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Abstract

Taxation is essential for sustainable economic development, and tax administration is a basic
function of a successful state. Taxation also helps make a government accountaliézeniss

The Zambia Revenue Audhty and the banking sector launched #payment system for
domestic taxes througve b por t al sn oaderdo indpiowd’ efficiemcy and increase
revenue collection. Thelectronic tax system was introduced by ZRArncorease tax collection,
administration, avaikervices to the tax payers all the tinfimm anywhere, reduce costs of
transaction andmprovetax compliance. However, tax compliance levels in Zambia remain low
and tax collections areelow the targets séty ZRA. The main aim of this study was to assess
the impact of ZRA e payment tax system on adoption levels among Small to Medium
Enterprises in the informadectorin Lusakawith a main focus on KalingaLinga Township
based SMEs. The target population forthe study comprised of Small and Medium Scale
Enterprises in the in the infornsmle c t or i n L-uisga Koanslsip. Asample ragdam
sampling technique was used s$elect a total of 50 SMEs in the informal sector which
constituted the sample sizerfthis study.The study employed the use of satfministered
guestionnaires and data was collected fromdgbhestionnaires and analysed, summarized, and
interpreted accordingly with the aid of descripstatistical techniques such as total score and
simple percerdge. A review of the resultshowedthat the majority of the metal fabricator
entrepreneurs (80%) in Kalinganga Township did nohave the knowledge (KnowWow) of

how to incorporate interneinto their business activitie§.he technical skifi of the filing tax
returns can also be identified as a challenge facing taxpayenany of them fear the notion and
consequences of errors from online filing such as keyinigcorrectinformation. The study
further brought to lighthatthe technicalskill of filing tax returnsis still afactor that influences
the tax complianceBased on the research findings, the inquiry recommended the¢ m
awareness campaigns and marketing otalxeonline system should be done by ZRA in order to

secure an incese in the informal secttaixpayers othe system.

Xi



CHAPTER ONE: INTRODUCTION

1.00verview
This chapter presents an introduction to the study, back ground of the study, statement of the

problem, general objectivesspecific objectivesyesearh questionsscope of the study and

concludeswith the significanceof the study.

1.1Background to the Study

Taxation is essential for sustainable economic development, and tax administration is a basic
function of a successful state. Taxation equally hetg&ke a government accountable to its
citizens. When governments spend taxpayers’ m

decisiondransparenandaccessibl¢Joan2013)

Moyo (2009), postul ates that “1t atesabridwide,toi s a m
raise revenue for provision of public goods
reducesdependenceon foreign aid. Moyo (2009) equally observedthat most developing

countries in Africa need the support of selfmotivated taxpayers with an economically
responsible and accountable government The tax laws stipulate that both the formal and informal

sectorsareeligible to taxpaying.

In the recent years, technology has influenced the way we work, play, and interact with others.
The use of technology tamprove the effectiveness of tax administrati@xpand taxpayer
services, and enhance tax compliance has come to attract increasing attention in developed and

developingcountries (Dowe2008).

In order to improve efficiency andiérease revenue collection, the last few years have seen
various measures undertaken by both the government and the ZRA to improve capacity and
reduce tax compliance and administration costs for taxpayers and the ZRA alike. In addition to
introducing an adctronic tax filing and payment system, there has been significant investment in
building knowledgeandcapacityby the ZRA (Pwc,2015).

This study is designedto assessthe effects of the Zambia RevenueAuthority (ZRA) the

electronietax systermon theadoptionlevelsamongSmall ScaleEnterprisesn townshipareas a



case of Kalingalinga in Lusaka district. Tax systems in developing economies, like those in more
developed ones, face both new challenges and new pitissitas a result of technological
change. Zambia's ongoing reform of its electr
underwhatconditionstechnologycanbenefitbothtax authoritiesandtaxpayers.

Wasao (2014) describes the electronic @@x ax) system as an online platform whereby the
taxpayer is able to access through internet all the services offered by a revenue or financial
authority such as the registration for a personal identification nunfibeg of returns and
application for compliance certificate. A perfect example of such systemis the Electronic

taxation system that was rolled out in October 2013 by the Zambia Revenue Authority (ZRA), in
which the authority made progress on its commitment to address the high tax compisisce ¢
for taxpayers with the introduction of ‘' Tax

paymentsystem.

On Wednesday Augug7" 2014, the Zambia Revenue Authority, together with fieance

Bank of Zambia Limited (FBZ), launched its first th&ctronictax system for domestic taxes
through web portal s -axpldtforA @llbisdaxpayérh ®© registee fortar o n i «
Taxpayerldentification Number (TPIN), and executeonline real time payments24/7 from

anywhere. Zambian taxes coveredthg new payment system include: Property Transfer Tax,
Withholding Tax, Presumptive Tax, Mineral Royalty Tax, Pay as You Earn as wetaay

otherservices relatetb domestidaxes(ZRA, 2019).

Getting citizens and institutions to pay their taxes awlly without hissing has been the dream

of all governments.From a macroeconomicperspective,tax policy in Zambia has been
comparably effective at raising revenues, as measured by tax/GDP ratios. Tax revenue in Zambia
is the biggest source of budget fitang and accounts for about 70% of the total budget. The 18
percenttax/GDP ratio, which had been maintainedthroughout thefirst decade of thenew
millennium, had since declined to 15%. Currently, the ratio is showing an increasing trend again
(Labof Tomorrow,2015).

According to the ZRA the informal sector consists of businesses not registered with government

authorities pusinessesperatingat subsistencéevel, suppliersto the final consumersandsmall



and mediurrsized enterpriseSSME). Further characteristics include the predominant reliance on

cash as the medium of exchange and a lack of accounting records and poor bookkeeping (Lab of
Tomorrow,2015).

According to NCR, (2011) small land medium enterprises(SMESs) find Z a mb i irdornsal

trading sector attractive as the capital requirementare relatively small and in most cases
generated from the traders’ own personal savi
come in almost any form. For example, it can cover the @ satooked and uncooked foods

which reflects the dominance of agriculture in the economy; (ii) service sector which includes
hair salons and barber shops, gener al stores
(salaula); and (iii) thenanufactiring of wood andne t a | pr odu nootaBly fyrnited der ' s

andrelatedhouseholdnetatbasedyoods.

In Zambia, MSME Development Policy (2008) gives aledinition of the different categories of
enterprisesin the sector. Proper classification of entespsis a prerequisit€for successful
targeting of support programs amgtentives provision.n this regard, MSMEs in Zambia shall

be definedbasedonthefollowing busineswvariables:

1 Totalfixed Investments
i SalesTurnover

1 Numberofemployees.
1

Legalstatus

Belowis theofficial Zambiandefinition of Enterprises inhe MSME sector.

1.1.1Micro Enterprises

A micro enterpriseshallbe anybusines&nterpriseegisteredvith the Registraiof Companies;

i.  Whosetotal investmentexcluding land and buildings shall be up to Eighty Thousand
Kwacha (K80,000).
ii.  Whoseannualturnovershall be up to One hundredand Fifty ThousandKwacha(K150,
000).
il Employingupto ten(10) persons.



1.1.2Small Enterprises

A smallenterpriseshall be anypusinesenterprisaegistered witlthe Registrarof Companies;

Whose total investment, excluding land and building. In the case of manufacturing and
processing enterprises, shall be between Eighty Thousand and Two Hundred Thousand
Kwacha (K80,008 K200, 000)in plantandmachinery;

In the case of trading and service providing enterprises shall be up to One Hundred and
Fifty ThousandK150,000)Kwacha.

Whose annual turnover shall be between One Hundred and fifty one Thousand and Three
HundredThousandK151,000- K300, 000) Kwacha.

Employingbetweerelevenandforty nine (11- 50) persons.

1.1.3Medium Enterprises

A mediumenterpriseshall be any businessenterpriselargerthan a small enterpriseregistered

with the Registrarof companies;

Whosetotalinvestmentexcludinglandandbuilding;

In the case of manufacturing and processing enterprises, shall be between Two Hundred
and one Thousand and Five Hundred Thousand (K2015-K500, 000) Kwacha in plant

andmachinery,

In the case of trading and service providing shalbbtween One Hundred and Fifty One
Thousand anthree Hundred Thousarig151,000-K300,000)Kwacha.

Whoseannualturnovershall be betweenThree HundredThousandand Eight Hundred
Thousand)K300,000- K800, 000).

EmployingbetweerFifty OneandOneHundred(51 -100)persons.



1.1.4Informal Enterprise

An informal enterprise shall be any business enterprideregistered with the Registrar of

Companies;

I. Whosetotal investmentsexcluding Land and Building shall be up to Fifty Thousand
(K50, 000)Kwacha.

. EmployinglessthanTen (10) persons.

To qualify as micro, small or medium enterprise under the above mentioned categories, the legal
statusand totainvestmencriteriamustbe mettogethewith atleastoneother criterion.
This Researchobks at Small Scale Enterprises in the Micro Enterprises category as defined by

the PolicyDocumentreferredto above.

It is a welkknown fact that the revenue generated from the taxation of individuals and businesses

is an important stream of incomefprover n ment . I n an economy | i ke
to remain afloat, it is even more important that individuals and firms remain tax compliant. Small

and Medium Enterprises being profit generating establishments are also expected to pay their
duesbecause tax revenue is the source of funds used for development projects such as provision

of infrastructure like goodoads stable powesupply,stable watesupplyetc.

1.2 Statementof the Problem

Governments in developing countries face great challemgesllecting tax revenues, which
result in a gap between what they could collect and what they actually collect. One of these
challengesaccordingto Muita (2011), is the embracingof emergingtechnologiesand tax
payment methods that are more efficierd as they can reduce wastage. The electronic tax
system was introduced by ZRA to increase tax collection, administration, avail services to the tax
payers all the time from anywhere, reduce costs of transaction and improve tax compliance
(Wedson K, 2019)In 2016, ZRA recovered taxes revenues amounting to a total of K23.4billion

againstatargetof K23.8billion throughits electronictax systemalone (ZRA,2019).



A report done by the Jesuit Centre for Theological Reflection (JCTR), (20#igatied that the
informal sector in Zambia is growing rapidly but its contribution to tax revenue has remained
poor. JCTR further indicated that in order to meet the-gu@ving demand for social services

and developmentthere is need to extend taxation to the informal sector. Their report
recommended that ZRA needed to continue developing innovative approaches that can provide
less costly taxpayer services, such g@gment and -@lling and improve taxpayer education to

the informal sector in order tmaximize on the tax revenue for government to meet its national

budgetdeficits.

Therefore, if leftunchecked, governmennay not realize the full potential thatan be tapped

into from the collection of tax revenue from the informal sector only througlotisinovative

means. To this effect the researcher was prompted to undertake a study of this nature in order to
assess the impact of ZRA electrotex system on the adoption levels among the informal

SmallScale Enterprises.

1.3Purposeof the study

The pupose of the study was on Zambia Revenue Authority (ZRA) Electiamcsystem and
adoption levels among Small Scale Enterprises in Kalingalinga TownsHipisaika district

Zambia

1.4 Objectivesof the Study

Thefollowing constitutedhe objectivesof the study;

1.4.1General Objectives

This study aimed to conduct an empirical correlational study on Zambia Revenue Authority
(ZRA) ElectronicTax system and adoption levels among Small Scale Enterprises in

Kalingalinga Townshipf Lusaka districZambia.



1.4.2SpecificObjectives

1. To establishtherelationshipbetweerthe levelsof educatiorandunderstandabilitpf the
electronictax systenmto thelevels ofTaxcompliance.

2. To identify the challengeghat Small ScaleEnterprisedace in usingthe electronietax
systemas ameans ofiling thetaxreturns.

3. To determine the effect of Electrori@x system by ZRA on the levels of tax compliance
by SmallScaleEnterprisesn Kalingalingaarea

1.5ResearchQuestions

1. What is the relationshipbetweenthe levels of educationand understandabilityof the
electronictax systemo thelevelsof Taxcompliance?

