat

4.2 Response Rate

The study found out that 46 persons respondeth&®BMES to the questionnaires

representing 86% while 7% of the respondents didespond to the questionnaires.

4.2.1 Gender

The researcher sought to find out the gender op#reons filling the questionnaire.
The findings indicate that majority of the respomde 31 who filled the
guestionnaires were male representing 67% as ogdoses or 33% of them being

female. Figure 4.1 below best illustrates theseifigs.
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Figure 4.1 Gender of the Respondents

Gender of the Respondents

6-10
employees
39% 1-5
employees
61%

Source: Research Findings

4.2.2 Age Bracket of the Respondents

The researcher was interested in establishinggbebeacket of the respondents. The

study found out that majority of the respondents wathe age bracket of 40-44 years

at 26% followed by those in the age bracket of 85y8ars with 21%. The study

findings indicate that 20% of the respondents virerthe age bracket of 25-29 years,

15% were in the age bracket of between 30-34 yadaide 4.1 below illustrates these

findings.

Table 4.1Age Bracket of the Respondents

Age Bracket Frequency Percentage
19-24 years 3 7
25-29 years 9 20
30-34 years 7 15
35-39 years 10 21
40-44 years 12 26

45 years and above 5 11
TOTAL 46 100

Source: Research Findings
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4.2.3 Category of Representative

The researcher sought to establish the categorgprésentative of the respondents.
The findings indicate that majority the respondedfido were persons directly
involved in tax matters, 33% were owners of theemrise whereas 26% of the

respondents were managers of the enterprises.

4.2.4 Highest Level of Educations of the Respondent

The study wanted to find out the highest level di@tion among the respondents.
The findings indicate that 18 of the respondentsewsdllege diploma holders, 11

were university degree holders, 10 were collegéfioate holders in addition 5 were

secondary school level holders while 2 of the reslpats were primary school level

holders. Figure 4.2 below best illustrates theifigd.

Figure 4.2 Highest Level of Educations of the Respdents

Highest Level of Educations of the Respondents
m Seriesl
1-5 6-10 10-20 21-30 31-40
employees employees employees employees employees

Source: Research Findings
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4.2.5 Kind of Business

The study wanted to find out the kind of busindss the respondents were carrying
out. From the study findings most of the busineddd$ were in the service industry,
35% were in the service industry whereas 24% of rdéspondents were in the

manufacturing industry.

4.2.6 SMEs Duration of Existence

The researcher sought to establish the duratiawhich the SMEs which responded
had been existence. The findings indicate that 136%t of the SMEs had been in
operation for a period of 8-15 years, these wellevi@d by those which had been in
operation for a period of between 4- 8 years reprsg 28%. The study findings
indicate that 22% of the SMEs had been in operdbom period exceeding 15 years
while 15% of the responding SMEs had been in omerdor a period between 0-3
years. Figure 4.3 below illustrates these factdhéur

Figure 4.3 SMEs Duration of Existence

SME s Duration of Existence

20
18
16
14
12

oON B O

1-5 employees 6-10 employees 10-20 employees 21-30employees

——Seriesl

Source: Research Findings
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The researcher sought to find out the registrasimus of the SMEs. The findings

indicate that 86% of the respondents indicated tthatbusinesses had formally been
registered by the registrar. On the other hand d#%e respondents indicated that
they had not been formally registered by the regyist

The study wanted to establish the legal form oftthsiness. From the study findings
most of the respondents stated that 39% of the SMEs limited companies, 36% of

them were partnership while 25% of them are sab@npetor.