2. What challengesdo small scaleenterprisedace in usingthe electroniectax systemas a
meansof filing thetaxreturns?

3. Whatarethe effectsof ElectronicTax systenby ZRA onthelevelsof tax complianceby

SmallScaleEnterprisesn KalingalingaArea?

1.6 Hypothesisof the study

Belowwerethe hypothesethatthis studywill test

HypothesisTest One

Ho: Thereis no significantrelationshipbetweerthe levelsof educatiorandunderstandabilityf

the ElectronieTax systemnto thelevelsof Taxcompliance

H1: Thereexistsasignificantrelationshipbetweenthe levelsof educatiorandunderstandability

of the ElectronicTax systemo thelevelsof Taxcompliance
HypothesisTest Two

Ho: Theintroduction of theelectronictax systenby ZRA hasnotsignificantly improvedhe

levelsof tax complianceby SmallScale Enterpriseis Kalingalingaarea



H1: The introduction of thelectronictax system by ZRA has significantly improved the levels

of tax complianceby SmallScaleEnterprisesn Kalingalingaarea

1.7 Significanceof the Study

It is worth mentioning that most researchers have found this area of study very impoti@nt to
development of the socieconomic activities in developing countries like Zambia. This study is
centered on the activities of Small Scale Enterprises and their compliandaxsystems. A
study of this nature is very imperative as it would provide government with the needed
information in designing a policy frame work emhance the revenue collection systerits.
would also enlighten the Small Scale Enterprisesproprietors on the importance of tax

compliance andts merits(Nuwagaba2015).

1.8 Scopeof the study

They information obtained is between 2020 and 2021. Due to financial and resource constraints,
the study was limited to among small scale enterprises in Kalingalinga Township of Lusaka

District, Zambia.

1.9 ConceptualFramework

The conceptual framework outlines the independentand dependentvariables which the
researcher has conceptualized in relation to the role that MFIs play in the development of Small

Scale Enterpriseis the hairdressingndustry.



IndependentVariables DependentVariable

Flexible Processe®f
Tax Filing

Reliablee-tax
system

Tax

Complianc
Flexible Information eby
Easily accessibl Technology SMMEs
e-tax system
Structure

Strong Customer
Orientation

Friendlye-tax
system

Figure 1: ConceptualFramework
(Source: Hasserl, et al.,2015)

1.10Limitation of the Study

The researcher anticipates to be faced with time constraints in completion of this research study.
Another limiting factorthat the researcher faced is that of Small Scale Enterprises proprietors
having the fear to fully participate in this research study due to various reasons such as those to
do with politics interferencein operationsof the Small Scale Enterprisesin Kalingalinga
Township. However, the researcher cowateted these limitations by properly planning and
managing of the scarce resource of time as well as fully explained the intentions of this study to

the respondents.



1.11Theoretical review
1.11.1NeoclassicaEconomicTheory

According to the neoclassical economic theory which makes use oSthi¢hian concept of

homo economic us, taxpayers are selfish rational utility maximizes who, following the optimal
strategy, try to evade taxes as a mearabtdining the best outcome (Guala and Mittone, 2005).

The phenomenon was coinédb o-mb at er ” effect and refers to
taxpayer who has recently been audited seems to believe that the likelihood of a subsequent audit

is very remotetherefore, the risk of evasion appears to be low. After several periods, however,
the assumed | i kelihood of audits increases ag

a negativeelationshipbetweerntaxrateandcompliancebehavior.

1.11.2Theoriesof Tax Compliance

Various opinions exist about the best ways to improve tax compliance. Given the chance, a lot of
businesses will not pay taxes unless thsramotivation to doso. Somebelieve thatthe best

way is to increase incentives (Feld & Frey)0Z) others believe the best way is to increase
penalties. Tax compliance theories can be broadly classified into two. They are; economics based

theoriesandpsychologybasedheories.

1.11.3PsychologyTheories

Psychology theories on the other hand posit titvgbayers are influenced tcomply with their

tax obligations by psychological factors. T h e
theories suggest that a taxpayer may comply even when the probability of detection is low. As
opposed to the econoentheories that emphasize increased audits and penalties as solutions to
compliance issues, psychology theories lay emphasis on changing indiatitadles towards

tax systemgTrivedi andShehat£2005).
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1.12Definition of Key Terms

Electronic Tax system: Is an electronic tax systemis an online platform thatenablesthe
taxpayer accesstax services through the internet (Wasao, 2014). Such services include
registration for a tax identification number, filing of returns and registration pafyanent and

compliance certificatepplication.

Small and mediumsized enterprises (SMESs):are nonsubsidiary, independent firms which
employlessthana given numbeof employeesThis numbervariesacrosscountries.

Tax compliance Is the timelyfilling and reporting of required tax information, the correct-self
assessment of taxes owed, and the timely payment of those taxes without enforcement action
(JCTR, 2011). From this definition, there are three dimensionsof tax compliance:filing,

reporing, andpaymentcompliance.

Tax Payer Education: This refers to programaimed at teaching taxpayers about th&x
rights, responsibilities and legal requirements. Also refers to the method of educating the people

aboutthewhole procesf taxationand why theyshouldpaytax.

Taxx Tax i s defined as ‘a compulsory | evy, i mpos
income, expenditure, or capital assets, for w
(LymerandOats,2009)

Voluntary Tax Compliance Voluntary tax compliance refers to the principle that taxpayers

will cooperatevith thetax systenmby filing honestandaccurate annuaéturns
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CHAPTER TWO: LITERATURE REVIEW

2.0Introduction

The chapter reviews the literaturelated on small scale enterprises and their levels of taxation
compliance as well as the impact of low tax compliance levels on the development of a country.
The chapter equally uncovered some studies that have been done pertaining to compliance of e
tax systems in other countries. Kumar, (2005) explained the importance of doing a literature
review that brings clarity and focuses on the research problem, as it helps the researcher to
understand the subject area better, thus helps to conceptualize tmehr@seblem clearly and
precisely. It also helps to understand the relationship between the research problem and the body
of knowledgein the area.Literaturereview improvesthe methodologyasit tells the researcher

if others have used procedures andhwods similar to the ones being proposed, meaning which

proceduresind methodsaveworked wellfor them,and whaproblemstheyhavefaced.

The literature review also improves the methodology, as it tells the researcher if others have used
procedures andnethods similar to the ones being proposed, meaning which procedures and
methodshave worked well for them, and what problemsthey havefaced. The sourcesof
information in the literature review include journal articles both open and closed access, report
from education, books, and recommended readings from the supervisor among others. Therefore,
this literature review was guided from the global perspective, regional perspective and local

perspectives

2.1Electronic Tax System froma Global Perspective

Araki (2013) narrated that tax administration bodies in Asia and the Pacific, including those in
developing economiesare generally equipped with basic foundations for ICT-based tax
administrationoperations.A majority of economieshave an in-house ICT systemfor tax
administration,while all economiessurveyedare now providing, to a certain degree,tax
information to taxpayers through their internet websites. With respect to electronic tax filing
systems, the picture varies from one economy to another (A@kB). He further explained

that while penetration rates have reached quite high levels in developed economies, even where

electronictaxfiling is available jts penetratiorratesarestill low in somedevelopingeconomies.
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On the othehand, the trend in tax paymeappears to have shifted fromperson payment at

tax offices to electronic tax payment such as internet banking and direct debit based on bank
systems, which will help reduce corruption risk and resource costs at tax .o @ience in

social media platforms is still new for tax administration bodies. As these social media platforms
have potential as effective communication tools, future developments in developing economies
can be expected.Implications for tax administrédion bodies in developing economiesand
internationaland donor organizationsproviding assistanceto developingeconomiesare as

follows. First, a tax administration ICT system should be developed with a dual purpose, i.e.,
serving for tax administratiob o di e s’ operations including enf

convenience of taxpayer§&econd,electronic taxpayeservices shoulbe mixed with good

policies that enhance taxpayers’ use of thes
mediumt axpayer s’ access to I CT and financi al se
paymentby mobi |l e phones wil/l facilitate taxpaye
2013).

An analysis of the conclusion made by Araki (2013) on electroniadaxinistration, it can be

noted that the journal made emphasis on strides that the Asian and Pacific admingtiation

tax system should be developed with a dual purpose, i.e., serving for tax administration bodies
and for the convenience of taxpayet®wever, the journal did not have adequate literature that
highlights factors that attribute to compliance by small and medium tax payers. In addition to the
factors, It is equally of grave importance that the relationship between the complianceridvels a
the electronic tax systems is establishedorder tounderstand the significance of ICT tax

systemsn the AsianandPacific economies.

Nerre (2002) observes that the concept of tax could bestinderstood from the synthesis of

t ax wi tr t' caurl maurree,” .t Fat i n defining a count:r
the actual tax practice will be under consideration, but also the relationship between the tax
authorities and the taxpayers. Culture, which however is dynamic, should bedakert the

collective programmingof the mind through an ongoingnodification procesghat will be

influenced by both the external and internal environment. Ultimately, the combined synthesis of

tax culture specifiesto a particular c o u n ttraditionf taxation on one hand, and the

interactionof the taxpayersand the cultural valuessuchas honesty,justice and senseof duty.
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Nerre (2002) reveals that tax culture was synonymous to tax mentality which was represented by
two components afax moralandtaxdiscipline.

These were brought in not by default, but were aimed at harmonizing the relationship of the
taxpayerto the governmentax office administrators. Accordinglyhe term tax moral was
connected with certain willingness to taoompliance. Whereas tax discipline reflected the tax

p a y eattitside towards complianceor non- complianceto paying tax as shown by their
behaviours. “A country’s specific tax culture
organisations conméed with the national tax system and its practical execution, historically
embedded within a country’s culture includincg
goingi nt er dNerrei,2008)s ’

Espousing on Nerre’ s c psc(£9p3) and Namangalai(2004) slbafe t a x
the same idea that the general concept of tax is widely acknowledged as a tool of revenue
collection by the governing bodies; and based
the required public money thiout undue hardship or a unacceptable degree of interference with

their businesses. Simbyakula (1990) wrote on taxation and economic development in Zambia,
conceptualisetaxonthe*' c danéfitp r i n cThipwaseimbeddedn the rationalethat since

anation incurs costs in providing governmental services which are in fact, financed out of taxes;

a government is entitled to levy tax on those who may be presumed to benefit from the services.
Moreover, those taxes were levied because it was necessammpel people to relinquish their

claimsonresourcesndthus,allow the governmenb useit.

2.3 Electronic Tax Systemfrom a RegionalPerspective

Night and Bananuka (2018) conducted a study which was aimed at investigating the mediating
effect of adoptionof an electronic tax system inthe relationship between attitude towards
electronic tax system and tax compliance of Small Business Enterprises (SBEs) in Uganda. The
study was achievedthrough a questionnairesurvey of 214 owner managedSBEs through
mana@rs of these businesses. Results suggest that adoption of electronic tax system mediates the
relationship between attitude towards electronic tax system and tax compliance. Overall, the
findings of their study made important insinuations for academicsedsas practitioners and

regulators.
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The study recommendedhe Ugandan Governmentthrough tax authoritiesto improve tax
compliance by sensitizing taxpayers about the benefits of electronic tax systems which may
posi tively c htudegosvards alecpoaiy taxrsygstem and embrace the system and

thus tax compliance (Night and Bananuka J, (2018). The study explained that Tax authorities
need tofocus on increasing electronic tax system usage and ensure that there is further training

of taxpayers on the importance of tax compli a
to ensure that they comply with tax laws, and this is possible if the necessary infrastructures such
ascomputersaandqualified personneérein place (NightandBananuka2018)

On the contrary, Wasao (2014) conducted a study in order to establish the effects of online filing
system on tax compliance among small taxpayers in East of Nairobi tax District. The objective of
the study was answeredusing three researchquestionswhich revolved around online tax
registration, online tax filing and online tax remittances, and how each is affected by online
system in order to enhance compliance. The study sampled 160 taxpayers based in East of
Nairobi tax District. Data obiaed was subjected to quantitative methods of data analysis using
SPSS (version 20). The findings of the study were that online system do affect tax compliance
level among small taxpayers in East of Nairobi as far as registration, filing and payments were
concerned, From the regression analysis, it was revealed that holding online tax registration,

filing and payment taconstantzero,taxcompliancewould stand aB.663(Wasao02014).