The study sought to find out the number of staffplayed in the organizations
including the owner of the business. The findingdidate that majority 41% of SMEs
which responded had 1-5 staff employed in theiraorzations followed by
organizations with 6-10 employees representing ZB86. findings indicate that 20%
of the respondents had 11-20 employees, 9% had Zmployees whereas 4% of the
SMEs organization had 31-40 employee. Figure éldvbillustrates these findings.
Figure 4.4: Staff employed

31-40

employees
21-30 4%

employees
9%

Staff Employed

Source: Research Findings
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4.3 Determinants of Tax Compliance

The study sought to establish the causes of taxpkante. The respondents were
asked whether they thought tax compliance was enfted by any factors and the
majority 39 or 85% agreed that there were seveaiabfs that can be attributed to tax
compliance among SMEs in Uasin-Gishu County. Téiad opposed to 7 or 15% of
the respondents who thought that tax compliance veasnfluenced by any factors
whatsoever. Those who agreed that tax complianimfienced by some factors
they stated the following as the factors they thnugfluenced tax compliance. First
there was the issue of taxpayers’ behavior towtarlsystem; the tax payers have a
negative attitude towards the payment of taxesoi@#y, there was the issue of
hostility between the taxpayers and tax collect@sher factors were outward
resistance from taxpayers for example the protggakpayers over implementation
of Electronic Tax Registers, taxpayers’ willingnéespay taxes, the tax morale of
society that fosters self-enforcement of tax coamue which did not exist among

SMEs.

On the other hand factors such as lack of transpgrand accountability in the use of
public funds contributes to public distrust botithmiespect to the tax system as well
as the government, shortfalls in tax collectioncedures as well as weak capacities
of tax administrations to detect and prosecute \iaators are both factors that
contribute to a low enforcement of tax legislatwhich leads to low tax compliance

rates.
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Also a lack of a well-functioning body of tax intggmtion which is essential for the
detection and prosecution of cases of tax fraudansther determinant of tax
compliance. In addition, the lack of sufficient eafties in tax administrations and the
use of family and unpaid labor by SMEs reduce tlodability of detection that again
influences the decision of a taxpayer as to wheéivade or not this in most cases

leads to low tax compliance.

In addition to the above the findings also indictdtiat perception on government
spending by the tax payers was seen to influencectanpliance, organizational
financial constraints was also seen to influengectanpliance. Equally, simplicity of
tax return forms and awareness on offences andtpemathose that do not comply

with tax payment were to blame for non compliantcx.

4.3.1 Extent of Influence of Determinants on Tax Qmpliance

The study sought to establish the extent of infbeéeaf the various determinants on

tax compliance on a scale of 1-5, 1 being no effedieing the least extent, 3 great
extent, 4 greater extent while 5 representing tieatgst extent. The findings indicate

that the most respondents feel that the exterdopayers™ attitude and behaviour on
tax compliance is greater at 25 respondents in eundaw compliance culture has a

the greatest influence on tax compliance at 30amdents while bureaucracy and

corruption influences tax compliance to most toeater extent at 28 respondents. On
the other hand the size of the SMEs has the leflsence on tax compliance at 25

respondents, the use of family and unpaid labow st influence on tax
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compliance while lack of transparency and accoduliialhas the greatest influence

on tax compliance. The table 4.2 below best ilate these facts.

Table 4.2 Extent of Influence of Determinants on Ta Compliance

Factor/Determinant 1-No | 2- 3- 4- 5-
effect | Least | Great | Greater | Greatest

extent | extent | extent extent

Tax payers’ attitude and behaviour 5 15 24 25 16
Low compliance culture 10 10 20 25 30
Bureaucracy and corruption 9 17 36 28 14
Size of the SMEs 11 25 10 8 9
Use of family and unpaid labour 12 30 19 9 12
Lack of transparency and 8 14 19 32

accountability

Source: Author of the study

The study findings indicate that lack of transpagemnd accountability has the
greatest influence on tax compliance followed by lcompliance culture and tax
payers” attitude and behaviour in the third spdie Teterminant with the least

influence is the size of the SMEs followed by tise of family and unpaid labour.