A unit increase in online tax registration would lead to increasaexitompliance among small

tax payers in east of Nairobi by factor of 0.051 and a unit increase in tax filing would lead to an
increase in tax compliance by factors of 0.161 while a unit increase of online tax payment would
result to increase in tax comatice by factor of 0.086.Though the degree of compliance would
differ from one sector of the population to another. Mining and mines sector seemed not to have
embraced online filing as it recorded the least of the findings. The study recommended that a
further study should be done to establish how online system not only affect compliance in mines
and minerals sector but also other tax districts of small taxpayers which are considered more/less

advancedhanEastof Nairobitax District.

An analysis of thestudy conducted by (Night and Bananuka, 2018), revealed that the study
recommended the Ugandan Government through tax authorities to improve tax compliance by

sensitizingtaxpayersaboutthe benefitsof electronictax systemswhich may positively change
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t a x p aattkudestdwards electronic tax system and embracethe system and thus tax
compliance.This recommendations key owing to the fact that ICT have not been fully
embraced on the African continent. However, (Night and Bananuka, 20d &0t highlight
much on the factors thatattributedto a negative attitude towards electronidax system in
Uganda.

The study conducted by Wasao (2014) established that there was no significant relationship
between electronic tax system and compliabgdirms in the mining industry. Therefore this
presents an opportunity for further research on the existing relationship between electronic tax
systems and@ompliancelevelsin othersectors of the economy such asanufacturing which

havea huge numbeof SMEsascompared tdahe mining sectoin mostcountries.

2.4 A Reviewof the Launch of Tax Online in Zambia

Historically, Namangala (2004) in his study on perceptions of tax laws in Zambia reveals that
taxation, in Europe, dates back to the Roman Emyeer Augustus Caesar who introduced
customs import duties called portoria. This was done in order to provide retirement funds for the

military.

Perceptions on tax before colonial Africa are also better explained by Rodney (1988) who says
that old and emmient cultures such as Egypt behaved in a coercive or oppressive manner when
collecting tax from people. Here, the traditional rulers asked tax collectors to perform the miracle
of taking from the peasants even that which they did not have and when theddeohdax

collectorswerenot met,the peasants wererutalized.

Rodney (1988)jn his book entitled how Europe unddeveloped Africa saysmost of the
colonial administrators of African countries as early as the 19th century created conditions where
Europeans owned most of the fertile land. Consequently, the landless Africans were made to
work for the Europeans in order to raise money for tax on numerous items such as cattle, land,
houses and the people themselves. In Zambia, the activities of theah&eator can be traced

back to prendependence era when the local African natives were manufacturing handcrafts for
sale to the white European settlers as a means of raising money to pay theeir(Mulwila and
Mushota,1981).
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Simbyakula(1990) revealed that before the advent of colonial domination, a type of taxation in
form of tribute was paid in kind by the inhabitants to the chiefs of particular chiefdoms. It meant
each head of a household had to voluntarily contribute a portiorsfiehiharvest to the chief

who in turn kept it in an opeaccess silo or bin. Thereafter, the surplus accrued by the chief
would be distributed amongst the subjects in times of shortages, war, festivals and to cater for

needf particularpeopleas agestureof socialwelfarescheme.

By contrast, after Zambia' s independence, the
(2008) reveals that various individuals and organisations contributed to the formulation of the
Zambian tax policy. Langmead etl. (2006: 3556) who wrote on tax policy issues in Zambia
agrees that *different types of taxes were ad
of agriculture, tourism, manufacturing, financial institutions, mining and various small

busines s eLangmeadandhis colleaguegive a breakdowrof taxtypesasfollows:

2.4.1Direct Tax

This type of tax which is regulated under the Income Tax #8393 applied to both small
businessesand companiesor bigger undertakings.This type of tax was to be paid in
proportionate to the money raised from within Zambia. The items payable under direct (income)

taxweresuchas businesprofits andPayAs YouEarn(PAYE)

2.4.2Indirect Tax

This type of tax was introduced as a Value Added Tax (VAT) in 1995 and repleee@funct

sales tax. VAT is also known as a consumption tax chargeable at anytime goods or services
changed hands between individuals and companies. At the time when this study was being
conducted, the chargeable VAT rate agaitte purchase price ohé¢ product or service was

16%. However, the incentive given by the ZRA to VAT payers was a refund or reclaim on any
money previously paid at importation of any raw materials used by the concerned individuals or

companiegngagedn manufacturing.

2.4.3Tax Education
The term tax education is, but a pattern or form of civic education as one of the various concepts
used to refer to adult education. UNESCO (1976) quoted by Nafukho, Amutabi and Otunga

(2005:6) provideda broaddefinition ofadulteducation asThetermadulteducation denoteke
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entire body of organized educational processes, whatever the content, level, method, whether
formal or otherwise, whether they prolong or replace initial education in schools, college and
universities as @l as in apprenticeship, whereby persons regarded as adults by society to which
they belong develop their abilities, enrich their knowledge improve their technical or
professional qualifications or turn in a new direction and bring about changes iattiteiies or
behavior in a twofold perspective of full personal development and participation in a balanced

andindependensocial,economic anadulturaldevelopment.

The above definition is grounded ononEofthe r e’ s
recommended tools for adult education processes aiming at engaging people in a prior stage of
reflection and subsequent stage of action. For this reason, knowledge gains, as perceivedfrom the
Freirean approaches, was known as conscientisatobsemsitisation of societies (Freire, 1989).
Conscientisation was viewed as a type of prokdeiwing education, which stimulated self
reflection and critical awareness in people of their social reality and of their ability to transform

that reality by tleir conscious collective action (Burkey, 1993). Selfreflected critical awareness is
achieved by *‘looking into one self’” and using
what is happeningi n  oowa lifes A further argumentwas that* u n d @ingswihat i$

happening arose from an inner conviction that you yourself, together with othemifiked

others,cando somethingo changeyourlives;to transformr e a I(Burkey,1993: 55).

Therefore, it was important to realize that conscientisatieans something which occurs within

a person.The implication of conscientisationfor the study of tax educationis aimed at
discovering if positive attitude such as-xmpliance could be learnt and adopted by society in
Zambia, and starting with the arisan marketeers.The conscientisatioior the study of tax
education adopted from Nanavatty (1960) reveals that education for citizens was a continuous

proces®f relating anndividual or groupsto their socialandcivic responsibilities.

Inagreementvi t h Nanavatty’'s view, Simbyakula (1990)
relations image to an extent where they would be willing to assist taxpayers in preparing and
mai ntaining their tax records i f ws&RAskogldhry.

widely publicizethemandtheir effectsexplainedbecauseften peopledo not paytax or fail to
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take advantage of i ncentives because of | ack

167).To thiseffect, Simbyakulasuggestsnoreco-coordinatiorbetweerZRA andtaxpayers.

This is linked to principles of accommodation or dialogue, so as to embrace different problems
and differentpeople with divergenviews rather than relying on persuasion amdfluence of
one’ tymi gosi tion. However, Hesbur gh, Mi | |l er
citizenship in civic policies cannot occur without referenceto almost every agency and

institution,bothprivateandp u b | i ¢ . ’

Other writers such as Burkey (1993: S@vocatemore participatory approaches txucation

and say ‘people must feel and believe it i S
p r o c e Beppemust have confidencen their ability or knowledge toidentify problems

which may lead th@ to finding solutions towards improved livelihooBwantabagu (1994)
contributes by arguing that institutional patterns in society were vital in adult education as such
approaches would consider structures to be adopted, the pattern of administrafioarees,

the content to be taught and how it will be delivered, facilitators or teachers to be used, the
language of instruction and the times and frequency of the learning sessions. These are but, some

of theinstitutionalprogramdeliveryframeworkneeatd.

The ZRA advice centre brochure (2009) states that thesgifoyed in Zambia are compelled to

register as taxpayers by notifying the ZRA Commissioner General within thirty days of their
existence in business. This enabled them to be given areferanceber cal |l ed Taxpa
Number (TPIN) which they were to use whenever they were dealing with the ZRA on tax issues.
Therefore, those that do not apply or do not have the TPIN are technically excluded from paying

tax as they damot appear on the ZRfax registers. The brochure alstates thatany person

doing businesswith an ability of maintaining financial recordsand earning an income of

ZMK200 000 000 or less per year, must pay government tax applicable to smaller businesses. At
the time ofconducting this study, a small business was a firm that claimed an income of up to or
lessthanZMK200 000000in eachyear.

The GRZ, National Authorizing Officer of the European Development Fund (NAOEDF) report

(1996) particularly mentionsthat marketeersare requiredto pay tax just like any other self
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employed individuals in Zambia. However, it is reckoned that it is difficult to track down self

employed people anarketeergstheyare sprea@ll overurbanandruralareasof Zambia.

The NAOEDF report reveals that taxpayers in the markets who were unable to maintain records
are charged only ZMK10 000 each year as an incentive to motivate them. Similarly, Langmead
(2006) says the ZRA also introduced a scheme whereby, the sinadmesses or the self
employed were asked to pay only 3% of their total income earned in each year as tax. This was
done by ZRA in order to mitigate the costs of compliance on a sector that always finds it difficult

to understané&ndcomplywith morecomplicatedax laws

Both Gluckman (1963pnd Mainga (1973)ndicate that the Lozi monarchy of pcelonial
Zambiaclaimeda lessrepressivetype of tax, which requiredcertaintribesto annuallysendto

the King a fixed tribute of canoes, wild honeyhfiskins, iron spearheads and axes. The tax was
actually a tribute and Il ocally referred to as
“Kingly things’). It was mainly | evied on the

writersthatfailureto bring tributewaspunishablethe type of punishmentvasnotexplained.

Gluckman (1963) and Namangala (2004) recognize this type of taxation revealed by Mainga
(1973) to be grounded on the Adcentric approach, commonly practiced in Luapulgie

colonial Zambia. Afrec ent ri sm suggests that ‘the African:
reality that was peculiarly theirs and; that they themselves were best equipped to articulate this
reality’ (Chilisa and Pr mrgala(2004), faxatob in Luéplildand Ac c o
elsewhere in preolonial Zambia was done as a way of showing respect to the traditional rulers
through especially, materi al contribution. N a
tax laws says colonizatiorf the then Northern Rhodesia by Britain took away the effectiveness

of thetraditional taxatiorsystem.

This was because the traditional tax gave way to the conventional modern taxes which were,
however, differently named by the Africans such as: chilraldongaland, musonko for the
Easterners, mutelo in Barotseland and umosonko for the Luapula people and so on. Namangala
also found that after the colonization of Northern Rhodesia (Zambia) in 1911 by Britain, a
taxation policy that proved to be more forceful and regular was introduced.By contrast,

Namangalashowsthat the African traditionaltaxationbore no sanctionsor enforcement
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procedures; rather moral impulsion would force one to comply. Snelson (1974: 123) states that
the rate of taxcharged throughout the territory in 1914 stood at ffd/each adult male and for

anextrawife exceptthefirst one.

According to Allport (1935: 798) , attitude i s
organized through experience exertinga r ecti ve and dynamic influe
response to all objects and situations with w

and views regarding anything. oulldole theughtsraed, att
feelings. However, related to attitude is behavior, which is what one does as a result of the held
attitude? Kiesler, Collins and Miller (1979) agree with Allport (1935) and say that attitude was
influenced by behavior, as it generated and determined the wendiaidual reacted towards
variedstimuli. Thus,attitudewas infectedfrom modesof behaviorby a specificindividual over

a time spanthatwill yield characterconsistencyndselectivity.

Hi storically, the tax t herta,exwhsiteehld waist iacxa! [Zeadr
or * h o-t a ®r forced labor, was reportedly disliked by the Africans (Snelson,1974).
According to Namangala (2004), the forced | ab

English) by the Tonga speakipgople of current Southern province in Zambia. The naming of

this tax chibalo which meant | abor reveal s
(1963) who was consideredan accompliceto the tax collection errandsby the colonial
administratim was ni cknamed makapweka by the Lozi s,
terror or misery’. This, among others showed
Rodney (1988) says the Africans were so suspicious about taxes in the cetanilht they

neverwantedto be countedandhid eventheir chickens.

Simbyakula (1990) defends the taxpayers and says most people in developing countries were
engaged in subsistence production and the issue of whether or not they should pay income tax is
debatable. For example, the current controversy is that if the aim of paying income tax in a
country was to produce as much revenue as possible, then it was essential to cast a wide tax net.
Goode (1951) quoted by Simbyakula (1990) recommends that thierea of a predominantly
monetisedeconomy,a high level of literacy, prevalenceof reliable accountingrecordsto

determineincomeanda largedegreeof voluntarycompliancewere amongothers,prerequisites
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to an effective tax system in Z&m. Langmead (2006) states that in modern Zambia, tax has
been introduced to the smaller business sector or thersplbyed who are involved in a range

of economic activities such as: traded goods, restaurants, bars, guest houses, guest houses and so
on. Others include small scalmanufacturing of wood andnetal products, leather products,

smallscaleconsultants angroviders oervices.

Despite the increased activities of the smaller businesses in Zambia, it has been widely observed
that the peoplenvolved in these trades have a negative attitude abottotapliance. This
observationwas also noted by Z a mb i4#h 'Republican President, Rupiah Banda, who
bemoaned such negative attitudes by some memkt
account of bribes or any other vices did not pay fair taxes, then all the other taxpayers would not

be willing to pay fair taxes’ (Ti mes of Zambi
money in most of Zambian urban markets never gets to pay taxyiftever pay at al |
ZambiaReporter2009:1).

Such concerns are also held by Berenson (2007) who reveals thabmphance to tax may
create erratic revenue collections and make the government not to function properly in providing
for the wellre and security of the nation. Moyo (2009) says twahpliance with taxmay
increasethe chancesof maximizing on local revenuecollections and thereby, reduce our

dependence otonoraid whichis usuallygivenwith conditions.

To the Namangala (200dWh o conducted a study on percepti
blames the negative attitudes on the people themselves. He says people are reluctant in getting
information from the tax office even on the m
views were different as he blames the tax office whom he says do not educate or explain to the
people the effects or incentives whenever changes in tax were made. Simbyakula (1990) summed

up his views by revealing that often people do not pay tax and eveto fake advantage of

incentivesbecaus®f theunexplainectircumstanceposedoy the subjecof tax.

Other writers such as Fjeldstad (1996) took a more diversified view, and identify factors that
influence decisions on whether to comply or not sudhoasthe tax laws were administered, the
perceptions about tax enforcement and the probability of being detected and/or punished for non

compliance.
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The Economist (17 July 1996: 38) quoted by
compliance with tax laws can take different ways. In Uganda, people are urged to-bibistle

on their erring colleagues for a reward of
Connected with this study, Namangala (2004: 7) gives a compasdtitement on the evolution

of tax in the African traditional system in peelonial Zambia. He says there were no sanctions
and enforcement procedures for raympliance, rather moral impulsion would force people to
comply. To the contrary, modern taxati had enforcement procedures, if one does not meet
0 n etdxabligations;he/shes visited by thelaw (Namangala2004).

Smallscale entrepreneurs play an important role in the production sector of many developed
countries. They higher the share of shald medium businesses in the economy, the higher
productivity can be potentially realized with the SME Sector. The level of taxation, its
administration and compliance heavily influences development of small and medium enterprises.
Therefore, maintaining the ideal balancebetween tax rategcompliancecosts and economic
developmenshouldbe amaingoalof everytax policy in Zambia.

This study looked at the knowledgeonthetbj ect of Zambi a
the smallscale entrepreneuns the central business center of Lusaka along Cairo road. Taxation

is a mechanismused by governmentsworldwide, including Zambia to raise revenue for

provision of public goods and services. Tax collection is beneficial as it reduces dependence on

foreign aid; Moyo (2009) observed that most developing countries in Africa including Zambia
need the support of satiotivated taxpayers with an economically responsible and accountable

government.

This study is premised on the argument that knowledgexation issues gained through adult

education processeas aimed atnhancingimproved attitude towards taoompliance amongst

saffetc x at i

FJ

0

the small scale entrepreneurs’. The individua

localities, pay levies to local authorities, have their businessegegisteredwith the local

authorities through their respective market committees and have specified opening and closing

time ofbusiness.

At the time of the study, the Government in ensuring that both people andtioiss were given

newand updatethformationon the subject otaxationmandated th@ambiaRevenueAuthority
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(ZRA). The giving of information by ZRA forms is part of training of the taxpayers on tax
compliance.The Zambia revenuauthority was establishemh 01st, April 1994, as a semi
autonomous agency under the Zambia revenue authority act, now chapter 321 of the laws of
Zambia. That culminated in the former departments of income tax and customs and excise of the
ministry of finance being brought together under the revenue authority. The mission statement is
to optimize and sustain revenuecollection through integrated, efficient, cost effective and
transparent systems, professionally managed to meet the expectations of hthldeake The
initiatives to modernize revenue administration will result in the following: improved
compliance with tax, customs, and trade laws, increased revenue, provision of better services to
taxpayers and traders to reduce their compliance burdenowed staff skills, productivity, and
integrity, improving the effectivenessof facilitating legitimate trade, improved usage of
information technology in tax administration and reducing the overall costs of revenue

administration.

The Zambian tax systebroadly comprises income taxes (which include Company Income Tax
(CIT) and Personalincome Tax (PIT)), Value Added Tax (VAT), Property transfer tax,
Customs, and Excise taxes. These taxes are collected by the Zambia Revenue Authority (ZRA)
which is the coporate body mandated to collect all taxes. The tax laws stipulate that both the
formal and informal sectors are eligible to taxpaying. According to Langmead et. al. (2006), the
formal sector business is engaged in larger activity levels; whereas thmahfector activity

levelsare smalleandconstitutef smallscaleentrepreneuramongothers.

A study done by Tolosi and Nawiko (1997) observed how population aneuni@h migration,
decline in formal employment and earnings, poverty and cegtaiarnment policies have led an
increase of the informal sector activities over the years in Zambia. Imboela (1997), further states
that the informal sector became a wide spread economic activity in African economies, including
Zambia. However, the informh@aector has given a broad range of definitions that has made it
conceptuallyunclear. The term * i n f owam@rdblematic becausethe activities and the
individuals conducting them are part of the formally recognized institutions. The individuals or
groups involvedin this sector have establish&mtalities, pay levies tdocal authorities,have

their businesses registered with the local authorities through their respective market committees

andhavespecifiedopeningandclosingtimesof businessAt thetime of the study,the
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governmentin ensuring that both people and institutions were given new and updated
information on the subject of taxation mandated the Zambia Revenue Authority (ZRA). The
giving of informationby ZRA formspartof training of the taxpayerson tax- compliance.

In October 2013, the Zambia Revenue Authority (ZRA) made progress on its commitment to
address the high tax compliance costs for ta:
electronic tax filing and tayayment system. With the launch of Tax Online, it is no longer
necessary to physically go to the ZRA offices to register for taxes, file tax returns or make tax
payments. Following the introduction of the wiehsed tax filing and payment system, the time
taken to comply with tax obligations dropped by 3% in 2013, and by a further 11% in 2014.
While these reductions in time are encouraging, there may be room for further improvements as
not all teething problems have been fully ironed out and the ZRA maytoerdke a concerted

effort to resolve any remainingsues before the beneff the online system can be fully

realized(Presidentungu,2019).

It is also worth mentioning that in addition to rolling out an electronic tax filing and payment
system forthe key taxes, namely corporate income tax, VAT, withholding tax and personal
income tax and social security contributions, the ZRA in 2014 also launched ASYCUDA World
which automatesthe whole import and export customsdeclarationsand payment process,
thereby expediting customs clearanceat the border post. The modernizationof the tax

administratiorandcompliancesystemis to continue.(Wedson 2019).

The Minister of Finance in his 2016 budget speech announced that VAT registered suppliers will
berequired to use electronic fiscal registers which will be interfaced with the Tax Online system.
Whilst the primary aim of this measure may be to widen the tax base and minimize tax fraud, it
should also provide the government and the ZRA with up to dé&temation on the levels of
businessactivity in the retail and wholesale sectors(Wedson,2019). In order to improve
efficiency and increaserevenuecollection, the last few years have seenvarious measures
undertaken by both the government and the ZRinfmrove capacity and reduce tax compliance
and administration costs for taxpayers and the ZRA alike. In addition to introducing an electronic
tax filing and payment system, there has been significant investment in building knowledge and
capacitybytheZRA. (Pwc,2015).
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NjinaSoneka and Phiri (2019) conducted a research study whose main objective was to assess the
factors that influence the level oftex systems adoption in Zambia. The study focused on Tax
Online system used by domestic tsyavision in Zambia. The study was conducted in rural
Zambia. In their study, the researchers used Technology Acceptance Model (TAM). The sample
size was purposively selected from various taxpayers who were coming througmtna
Revenue Authority Solwe internet bureau. 100 semi structured survey questionnaires were
distributed with 100% response. The results showed thaix Bystem in Zambia is useful, easy

to useandalsosecure.

Generally, tax just like tribute is aimed at providing a bagieration of collecting money or
material wealth from society by formalized and institutionalized processes in order to mobilize
resources for providing welfare and security as a public policy. Dye (1978) quoted by Sapru

(2004: 5) gives the meaningofpubt pol i cy as whatever gover nme
Public policy presupposes there is a domain of life that is not private or purely individual, but

held in common such as tax. The Loziqemonial taxpayers who used to pay tribute or material
contribution had their things systematically given back to them in great quantities by the king; on

the whole, kingly things remained with the royal family and very important councillors

(Gluckman,1963).

Mainga, (1973) agreedwith Gluckman thatthe tribute or material contribution or tax was
systematically redistributed by the traditional rulers to be used within the territory. Generally, tax
was a system of compulsory contributions levied by a government or any other qualified public
body on peoplecorporations and property in order to fund public expenditure (Djokotoe and
Chama, 2007). For this reason, the Zambian constitution provided a legal framework for taxation

asarevenuecollectionrequiremenbdf thegovernment.

Both Berenson (2007) and hgmead (2006) says that in order for the government to function
properly and provide for the welfare as well as security of the state, it must undertake to raise
revenue from its citizens through tax. Simbyakula (1990) agrees and adds that the furtation of
was applied on the basis that since a nation incurs cost in providing services, it is entitled to levy

taxonthosewho benefitedfromit.
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Legum (1966) further says that the importance of the function of tax was to help those people

who were out of employment and looking after a large number of dependents. Therefore, it was

the view of the state that the few Zambians who had jobs be taxed to provide for those who did
not have. Chomba (2005) quoted bfrgm theainfograle a d ( 2
sector or the semployed was that it already pays too many taxes, levies and charges to too
many institutions without receiving any value
revenues from the informal sector, includirge tartisan marketers, there has been poer co

operationfrom them.

Based on the findings, majority of the taxpayers are filing their returns and paying taxes online.
However, there are few taxpayers who still feefak is not useful, easy to use and secu
Therefore, more awareness and taxpayer education must continue to bring everyone on board. E
Tax involves EFiling and EPayment which is the process of submitting returns over the internet
using an approved-Eax system. Adoption is the action ortfat choosing to take up or follow
something. Technology Acceptance Model is an information system theory that models how
users come to accept and use a technologyOrdixe is a system used in Zambia to file returns

andpaytaxes online.

Review of thestudy conducted by NjinaSoneka and Phiri (2019) indicated that, based on the
findings, the majority of the taxpayers are filing their returns and paying taxes online. Although,
there were a few taxpayers whktll felt that Etax is notuseful, easy tauseand secure.The

study by NjinaSoneka and Phiri (2019) did not highlight the motivating factors that encouraged
some tax payers to adopt electronic tax systems as well as the challenges that those that could not
adopt the system faced. This study will #fere address both the motivating as well as the

challengingfactorsthattax payersencountexvith the onlinesystem.