Some of the reasons for tax compliance and taxcoompliance as stated by the
respondents are as given below. The factors fomtaxcompliance among the tax
payers were found to be: the inability to underdttax laws i.e. rates of tax, filing
and paying dates etc., a feeling that they are peoting a fair share of tax,

positive peer attitude for example belief that yooeighbours are reporting and
paying tax honestly, and rewarding taxpayers sagciving a trophy for being best
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tax- payer, and motive for low profits. Some of tlaetors depending on how they
are applied they can facilitate compliance and rammpliance included: avoiding
of paying tax fines and penalties; the useindérmants by KRA such as report
tax evaders, aggressive enforcement efforts by KdtAexample ensuring tax audits
and prosecutions take place payment of fines amalpes; high degree of being
detected for no-payment of tax; high degree of reskersion for example fear of
tax audits; ethics and mobility such as a feglihat tax is an obligation and
believing in no corruption; Positive govermmenage for example government

is fighting corruption and is achieving tax objees and harassment from KRA.

4.3.2 Summary of Statistics of the Factors Determing Compliance

The following table 4.3 below is the summary otistes.

Table 4.3 Summary of Statistics

Variable Mean Std | Mode| Median| Skewness Kurtosis

Tax payers’ attitude and 3.10 | 1424 2 3.00 1.073 -0.868

behavior

Low compliance culture 1.49 0.390 1 1.00 1.312 1.072

Bureaucracy and corruption 2.56 | 1.367 2 2.00 -0.514 -1.661

by tax administrators

Size of the SMEs informal | 2.71 | 1.204 3 3.00 -0.564 -0.513

sector

Use of family and unpaid 226 | 1.153 2 2.00 0.433 -1.033

labour

Lack of transparency and 214 | 1.052 1 1.00 1.321 1.161

accountability

Source: Research Findings
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4.4 Regression Analysis Results
Using STATA, the following regression analysis veatimated from the study.

TO =B0O +PaXg + PoXz + PaXz + PaXg + PsXs + &
The fitted regression model from the study findirgpresented as follows:
TO= 4.146201(0.01511) +3.0026445(0.01413) +0.427(064113) -

5.016048(0.03124) +6.009067(0.00321) -9.01703743B2p

The findings show that the coefficien®8-values are given in the parenthesis. In all
the estimated model coefficients, the R-values wess than .05 (i.e. 0.5>R) the
implication of this is that the variables or thdedeninants tested significantly in this
study influence tax compliance of SMEs in UasinFBi€ounty at 5% significance
level. Also, the findings indicate that the codHitt for tax payers’ attitude and
behavior (x), low compliance culture gx and the size of the SMEs informal sector
(x4 ) are positive, this means that tax payers™ afitand behavior, low compliance
culture and the size of the SMEs informal sectaitpeely relates to tax compliance
for example the higher the 4fx (x2) and (% ), the lower the tax compliance rate
among the SMEs in Uasin-Gishu County and vice veldee fitted model was
diagnosed and found that the regression was statigt significant at 5%
significance level (regressiof-value= .05 >. 073414). This shows that the
combination of these factors (explanatory varidbsegnificantly affect the response
variable (tax compliance rates). Further, R-squar&2.624%, implying that the

explanatory variables accounted for 72.624% oftdsponse variable.

The tax payers’ attitude and behavior to pay téxences the extent to which a firm

complies with tax payment requirements. SMEs meswiiling to pay tax and their
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attitudes and behaviour must be positive if theyehto be tax compliant and pay
taxes whenever the obligation falls due. In thisdgtperiod a unit change in tax
payers attitude and behaviour of a firm increagedchances of a tax payment or

compliant by 3.0026445 or 30.02 %.

Low compliance culture is another determinant tlpasitively influences tax
compliance levels among the SMEs. Taxpayers whccalterally homogeneous in
terms of discharging their tax compliance obligasiawill be more likely to be tax
complaint unlike those who lack the compliance unalt The study findings indicate

that the chances of SMEs being culturally tax caimplare at 0.4270961 or 42.71%.