In an experimental study, (Feld, 2002) found that tax compliance is higher on average in an
endogenous fine treatment in which subjeats allowed to approve or reject the proposal of a

fine as compared to an exogenous fine treatment where the fine is imposed by the experimenter.
The main explanation why people show higher tax morale if they are allowed to vote on a fine is
legitimacy. Conpliance rates are higheif the fine is accepted than in the case the fine is

rejected Subjectsvho rejectthe proposabf the fine showahighercomplianceratethansubjects
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in the exogenous fine treatment even if they know thatitiminant strategy under the existence

of the low fine is norcompliance. Combining econometrics and surveys methods, (Spicer, 2015)
sought to investigate impact of attitude and social norms in the evasion decision; the data were
collectedfrom a1974surveyin USA.

Econometric results revealed that the propensity to evade taxation was reduced by increased
probability of detection. Surprisingly, an increase in income reduced the propensity to comply.
With respect to attitude variables, an increaseath bnequity of taxation and the number of
taxpayers who evade taxes known to a taxpayer made evasion more likely. This study also
revealed that the experience of taxpayer of previous audits by the income department influences
the compliance rates. Accongj to Feldstein (2002) Tax avoidance and evasion are pervasive in
all countries, and tax structures are undoubtedly skewed by this reality. Standard models of

taxationandtheir conclusionanustreflectthese realities.

This study first presents theoretianodels that integrate avoidance and evasion into the overall
decision problem faced by individuals. If the cost of evasion and avoidance depends on other
aspects of behaviour, the choice of consumption basket and avoidance become intertwined. The
studythen relates the behaviour predicted by the model to what is known empirically about the
extent of evasion and avoidance, and how it responds to tax enforcement policy. There are a
variety of policy instruments that can affect the magnitude and natukeiofaace and evasion
response the elasticity of behavioural response itself a policy instrument,to be chosen
optimally. The study reviews that is known about these issues, and introduces a general theory of
optimal tax systems,in which tax rates and basesare chosen simultaneouslywith the
administrative and enforcement regimes. To summarize, most empirical studies on the impact of

tax ratessupporthe assumptiorthathigh tax burdenshavea negativeimpact oncompliance.

There is growing recognitioof the important role small and medium enterprises (SMESs) play in
economic development. The SMEs constitute about 90% of total business units in Ghana and
account of 60% of Ghana's employed | abour fo
efficientand prolific job creators, the seeds of big businesses and the fuel of national economic
engines.Even in the developedindustrial economiesit is the SME sector rather than the

multinationalsthat is the largestemployerof workers(Mullineux, 1997).This is also supported
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by a research done on small businesses in the United States by Dr. Charles Ou in June 2006,
which indicated that U.S. small businesses numbered 23 million in 2003, and it employed about
half of the private sector worlofr c e, and al so produces about ha

output.

The Korean Developmentinstitute (KDI) in its study, “ B u i | tltkiFougdationsfor the

Devel opment of SME in Ghana” ( $he pbstactabthese 2 00 8
SMEsface daily in Ghana. The study enumerated these as smaller sizes of the SMEs; they are
few in number and lack competitiveness internationally. These factors affect the SMEs in many
ways. For instance over 80% of SMEsin Ghana are reportedly having emplegenumbering

less ten. The smaller size of these SMEs means less value addition as fewer processes are
possibly involved in the production. A 1992 study by the Ghana Statistical Service revealed that
nearly93 percenbf all registeredusinesses Ghanaareofthe SME category.

The National Board of Small Scale Industries (NBSSI) defines SMEs as enterprises that employ
no more than 29 workers, with investment in plant and machinery (excluding land and building)
not exceedingthe equivalentof $100,000. Small enterprisesin Ghana are said to be a
characteristic feature of the production landscape and have been noted to provide about 85% of
manufacturing employment of Ghana (Steel and Webster, 1991; Aryeetey, 2001). SMEs are also
believed to contribute abot 70% t o Ghana’s GDP and account
Ghana. 2 Again, from an economic perspective, however, enterprises are not just suppliers, but
also consumers; this plays an important role if they are to position themselves in a market with
purchasing power: their demand for industrial or consumer goods will stimulate the activity of

their suppliersjust astheirown activity is stimulatedby the demandof their clients.

Demand in the form of investment plays a dual role, both from a dkside (with regard to the

suppliers of industrial goods) and on the suggptlie (through the potential for new production
arising from upgraded equi pment) (Berry et a
continue to fulfil the above anthuch morethey need access to finance to camot their

business operation and expansion. The seeming lack of finance for SMEs is not only retarding

their expansionbut also the growth of the n a t | exanons/.Macroeconomicconditionsin
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Ghana in2000 severely constrained private sector access to credit. High levels of government

borrowingpushednterestratesup andcrowdedthe privatesectorout of the financialmarkets.

With government treasuries paying real interest of 16.8 percent, bank#laadcentive to take

on what they perceived as riskier private sec
In view of the perennial financing challenge faced by these SMEs, many interventions have been
made by the government through its reamonetary policy and financial sector reforms. These
have substantially increased banks’ | ending t
interestrates and prohibitive collateral requirementstill pose significant constraints to the

growth of many S ME ’ Accessto medium to long- term financing necessaryfor capital
investments still tight.

Another area of constraint,which tendsto block the flow of credit to SMEs, is lack of
information. Small business owners most often possess imforenation about the potential of

their own businesses but in some situations it can be difficult for business owners to articulate
and give detailed information about the business as the financiers want. Additionally, some small
business managers tend lie restrictive when it comes to providing external financiers with
detailed information about the core of the business, since they believe in one way or the other,
information about their business may leak through to competitors (Winborg and Landstrom,
2000).

According to Ward (2005) there is no universal definition for SMEs since the definition depends
on who is defining it and where it is being defined. For example, in Canada SME is defined as an
enterprise that has fewer than 500 employees and sneipgse as one that 8 has less than 100
employees. On the other hand, the World Bank defines SMEs as having no more than 500
employees.SMEs can be defined in two ways: basedon the number of employeesin an
enterpriseand/or the enterprisesfixed assets.According to Boon (1989), the size of the
enterprises employment is the most important criterion used in Ghana. But one must be cautious
when defining SMEs basedon fixed assetsbecauseof the continuousdepreciationin the

exchange ratesyhich oftenmakessuchdefinition out-dated.

UNIDO defines SMEs in developing countries basedon the number of employeesin an

enterprise.A small enterprisehas between5 and 19 workers and takesthe exampleof the

30



ubiquitous small shops in the citissich as hair dressing saloons and chop bars. A medium
enterprise has 20 to 99 workers and these include manufacturing firm and exporting companies.
The Ghana Statistical Service, in their 1987 Ghana Industrial Consensusgonsidersfirms
employing between &nd 29 employees and with fixed assets not exceeding $100,000 as small

scale while thoseemployingbetweer80 and99 employeemediumscalecategory.

The National Board of Small Scale Industries (NBSSI) defines SMEs as enterprises that employ
no morethan 29 workers, with investment in plant and machinery (excluding land and buildings)
not exceeding the equivalent of $100,000. For the purpose of this research, the Venture Capital
Trust Fund (VCTF) Act 2004 (Act 680 section 28) definition of SMEs wellbused si nce
more recent definition. SMEs are defined by
economic activity which employs not more than 100 personsand whose total assetbase,
excludinglandandbuilding, doesnotexceedhecediequivalent ofJS$1millioninv al ue ” .

A distinguishing feature of SMEs from largérms is that thelatter have directaccess to
international and local capital markets whereas the former are excluded because of the higher
intermediation costs of smallerojects. In addition, SMEs face the same fixed cost as Large 9
Scale Enterprises in complying with regulations but have limited capacity to market product
abroad (Kayanula & Quartey, 2000). SMEs in Ghana can be categorised into urban and rural
enterpriss. The former can be subdividedinto * or ga mards @ ¢ o r g @nterpasesd ’
Organised ones tend to have employees with a registered office and are mostly solely owned by
an individual whereas the unorganized ones are mainly made up of artisans whia wpek

spaces, temporary wooden structures or at home and employ little or in some case no salaried

workers.

They rely mostly on family members or apprentices. Rural enterprises are largely made up of
family groups, individual artisans, women engagedoimd production from local crops. The

major activities within this sector include: soap and detergents, fabrics, clothing and tailoring,
textile and leather, village blacksmiths, timber and mining, bricks and cement, beverages, food
processing, wood furhire, electronic assembly, agro processing, chemical based products and
mechanics (Liedholm & Mead, 1987; Osei et al., 1993) as cited by (Kayanula & Quartey, 2000)

This sectoris characterisedby low levelsof educationandtraining of the selfemployed.They
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are mostly family owned businesses and there is little separation of the business finances from
that of the owners even to the point that the owners or operators personal account is the same as
that of the business. SMEs in Ghana aretogieneous grodpanging from small workshops
makingfurniture, metal parts and clothing meediumsized manufactures of machinery as well

as service providers such as restaurants, consulting and computer software firms. Some are
traditi on aehterprisdes thae dra shatisfiedtd remain small; others are gorigtited

andinnovative.

The private sector is the engine of growth of the economy therefore they must be given the
necessary tools to i n-&dkaa2006) Ecomn@nidevelopmentwistah " . (
process of economic transition involving the structural transformation of an economy through
industrialization, rising GNP, and income per head. Economic growth on the other hand,
contributes to the prosperity of the economy and isd€lrable because it enables the economy

to consume and contribute to more goods and services by increasing investment, increase in
labour force, efficient use of inputs to expand output, and technological progressiveness. Any
nation that experiences ecaniz development and growth will benefit from improvement in the
living standardsespecially if the Government can assist in growth by implementing
complementary and growdtnhancing monetary and fiscal policies (Pass et al. 1993) The SME
sector is consided very important in many economies because they provide job, pay taxes, are

innovativeandvery instrumentaln countriegarticipationsn the globaimarket.

Beck and Kunt (2004) state that SME activity and economic growth are important because of the
relatively large share of the SME sectorin most developing nations and the substantial
international resources from sources like the World Bank group, that have been channeled into
the SME sector of these nations. SMEs account for nearly 93% oédistered businesses in
Ghana and therefore play an important role in economic development by providing employment
opportunities, opening up new business opportunities, enhancing entrepreneurship, and fostering
creativity among many other things. Kayanatal Quartey (2000) recognize them as the engines
through which the growth objectives of developing countries can be achieved and are potential

source®f employmentandincomein manydevelopingcountries.
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Mensah (2005) makes the analogyttBMESs act like sponges by soaking up surplus labour to
provide a large share of employment and income in Ghana. Many researchers have observed that
SMEs enhances competition and entrepreneurship therefore they suggest that direct government
support can bast economic growth and development. Also SMEs growth boost employment
more than large firm because they are labour intensive and make better use of scarce resources
with very small amount of capital. Hellberg (2000) also states dlexeloping countriesheuld

be interested in SMEs because they account for large share of firms and development in these

countries.

Cuevas et al. (1993) indicates that access to bank credit by SMEs has been an issue repeatedly
raised by numerous studies as a major constmintiustrial growth. A common explanation for

the alleged lack of access to bank loan by SMEs is their inability to pledge acceptable collateral.
In their view the current system of land ownership and transfer regulations clearly retards and to
some extendimits access to formal credit. First, due to lack of clear title to much usable land in
Ghana, there is a limited amount of real property that can be put up as collateral. Second, a
Government embargo on transfer of stool and family land has furthactegstiand availability

for collateral. Finally, where title or lease is clear and alienable, transfer regulation needlessly

delaythefinalizationof mortgagesndconsequenthaccesdo borrowedcapital(p 24).

Aryeetey et al. (1993) supported the vieivCuevas et al. (1993) that from the view point of
private sector, problems related finance dominate all other constraiat expansion (p 50).