All together the influences of explanatory variableaptured in the model are
significant, and these findings are informative tlasy intrigue significant questions
regarding determinants of tax compliance in UasshG County. With regards to
perceptions of bureaucracy and corruption by tamiastrators and government
spending, those who engage in tax evasion oftdifyjisich behavior by suggesting
that the government wastes tax revenue and spandsaly; such arguments can
decrease voluntary compliance in the long run (Bveaite et. al. 2009). It is

expected that if the government spends taxpayeosiem wisely, for example on
basic facilities like education, health and safetyd public transportation, it is
assumed that voluntary compliance will increasecdntrast, if taxpayers perceive
that the government spends too much on somethigsg, ébxpayers might feel
betrayed and attempt to evade. In judging their betmaviour, people tend to believe

the cause is due to external attributes and carb@dax compliant. Therefore, the
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government should spend taxpayers’ money wiselythed tax compliance will
increase, thus the tax collection will also inceeas

With regard to the influence of the referent groAflingham and Sandmo (1972)
found that influence from family and friends sigecaintly affect tax compliance
although the extent of influence was not clearbtesi. Spicer and Lundstedt (1976)
and Clotfelter (1983) also claimed that referembugs play a significant role in
evasion although it was not clearly detailed whigds stronger family members or
friends. The numbers of evaders known to resposdaaide the largest contribution
to the model of under-reporting income which methias the more respondents know
evaders, the more under reporting of income maydapin line with Spicer and
Lundstedt (1976) and Clotfelter (1983), this stualgo suggests that friends and
family members are of significant influence to tayers’ behaviour. The influence of
referent groups tends to be important in tax coamgly, as taxpayers are keen to refer
their tax matters to their immediate family membarériends rather than tax experts,
in order to minimize their compliance costs. If axgayer refers to a compliant
taxpayer, then the tendency to commit tax evasdawer, but if a taxpayer refers to
a non-compliant taxpayer, they might become a ronpgliant taxpayer as well.
Therefore, cultivating personal awareness of coamgk is important so that they are
less influenced by these factors for example frieadd family members’ levels of
compliance. The regression output showed R-squaltee\of 72.624%. This implies
that there could be other factors that contribaténe remaining 27.4% in explaining

the variation in tax compliance in Uasin-Gishu Ciyun
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction
This chapter covers various sections including senmary of the study, the
conclusion and the limitations of the study. Theamer will also cover

recommendations for further research as well adicatpns for policy and practice.

5.2 Summary of the Study

The objective of the study was to investigate om ¢huses of low tax compliance
among small and medium enterprises (SMEs) in U@ssiwu. Majority of the
respondents 39 or 85% agreed that there were $éaetars that can be attributed to
tax compliance among SMEs in Uasin-Gishu Countys T$has opposed to 7 or 15%
of the respondents who thought that tax compliave® not influenced by any factors
whatsoever. Those who agreed that tax complianceimfuenced by some factors
they stated the following as the factors they thugfluenced tax compliance. First
there was the issue of taxpayers’ behavior towtaksystem; the tax payers have a
negative attitude towards the payment of taxesoi@#y, there was the issue of
hostility between the taxpayers and tax collect@sher factors were outward
resistance from taxpayers for example the protgegakpayers over implementation
of Electronic Tax Registers, taxpayers’ willingndespay taxes, the tax morale of
society that fosters self-enforcement of tax coamgle which did not exist among

SMEs.
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On the other hand factors such as lack of trangpgrand accountability in the use of
public funds contributes to public distrust boththmiespect to the tax system as well
as the government, shortfalls in tax collectioncedures as well as weak capacities
of tax administrations to detect and prosecute \iaators are both factors that
contribute to a low enforcement of tax legislatwhich leads to low tax compliance

rates.

A lack of a well-functioning body of tax investigat which is essential for the
detection and prosecution of cases of tax fraudansther determinant of tax
compliance. In addition, the lack of sufficient eafties in tax administrations and the
use of family and unpaid labor by SMEs reduce tiobdgbility of detection that again
influences the decision of a taxpayer as to wheéivade or not this in most cases
leads to low tax compliance. In addition to th@abthe findings also indicate that
perception on government spending by the tax payas seen to influence tax
compliance, organizational financial constraintsswaso seen to influence tax
compliance. Equally, simplicity of tax return forrmsd awareness on offences and
penalty on those that do not comply with tax payimeere to blame for non

compliance of tax.

The findings indicate that the most respondents tfest the extent of tax payers
attitude and behaviour on tax compliance is greatt@5 respondents in number, low
compliance culture has a the greatest influencea®rcompliance at 30 respondents

while bureaucracy and corruption influences tax glemce to most to a greater
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extent at 28 respondents. On the other hand tree afizhe SMEs has the least
influence on tax compliance at 25 respondentsufigeof family and unpaid labour
has least influence on tax compliance while lackrafhsparency and accountability

has the greatest influence on tax compliance.

Lack of transparency and accountability has thatgss influence on tax compliance
followed by low compliance culture and tax payeaftitude and behaviour in the
third spot. The determinant with the least influemg the size of the SMEs followed
by the use of family and unpaid labour. Some @& tkasons for tax compliance
and tax non-compliance as stated by the respondeatas given below. The factors
for tax non-compliance among the tax payers wewmdoto be: the inability to
understand tax laws i.e. rates of tax, filing aaglipg dates etc., a feeling that they
are not paying a fair share of tax, positive petitude for example belief that
your neighbours are reporting and payingx honestly, and rewarding
taxpayers such as giving a trophy for being best pmyer, and motive for low

profits.

Some of the factors depending on how they are eghpthey can facilitate
compliance and non- compliance included: avoidinfj paying tax fines and
penalties; the use of informants by KRA sashreport tax evaders, aggressive
enforcement efforts by KRA for example ensuring éaxlits and prosecutions take
place payment of fines and penalties; high degféeiog detected for no-payment of
tax; high degree of risk aversion for examplearfeof tax audits; ethics and

mobility such as a feeling that tax is an obligatand believing in no corruption;
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positive government image for example governmentigisting corruption and is

achieving tax objectives and harassment from KRA.

The findings indicate that the coefficient for tpayers™ attitude and behavior;)x
low compliance culture g and the size of the SMEs informal sectoj jxare
positive, this means that tax payers™ attitude belavior, low compliance culture
and the size of the SMEs informal sector positivediates to tax compliance for
example the higher the x (x2) and (% ), the lower the tax compliance rate among
the SMEs in Uasin-Gishu County and vice versa. $hsws that the combination of
these factors (explanatory variables) significaraffect the response variable (tax

compliance rates).

All together the influences of explanatory variableaptured in the model are
significant, and these findings are informative tlasy intrigue significant questions
regarding determinants of tax compliance in UasishG County. With regards to
perceptions of bureaucracy and corruption by tamiadstrators and government
spending, those who engage in tax evasion oftdifyjssich behavior by suggesting
that the government wastes tax revenue and spendisaly; such arguments can
decrease voluntary compliance in the long run (Bveaite et. al. 2009). It is

expected that if the government spends taxpayewsiem wisely, for example on
basic facilities like education, health and safatyd public transportation, it is
assumed that voluntary compliance will increasecadntrast, if taxpayers perceive
that the government spends too much on somethigsg, ¢hxpayers might feel

betrayed and attempt to evade. In judging their betmaviour, people tend to believe
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the cause is due to external attributes and carb@dax compliant. Therefore, the
government should spend taxpayers’ money wiselythed tax compliance will

increase, thus the tax collection will also inceeas

5.3 Conclusion

The absence of a small business tax regime in Keayaes SME taxpayers to bear
disproportionate tax compliance burdens. SME opesaperceptions on tax fairness
and tax service quality have the power to influetie@r tax compliance decisions.
The level of education received by taxpayers igrgortant factor that contributes to
their understanding of tax responsibilities, esplécregarding registration and filing
requirements. Compliance costs, in form of feesrgddh by tax consultants, are
positively correlated with noncompliance behaviamd thus negatively correlated
with tax compliance behaviour. Obtaining a tax @eae certificate is the highest
motivation to comply with tax laws and regulatioftd most SME operators in
Kenya. Tax penalties can positively influence tiynsling of tax returns by SME

taxpayers.