They claimed that the available of collateral plays a significant role in the readiness of banks to
meet thedemand of the private sector. Collateral provides an incentive to repay and offset losses
in case of default. Thus collateral was required of nearly 75 percent of sample firms that need
loans under a study, which they conducted on the demand supplamddifor small enterprises

in Ghana (p 19). The study also indicated that 65 percent of the total sample firm had at various
times applied for bank loans for their business. Nevertheless a large proportion of the firm had
their application rejected by basmkFor firms that put in loans applications there was almost 2:1
probability that the application would be rejected. Firms receive loans for much less than they
requested for. Amondirms that had theirapplications rejectedlack of adequate collateral

(usually in the form of landedproperty)was the main reasongiven by banks.Aryeeteyet al.
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(1994) suggest that banks can offer alternative to property as collateral such as guarantors, sales

contractandlienson equipmentinanced.

SMEsface more challenges in doing business than large enterprises because of the difficulties in
financing starup and expansion. Schiffer and Weder (1991) found that small firms tend to
experience more difficulties than meditsized firms, which also experiee more difficulties

than large firms. In most countries,especiallydevelopingnations,lendingto small businesses

and entrepreneurgemain limited becausefinancial intermediariesare apprehensiveabout

supplying credit to businesses due to their high, small portfolios, and high transaction cost.
According to Cuevas et al. (1993) cost of transaction contributes to the inability of the SMEs to
access financeThey are of the opinion that “i1f tran
margin banksxpect from loans operation do not compare favourably against safe investment

representethytreasuryb o n ¢pS80).

Aryeetey et al. (1993) also shares the same view that if a lender face information asymmetry, the
issue often becomes somewhat persuaaivthority he or she holds in ensuring repayment.

These push up transaction cost as the probability of default is assumed to be high and has to be
contained. Thus lenders may avoid lending to smaller or lesser known clients or impose strict
collateralrequirements when they do. They may perceive clients in ways that would overcome
the | atter own perception of the difficulty i
lending to SMEs in Ghana was more expensive that lending to larger eténpiesms of loan
screening, loan monitoring and contract enforcement, banks estimate that screening to gather
information about the applicant and project, review the 13 feasibility study, do the credit analysis

and make a decision, an average of 16 nagys dor large scale applicant and that of small scale

applicantdakes 24mandays.

Similar results obtained for loan monitoring and contract enforcementsuggestthat the
transaction cost of SME lending were higher than those for large enterprise péidogh a

similar study undertaken in 1992 by Aryeetey and Seini on the transaction cost of lending
covering sixty bankbranchesin Ghana suggested that there was statistically significant

difference in the cost of administering loans to smaller amdéar ent er pri ses” . Th

that the internal organizationof most banksis suchthat SMEs applying for loans deal with
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branch staffs that have little say in the decision, whereas major decisions are taken at the head
office of official who know little about the enterprise. This arrangement ensures that many
potential SME borrowersdo not have the chanceto interact with the few trained project
personnel before applications are made. There is a high probability that many potodia
project are turned down because distant credit officers lack enough undocumented information to

form anopinionontheprojects anespeciallyon entrepreneurs.

Despite SMEs strong interest i n credithtem c¢commi
from supplying credit to SMEs because of the higher transaction cost and risk involved. First,
SMEs loan requirement are small so the cost of processing the loan tend to be high relative to the
loan amounts. Second, it is difficult for financial igtions to obtain the information necessary

to assess the risk of new unproven ventures especially because of the success of small firms often
depends heavily on the ability of the entrepreneur. Third, the probability of failure for new small
venturesis consideredto be high (Ibid) Cuevaset al (1993) however indicatesthat other
alternativesto loans securedby real and movable property have practical constraints.For
example, it is possible to take security interest in liquid assets, the foreclosmrevhoh is

much quicker than that for real and movable property. However many debtors especially traders
are not in the habit of saving money in liquid accounts, rather they turn to either move it into the
informal economy or reinvest in their businedsother alternative would be for the banks to
accept the assignment of contractual benefits from borrowers. Though this arrangement is known
in Ghana, it is not chosen by banks as they prefer to stay out of other contracts Cuevas et al
(1993).

2.5Electronic Tax Filing and Compliance

Governments today are under an increasing pressure to improve the delivery of public services in
costeffective ways. To meet this challengefor example tax authorities are turning to e-
government led solutions like electronaxtfiling (e-filing) (Amitabh et al., 2008). To date, the

use of ICT is prominenin business and tax settings. Notably, tax authorities around the world
are using electronic tax administration systems to interact with taxpaying public in tax collection,
administration and compliance settings. Technology has influenced the way we work, play, and

interactwith others.The useof technologyto improve the effectivenesf tax administration,
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expand taxpayer services, and enhance tax complrEgeome to attract increasing attention in

developecanddevelopingcountries(Dowe,2008).

The rapidly increasing pace of technological change will have a significant impact, positive and
negative, direct and indirect, on tax compliance.Information technology, which includes
telecommunications and computerized systems, looks set to increase tax processes substantially,
with savings in time as well as money, while at the same time affording customers a better
service. On the other hand, the human elernseatfected by technological changes in different

ways,by makingjobs moreimportantfor some, whilgposingathreatto others(Leeetal., 2005).

All the tax information systems and data bases should be integrated and have available the tools
required to combat tax noncompliance; facilitate tax compliance and satisfy information
requirements at the operational and internal control levels for the effective management of a
modern Tax Administration (CIAT Handbook for Tax Administratierkily 2000). Thee are a
number of methods employed today by tax agencies to capture tax return and payment data
electronically. Additionally, electronic methods are increasingly being used for administrative
functions, such as business tax registration, and name anessddiranges for both businesses

andindividuals.

The main aim of electronic filing is to enable taxpayers to meet their normal tax obligations in a
convenientmanner withoutvisiting tax office. Tax compliance has always been an area of
concern to policynakers, tax administrators and society in general. This is mainly because tax
compliance affects revenue collection and the ability of the government to achieve its fiscal and
social goals (Tan and Sawyer, 2003). Measuresto improve complianceinclude providing
excellent taxpayer services that generate bettertiomg outcomes such as higher tax collection
and reduction in the tax gap. The aim of tax reforms in many countries is therefore, to achieve
higher voluntary compliance and one way to do this isnlrypducing electronic filing system.
(TanandSawyer,2003).

Electronic tax filing or diling is a process where tax documents or tax returns are submitted
through the internet, usually without the need to submit any paper return-filing system
encompasses the use of internet technology, the Worldwide Web and Software for a wide range

of tax administrationandcompliancepurposes.Electronic taxation differs among countries
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hence the name of the system differs from countrgdontry. According to Gellis (1991),
electronic declaration is nameglectronic tax filing. Ithas also been called online taxation
paymentoy UN, (2007)or e-taxlodgemenby TurnerandApelt (2004).

Electronic tax filing was first coined in United Statevhere the Internal Revenue Services (IRS)
began offering tax returnding for tax refunds only (Muita, 2011). This has now grown to the
level thatcurrently approximately one ouwdf every five individual taxpayerss now filing
electronically. This bwever, has been as a result of numerous enhancements and features being
addedto the program over the years. Today, electronic filing has been extendedto other
developed countries like Australia, Canada, Italy United Kingdom, Chile, Ireland, Germany,
France, Netherlands, Finland, Sweden, Switzerland, Norway, Singapore, Brazil, Mexico, India,
China, Thailand, Malaysia and Turkey (Ramayahaét 2006). Equally developing countries

have also been embracing electronic filing of tax returns. Some of trdries which are

embracinghe electronicfiling includeUgandaNigeria,RwandaandKenya(Muita, 2011).

Globally, the tax environmentis changingrapidly. The advancementof Information and
Communication Technology (ICT) is challenging the operatiotawfrevenue systems (Muita,
2011). Tax authorities are being challengedto maintain a modernizedand responsivetax
administration system. Since 1990s, several tax authorities, particularly those from developed
countries have progressively harnessed theep of ICT by embracing an electronic tax filing

(Lai et al., 2005). Electronic filing is the modern way of tax authorities interacting with tax

payers.

According to Andarias (2006), electronic filing is dependenton the use of technology.
Technology use in efiling comprise of computer, internet and software applications. Electronic
filing can be measured when the desired outputs are realized. According to Fu et al. (2006), some
of the measures of electronic filing should include, reducing life ofit@proving efficiency and
reducing errors in procedures, increasing ntakking levels of tax officers and facilitating
taxpayers in complying with tax regulations. One of the pillars-filfrgy is to have a single
database which covers all proceedinggélation to taxable activities of the taxpayer, that is,

valuation,billing, collectionandenforcementTakingcognizancenf the existenceandimpactof
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tax operating cost iIs not a recent flreello menon

known maximof goodtax practice (equitycertainty,convenience andconomy).
2.6 Tax-Complianceand the Attitude towards it.

Tax compliance is defined as the full payment of all taxes due (Braithwaite, 2009). T-ax non
compliance is referred tas any difference between the actual amount of taxes paid and the
amount of taxes due. This difference occurs because of overstating and understating income,
expenses, and deductions. Nmympliance comprises both intentional evasion and unintentional
noncompliance, which is due to calculation errors and an inadequate understanding of tax laws
(Robben et al., 1990 and Webley, 2004). Accor
mistakes can be unintended and thus, do not necessarily représmpt@to evade or may even

leadto taxoverreporting.

According to Jones (2009) tax compliance is the timely filling and reporting of required tax
information, the correct seissessment of taxes owed, and the timely payment of those taxes
without enforcement action. From this definition, there are three dimensions of tax compliance:
filing, reporting, and payment compliance. Filing compliance refers to whether the taxpayer
submitted the correct forms to the revenue authority. Reporting complieiece to whether the
return was accurate, while paymesampliancerefers to whethethe taxpayerpaid his/her
reported tax liability in a timely manner. Therefore, a taxpayer would be calledomopliant if

thethreedimensions areot properlyaccomplisied.

Getting citizens to pay their taxes painlessly without hissing has been the dream of all
governments. The task has however, never been simple, until the introduction of the modern
information technology. Since the early 1980s the worldexagrienced an unprecedented pace

of advancemenin the field of information technology. These technological innovations are
having a profoundimpacton the administrationof fiscal systemsandthe way in which taxation

is administered(Teltscher,2002). Tax complianceis mainly achieved when majority of
taxpayers voluntarily file their tax returns and pay resultant tax liabilities as stipulated in the tax
laws, without the intervention of the tax authoritiesthrough enforcement.However, if the

voluntarycompliances low, thenenforcemenmeasure$ike auditandcollectionareresortedo.
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Tax compliance has been extensively reviewed (Andreoni et al., 1998; Cuccia, 1994; Kinsey,
1996). Three theoretical perspectives have been used to eapthimeasure the degree of tax
compliance, namely economic models, uncertainty models, norms of compliance models and
inertia models (Picur et al ., 2006) . Economi
maximise their financial taxes whenever trenéfits from tax delinquency outweigh the risk of
detection and punishment. On the other hand, uncertainty models extend the work of economic
models. While retaining the assumption that rational taxpayers seek to maximize their financial
interests, adherés to this model point out that in the real world information about penalty
provisions and the risk of audit is imperfect. Finally, norms of Compliance models explain that

standard®f taxpayerbehaviourareinfluencedby thetax culture.

Tax Compliancecan be defined as the degree to which a taxpayer complies (or fails to comply)
with the tax rules of his country, for example by declaring income, filing a return, and paying the
tax due in a timely manner. While Tax evasion can be defined as the fajliaegpérson or
business to comply with the tax obligations. It is a serious challenge to tax authorities in both the
developed and developing countries. It diminishes the mobilization of resources that
governments need to invest in critical areas of s@ridl personal development including health,
education andnfrastructuredevelopment(Cummings,2007). In 2011, it cost governments
worldwide about 5.1 % of their Gross domestic Product (GDP). In Europe tax evasion constitutes
about 8% of the GDP of econoesiin the region. In North and South America, tax evasion costs

economie®% and10% of their GDP respectively.