5.4 Limitations of the Study

Time was a limiting factor for the researcher siheds in full time employment and
therefore did not have adequate time especiallythin collection of data, the
researcher was faced with the challenge of ingafiicdata. Data from SMEs was
insufficient to be used to answer the researchatibgs sufficiently and Limited

resources on the part of the researcher were anlottim@tion. The researcher lacked
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adequate funding for conducting the research owmghe fact that he is self

sponsored in the Masters in Business Administration

5.5 Recommendations for Further Research

As a result of the above mentioned limitationsrisearcher identified the following
areas as areas of further researcher. It will lnessary for a study to be carried out
on the thoughts of taxpayers’ attitudes towards ggstems, the factors which
influence taxpayers’ attitudes and the relationshgiween attitudes and tax
compliance behaviour among SMEs business incomeneear which has
encountered a lot of debate in every economy agibmal subdivisions. The
researcher recommends studies to be conductedalioate the above concepts in
all other counties in Kenya to improve on the rexeollection so as to build the

Kenyan developing economy and the achievemensiofv2030.

5.6 Implications for Policy and Practice

As a matter of fact Kenya Revenue Authority hasrttandate to collect as much as
possible tax from those expected to pay tax ihesdfore relevant for this study to be
carried out to shade more light on what causes tange on non compliance of tax
payment. Given the demand for increased efficiemoy effectiveness, it becomes
more important to undertake research to undersepmhyer behaviour. As a result of
a better understanding of taxpayer behaviour, ne@ehodies can make more
effective use of their limited resources to devedtptegies which will have a true for
example outcome-based and sustainable impact payax compliance. An increase

in taxpayer compliance will put governments on arensound financial footing. In
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this context, it is also worth noting that muchtloé academic research done to date
has tended to be directed at understanding angeiméing the behaviour of individual
taxpayers including the self-employed. Revenue d®diould, accordingly, benefit
significantly from research directed at understagdihe compliance behaviour of

corporations and the role of tax intermediaries atiér third parties in this.
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APPENDICES
APPENDIX 1: Research Questionnaire

a. General Information
1. Name of the Organization.................ccccceceeeeeeeeeeeeiieeeiiiiens
2. Location of the organization within the County
3. Gender of the person filling the questionnair@d ) female ( ) (please tick the
appropriate)
4. Age bracket of the Person

a) 19years—24vyears ( )

b) 30 years—34years ( )

c) 40years—44years ( )

d) 25years—29years ( )

e) 35years—39years ( )

f) 45 years and above ()
5. Category off representative

Person directly involved in tax matters ()

Owner of the enterprise ()

Manager X
6. What is your highest level of education?

a) Primary level ( ) b)Secondarylevel ()
c) College Certificate ( ) d) College Diploma )(

e) University Degree ( )
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7. Kind of business

Trade ()
Service ()
Manufacturing ()

8. For how long has the SME been in existenceagléck the appropriate)
a) 0—3years( ) b) 4 years - 8 years (c))9years — 15 years ( )
d) Above 15 years ( )
9. Has the business been formally registered &yRegistrar? (Please tick the
appropriate)
a) Yes( ) b) No ()
10. What is the legal form of business?
a) Sole Proprietor ( ) b) Partnership ( )c) Limited Company ()
11. What is the number of staff employed in thigamization including the owner of
this business?
a)l-5() b6-10 () c)11-20 ( )d)21-30 ( ) e) 31-40 (
)
b. THE DETERMINANT OF TAX COMPLIANCE AMONG SMALLAN D
MEDIUM ENTERPRISES (SMES)
1. 1) Do you think tax compliance is influenceddayy factors?(Tick)
Yes ()
No ()

i) If your answer to (5 i) is yes what are thettas that influence tax compliance?

)
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2. Using the scale 1-5 as shown below please hiekeixtent of influence of the

following factors/determinants on tax compliance.

1 2 3 4 5
No Least great greater atgst
Effect extent extent extent xteat
Factor 1 2 3 4 5

Tax payers’ attitude and behaviour

Low compliance culture

Bureaucracy and corruption

Size of the SMEs

Use of family and unpaid labour

Lack of transparency and accountability

3. What are the reasons for tax compliance anchtexcompliance among the tax
payers and the government?

(i)

(ii)

(iii)

(V) et



4. Any other comment concerning this that you #&wluld be addressed?
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