Even in the most advanced economies in the world, tax evasion undermines revenue collection
substantially (Rile, 2011). Countries like Itadynd Greece have vowed to crack down on tax

evasion andcash transactionfor goods andservices thafall belowt he aut horiti es
Germany and Britain signed an agreement with Switzerland about recovering some tax revenue
from accounts held by theirict i zens i n Swiss banks. Sout h Ar
shadow economy compared with its G.D.P. followed by Africa and Eurepesre income

hidden from the tax authorities amounts to about 20.5 percent of G.D.P. That compares with 10.8

per cent in Nah America. Of the three South African countries of Zambia, Zimbabwe, and

SouthAfrica, taxevasiomasa functionof GDPis high. SouthAfrica losesthe leastamountin tax
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evasion: In 2011, itost 768 million USD, followed by Zimbabwe 4t9 billion USD, and
Zambialoses slightlyover2 billion USD.

In 2014, the informal economy constituted 33% of the GDP in Zambia and represented 7% of
total government expenditure. The tax burden in Zambia would thus be high, standing at about
30.9%. Ifthe Zambian governmeig to increase its social expenditure, them#eds to reduce

tax evasion in the infor mal economy (Bwal ya,
has evoked great attention among many Revenue Authorities in the World especilly in
Developed Countries. However, it is debatable on what has been done towards the study of
taxpayers behaviour towards tax system in developing countries as they concentrate more in
studies which would increase their budgets botliom in terms of hge revenue collection and
enforcement efforts at the expense of studies on taxpayers behaviour which would make increase

in this taxrevenueo be realizecandenforcemeneffortswork.

Perhaps thdess developed countries amet to blame as they run dyudget deficits hence,

scarce resources to see through such studies which are perceived as adding no direct value to
revenue collection. Empirical evidence on the ground shows there has been hostility between the
taxpayers and tax collectors on issue metato tax compliance (Porcano, 2016). However, in
Zambia measures have been introduced to expand the tax base; rationalize the tax structure to
make it more equitable; reduce and rationalize tax rates and tariffs; reduce trade taxes and
increase them onoosumption to support investment; and seal leakage loopholes (Moyi and
Ronge, 2006). Government launched the VAT in 1990 to increase revenue through the expansion
of the tax base. Tax policies introduced during the Patriotic Front Government are irsteeset t

salestaxandmanymore.

Kirchler (2007) perceived a simpler definition in which tax compliance is defined as the most

neutr al term to describe taxpayers willingne

tax nonrcompliance is definedsa t axpayer’s failure to remit a
account of the complexity or even contradictions in the tax legislation or tax administration
procedure (Palil& Mustapha,2011). Non-complianceis also perceivedas thefailure of a
taxpayerto report (correctly) the actual income, claim deductions and rebates and themit

actualamountof tax payableto the tax authorityontime (Kirchler, 2007).
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Taxation is the primary source of revenue for governments throughout the warlglémment

their social and political agendas and to deliver services to the citizens (Thananga et al, 2013).
Primarily a ¢ oun tproyide sufficters fundss fgr sgpvermmentepgpenditure
Programs (Nhekairo, 2014). However, the means of ati@ithis basic requirement to get a
sufficient level of taxation matters a lot. The Zambian tax system broadly comprises income
taxes, consumption taxes and trade taxes (Zambia Revenue Authority (ZRA), 2017). These taxes
are collected by the Zambia ReverAugthority (ZRA) which is the corporate body mandated to
collectall taxes (Nhekairo2014).

According to Drummond et al (2012), the process of raising more domestic revenue is a salient
priority for most subSaharan African countries, as the mobilisatainrevenue is a platform
which enables governments’ to create fiscal
and reduce the reliance on foreign aid coupled with single resource dependence. However, the
domestic tax bases in most sBhharan Afcan countries are undermined by widespread tax

avoidance andvasion(InternationaMonetaryFund(IMF), 2011).

Becker (1968) refers to tax evasion afoem of white collar crime. Later, Allingham and
Sandmo (1972) hypothesised that it is a gamblingsaeton the part of the taxpayer whether to
declare income or not. Hence, if the cost of detection, audit and penalty appears to outweigh the

benefitof evadingtax, thentaxpayemvould notbe encouragedo go for evasiorandvice versa.

As alluded toearlier, through taxation a country can raise enough revenue to implement the
aforementioned agendas, however, raising of revenue through taxation in many developing as
well as developed countries has proved to be a big challenge for most in a bid heapdiheir
national developmental aspirations (Masango, 2019). Additionally, this has also been further
constrained by most developing countries such as Zambia having weak tax administrations and
poor governance to enforce tax compliance, which has rdgolteigh levels of tax evasion and

taxavoidance.

There is no doubt that tax compliance is a major problem confronting almost each and every
revenue authority, whether in developed or developing countries (IMF, 2017). According to
Nhekairo (2014), questons and debatespertaining to tax complianceare as old as taxes

themselvesandwill remainan areaof discoveryaslong astaxesexist. Tax compliancecanbe
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defined as the degree to which a taxpayer complies or fails to comply with thdespof his
country, for example by declaring income, filing a return, and paying the tax due in a timely
manner (Masango, 2019). Although taxpayerZoompliance is a continual and growing global
problem, many indications suggest that developing casj)tnany of them in SdlSaharan

Africa, are the hardestit (Nhekairo, 2014). Economists and financials experts both agree that
the salient instrument which countries can use to generate resources is an effective tax policy or

systemwhich hasbeenimplemented.

According to Ongwamuhana (2011), a country’s
on tax enforcement needs to have a large team of tax auditors and tax investigators who must all
be well equipped to undertake their respective dutieadtition, the tax system also needs to
involve court bailiffs and property auctioneers, as well as the police for protection, or to give
police powers to tax administrators (Ongwamuhana, 2011). All this increases the cost of tax

collectionandeats intataxrevenues.

The aforementioned costs and procedures will have to be followed by a tax system which is
heavily reliant on tax enforcement leads to the argument for tax education which encompasses
training and sensitisation on tax payments and complighd®ad image of the government is
painted because of its failure to discharge functions due to a flawed tax system or policy and
heavy reliance on tax enforcement with different penalties or fines focompliance which

serves as a great disincentive $mme businesses paying taxes, as most people feel that tax is a
burdenandshouldbe avoided(Masango2019).

Nevertheless, an argument that has gained a lot of attention in academic research is tax education
or tax knowledge and how it affects complianievels with respect to taxation by taxpayers,
mostly notably Small and Medium Enterprises (SMES). The accumulation of tax arrears due to
nornrcompliance by taxpayers means less revenue to government (Zambia Institute of Policy
AnalysisandResearci{ZIPAR), 2015).

Unless taxpayer compliance is achieved at sufficient levels, the performance of the tax system
will be significantly impaired (ZIPAR), 2015). In 2017, the former Minister of Finance Felix
Mutati attributedthe low level of tax compliancein Zambiato the poor quality of tax education

in the country(ZambiaDaily Mail, 2017).Sincethe Zambiang o v e r n de@sion topevatize
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most national companies beginning in 1993, there has been an appreciable increase in the self
employedactivities or informal sector businesses. It has however been widely observed that a
larger portion of the seémployed or informal businesses have a poor record ctaopliance

with taxationrules (Langmeadét. al, 2006).

Policy makers andesearchers have argued that measuring tax compliance and evaluating its
determinantsis challenging in any context, moreover, when it comesto examining tax
compliancein developingcountriesit is particularly difficult, due to the large size of the
informal sector (Ahmed et al, 2012).There are a number of promising options to increase tax
revenue in a sustainable and equitable way, although they are often difficult to implement due to

lack of administrativecapacityor political constraintfMooreandPrichard2017).

Tax compliance literature has often focused on two sets of factorgdhahelp to increase
compliance and tax revenue; these are deterrence and tax morale (Mascagni and Santoro, 2018).
A third and related factor is knowledge andeducation,which canhelp taxpayersnavigate
complex tax systems (Mascagni and Santoro, 2018). According to Mascagni and Santoro (2018),
although there is little research on tax education, recent studies have shown that taxpayers often
have little understading of how tax systems work (Kira 2017; Feldman et al. 2016; Tanui 2016).
According to Isbell (2017) as cited by Mascagni and Santoro (2018) report onstRil{6)

African countries based on Afrobarometer data, showed that the majority of respdmaidnts
difficulty figuring out what taxes they owe to the government. Whiiteall taxpayers ardikely

to suffer more from lack of tax knowledge, large taxpayers and business associations are also not

immune tothisissue (NalishebandHalwampa2014).

According to Djawadi and Fahr (2013), evidence through research has suggested that educating
tax payers about the tax system, tax laws and informing them about negative effects of tax
evasion, sanctions anithes is a useful policy in order to increase trirstauthorities, and
resultingin more tax compliancaVhen a tax system is flawed with regardsnon-compliance

as is the case with most developing countries, Zambia inclusive, the cost of tax enforcement
increase$ZIPAR, 2014).

Financial experts haveirf years advocated for an increase in taxation education in countries or

jurisdictions which have poor or low levels of compliance.According to Miller (2015), tax
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education has a positive and direct bearing on the compliance as well ad enfegcement of

tax. ZIPAR (2014) stated that the country can increase tax compliance through embarking on
taxpayer educationto improve tax literacy. The aforementionedcan be achievedthrough
establishing call centres in each provincial centre foptimpose of taking tax literacy closer to

the peopldZIPAR, 2014).

Since the individual SMEs pay a very small amount of tax comparedwhat the larger
establishmentwould pay, tax authoritiestend give the larger corporationsmore attention.

However, taxesrom SMEs are also viewed as important in the overall revenue collections for
various developmental projects, as research has shown that the amount of tax that SMEs avoid to
pay can be used to fund a number ofalygiomver nme
developing countries which are synonymouswith huge governmentborrowing aimed at

sustaininga numberof public services (Wasa@014).

Therefore, this entails that the government through its Taxation Authority has to take an active
role in enabling the capacity with respect to financial education and accounting skills pertaining
to taxation education in order for SMEs along with other larger enterprises to be fully equipped
and knowledge when it comes to tax compliance. Lumumba (2010) toah&MEs did not pay

theirtaxobligation because deirinability to understandaxlaw requirements.

Small and Medium Enterprises (SMEs) role and contribution to society cannot be
overemphasizedThese businessesnake significant strides and contribution to the socio
economic as well as political infrastructure of both developed and developing coulntries.
developingeconomiesthe growth of theeconomy couldbe fosteredand enhancedby the
expansionof the private sector which encompasseSMES, as thissectoris the engine of
economic growth (Rungani & Potgieter, 2018). Consequently, it is necessary to accelerate the
success of small, medium and micro enterprises (SMMES) to achieve sustainability in this sector

of theeconomy(Rungani& Potgieter2018).

Many financial scholars and experts have for years asserted that a vibrant and expanding SME
sector is cardinal for competitive advantage along with economic growth for nations (Berger and
Udell 2006.) Small business owners are respémddr collecting as well as for remitting taxes

(Christensertal.,2001).Theyare,hencejmportantplayersina ¢ 0 utaxisystgm. s
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Though the evidence is naeinequivocal mostesearch suggests thamall business owner
managers arenore likely to cheat than other groups of taxpayers (Schuetze, 2002). Even the
Organisationfor Economic Co-operation andDevelopment(2004) considersmall business
owners a highrisk group in terms of tax compliance. SMEs have for years acted as atdondui
government in terms of employment creation and revenue generation, with developed countries
paying particular attention to their wellbeing and activities due to the significant contributions
thattheyhavein a country(Sibanda2018).

In Zambia,issues of nofpayment of taxes have been on the rise for a number of years, which
prompted the Zambia Revenue Authority to issue an amnesty which included the waiving of all
interest and penaltiesto tax defaultersin the Country in April 2017. Small and Medium
enterprises (SMEs) make up the majority of businesses in the world, this is also the case for
Zambia. Since the individual SMEs pay a very small amount of tax compared what the larger
establishmentwould pay, tax authorities tend give the larger corporations more attention.
However, taxes from SMEs are also important in the overall revenue collections for various
developmentalprojects. Clough et al (2014) reportedthat uncollectedrevenuesfrom non
compliant taxpayers which were mainly SMEs depritieel government from much required
finance in provision of infrastructures for enabling business growth. This challenge has also been
observed in Zambia, as can be seen from the measures which were undertaken by the Zambia

revenueAuthority.

According to Allport (1935), attitudeis defineda s nfergal and neural state of readiness
organized through experience exerting a direc
response to all objects and sit watiisomsewist it hw
and views regarding anything. Therefore, att
feelings. However, related to attitude is behavior, which is what one does as a result of the held

attitude? For example,i f oattiteide sowards taxpayings one of negativity,thenon e’ s
behavior will reflect this. Kiesler, Collins and Miller (1979) agree with Allport (1935) and say
that attitude was influenced by behaviour, as it generated and determined the way an individual
reacted towardwvaried stimuli. Thus, attitude wasinfected from modesof behaviour by a

specificindividual overatime spanthatwill yield characterconsistencyand selectivity.
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Goode (1951) quoted by Simbyakula (1990) recommends that the existenpeedbaninantly
monetizedeconomy, a high level of literacy, prevalenceof reliable accountingrecords to

determine income and a large degree of voluntary compliance were among others, prerequisites
to an effective tax system in Zambia. Langmeadet. alQgp6tates that in modern Zambia, tax

has been introduced to the smaller business sector or thengaliyed who are involved in a

range of economic activities such as: traded goods, restaurants, bars, guest houses, guest houses
and so on. Othersinclude small scale manufacturingof wood andmetal productsjeather

products, small scale consultants and providers of services. Despite the increased activities of the
smaller businesses in Zambit,has been widely observed that the people involiedhese

tradeshavea negativeattitudeabouttax-compliance.

Such concerns are also held by Berenson (2007) who reveals thabmphance to tax may
create erratic revenue collections and make the government not to function properly in providing
for the welfareand security of the nation. Moyo (2009) says that compliance with tax may
increasethe chancesof maximizing on local revenuecollections and thereby, reduce our

dependence otonoraid whichis usuallygivenwith conditions.

To the Namangala (200d4vhoc onducted a study on perceptior
blames the negative attitudes on the people themselves. He says people are reluctant in getting
information from the tax office even on the nm
views wee different as he blames the tax office whom he says do not educate or explain to the
people the effects or incentives whenever changes in tax were made. Simbyakula (1990) summed

up his views by revealing that often people do not pay tax and even fakdoadvantage of

incentivesbecause ahe unexplainedircumstances posdxythe subjecoftax.

In India, Fauziati et al (2016) paper examinedthe impact that tax knowledge has on tax
compliance. The survey research design was used in the study, witinpdata collected from
three hundred (300) seladministered questionnaire which were distributed. The number of
guestionnaire completed and returned was two hundred andgbirgn (237), constituting 79%
responserate. The simple linear regressionmodels were used to estimatethe relationship

betweentax knowledgeandtax compliance The t-statisticswereusedto testthe significanceof
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the study variables. The maimdings of the study revealed that tax knowledge had impact on

taxcompliance.

In Indonesia, Asrinanda (2018), examined the influence that tax knowledgessesisment

system and tax awarenebad on taxpayecompliancein BandaAceh City. The sampling

technique used was simple random sampling, in selecting a sand@ oéspondents. Results

showed that knowledge on taxation, sedEessment system (SAS) and tax awareness had a
semistrong significant effect on taxpayer compliance in Banda Aceh City.Another study in
Indonesia by Setyorin (2016yas aimed at identifying he f actor s that af f e
willingness to pay SMEs Tax obligations. The population of this study comprised of one hundred
and fifteen (115) *“Kelom Geulies” SME owners
judgementasamplingmethodwas usedn study.

The sample size consisted of 47 SME's owners
analysis showed that tax knowl edge, manageri 8
positive effect towards the willingness of SMEs ty pax. The results clearly showed that apart

from tax knowledge and managerial benefit, tax socialization had a salient role in increasing the

willingnessof SMEs topaytaxes.

Another paper in Indonesia by Mukhlis et al (2015), analyzed the role thabtexaucation

plays and its impact on tax fairness and tax compliance of handicraft SME sector in Indonesia.
The researchers focussed on handicraft SMEs businessman located in the district/city in the
province of East Java, Indonesia. The primary datd usdhe study was obtained through a
guestionnairewhich was the researchnstrumentadopted.The dataanalysismethodusedwas

the analysis of Structural Equation Modelling based on Partial Least Square Regression. The
study findings concludedthat tax educationhad a positive and significant impact on tax
knowledge, tax knowledge in turn had a significant and positive effect on tax fairness, while tax
fairness had a significant positive effect on tax compliance.Hence, tax educationhad a
significant anl positive effect on tax compliance. Based on these results, the strengthening of the
tax education was viewed to be very important when it comes to shaping the tax knowledge, so

thatit canincreasdaxcompliance.
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In Yemen, Helhel & Ahmed2014) study was aimed at bringing insights on the influence of
attitudes and considerations of individual taxpayers on tax compliance in Yemen, while taking
into account internal and external factors. T
Yemen to evaluate and rank the factors that reduce taxpayer compliance. A questionnaire was
used for data collection based on a five point Likert scale and distributed to tax payers in order to
learn their opinions. The results indicated that, high téesrand unfair tax system are the two

most crucial factors associated with low compliance. Furthermore, insufficient tax auditing, little
deterrent effects of tax penalties and tax am
compliance decisiorThe factors like insufficient tax office staff number and frequent tax code
changes affect tax compliance to a lesser extent. Moreover, it was also revealed that collected
taxesdid notreturnas public goodandservicesn Yemen.

In Malaysia, Saad (2014 examinedt a x p awews o8 'their level of tax knowledge and
perceived complexity of the income tax systdrarther, the study attempts to delve in the
underlying reasons for necompliance. Data was gathered through telephone interviews with 30
participants, and analysed using thematic analysis. Results showed that taxpayers had inadequate
technical knowledge and perceived complex. Tax knowledge and tax complexity were found to

be contributingactorstowardsnon-compliance behaviolamongtaxpayers.

Niemirowski et al. (2012) in Australia targeted taxpayerswith historical tax compliance
behaviour,in order to better understandcommunity attitudesto tax. The researchersised
compliant and non-compliant taxpayersurvey responsethat included wider environmental

factors were matched to each i ndi vidual S t a:

youth. Results of the analysis identified relationships betweebased values, beliefs, attitudes,

knowledge and actual tax compliance behavidib nc omp | i anc e i ntent a
some tax avoidancewere two key determinantsof taxpaying behaviour. Furthermore,the

researchers reported that Poor tax knowledge has the effect of evoking distrust and negative
sentiments towards tax, wherggsd tax knowledge correlated positively with attitudes towards

taxation.

In Malaysia, Palil (2010) study focused on the level of individual Malaysiant ax payer s
knowledge and explored how tax knowledge levels influence tax compliance behaviour in a new

SAS. Datawascollectedthrougha large scalenationalpostalsurveyresultingin 1,073
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responses. Five stages were used to facilitate the analysis. Stage 1, ustegtthad ANOVA,
focuses on the <char act eincludng gender, ethhicityt educatianale r s’
level and income level. Stage 2 attempts to describe the relationship between tax knowledge and
tax compliance using multiple regressions.Stage 4 examines t a X p a a@amplsrice
determinants more widely than tax kmledge. Nine variables were tested in Stage 4. Control
variables were added in both Stage 3 and Stage 5 in order to assess whether the inclusion of
control variables significantly affects tax compliance behaviour. The results suggested that tax
knowledge las a significant impact on tax compliance even though the level of tax knowledge
varies significantly among respondents.The results also indicate that tax compliance is
influenced specifically by probability of being audited, perceptions of governmentlisge
penaltiespersonafinancialconstraintsandtheinfluence ofreferentgroups.

In Ghana, Okpeyo et al (2019) study examined the factors that influence tax compliance by
SMEs, as well as the differences in levels of tax compliance between SMEsraegies that
would improve tax compliance in the country. The study applied stratified sampling procedures
in selecting 100 SMEs in Accra, and other Ghana Revenue Authority (GRA) officials for the
study. Data was analyzed qualitatively and quantitativEhe results of the study showed that

tax compliance cost, tax rates, tax audits and morals of taxpayers significantly influenced tax
compliance. The study findings provided evidence that there was a significant difference in the
levels of tax compliancéevel between SMEs. These difference were largely attributed to the
inability of most SMEs to file their tax returns on due dates and also to keep proper books of

recordsoftheir business transactions.

Another paper in Ghana by Trawule (201liiyestigated the relationship between tax education
and tax compliance among the setfiployed in the Cape Coastetropolis. The study applied

the quantitative approach by designing clessled questionnaires to collect the appropriate
numerical data necessary to addressthe study objectives. A total of four hundred (400)
respondents were selectédm the estimated seéfmployed population of 28,353.he key
findings from the study indicated that tax education affects tax compliance among the self
employed, however, the nature of the relationship depended on the type of the content of tax
education and the type of compliance to be achieved. An earlier study in Ghana by Wahabu

(2016) examinedcompliancewith tax laws by SMEs in Tamale Metropolis. The researcher
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adopted the descriptive survey and cyesstional research designs. Sampling procedures used
were the Stratified sampling and simple random sampling to select a sample size of two hundred
and sixtyfive (265) from a total populain of eight hundred and fiftgne (851) SMEs. A close

ended questionnaire was employedgatheringprimary data for the studylhe study was
analysed using descriptive statistics and multiple regression. Findings from the study revealed
that the tax knoledge of owners of SMEs was low and that major factors contributing to tax
compliance among SMEs in the Tamale Metropolis of Ghana include complexity of the tax laws,
perception of government spending, profit level of businesses and the rate of taxudyhe st
concludedhattherewasasignificantrelationshipbetweertax knowledgeandtaxcompliance.

Masango (2019) paper in Zimbabwe investigated the tax compliance practices with the current
tax regime and their effects on the overall performanceof Zimbabwe RevenueAuthority
(ZIMRA). A descriptive research design was adopted and the population of interest comprised of
185,795 taxpayers in Harare. A sample of 65 taxpayers was selected through a simple random
stratified sampling method was used for thaedy. Regressions Analysis was used establish the
relationship between higher tax penalties & tax compliance, effective communication
(sensitisation) & tax compliance, manageri al
complianceand use of authoritarian powerby tax collectors& tax compliance.The study
established that higher penalties reduce the propensity to comply with tax laws and vice versa,
whereas effectivecommunication (sensitisationyith stakeholders (taxpayersjoes increase
compliancelevels among tax payers. Increasingnagerial discretion increases compliance

levelsamongtaxpayerswvhilst draconianawsdiscouragegax compliance.

Another paper in Zimbabwe by Newman and Nokhu (2018), aimed at evaluating if lack of tax
knowledge contributed to high levels of tax noncompliance amongstSmall and Medium
Enterprise (SMES) in Zimbabwe. A descriptive research design was adopted by the research with
the qualitative data collected by means of questionnaires and interviews. Thesesspaere
analysedusing narrative descriptiommethod. For purposes of computinghe sample size a
guantitative research approach was used involving a sample of 35 SMEs and 40 tax officials. The
findings of the paper reviewed that SMEs in Zimbabwe posBasi& tax knowledge about
taxation but lack a deeper understanding like the difference between presumptive taxation and

incomebasedaxation.However this insignificantlyinfluenced theinoncompliance behaviour.
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It emerged that in orddor tax knowledge to influence tax compliance positively, the tax rates

andcorruptionneededo beaddressetbo.

An earlier study by Mwandiambira (2017) evaluated if lack of tax knowledge was contributing to
the high levels of tax nenompliance amongsSMEs in Zimbabwe. In order to achieve the
aforesaid, a qualitative research approach was used involving a sample d@vhi(85) SMEs

and forty (40) tax officials. The findings were thatSMEs in Zimbabwe possessasic tax
knowledge about taxation but lack a deeper understandinglike the difference between
presumptive taxation and income based taxation, however, this insignificantly influenced SMEs

noncompliancebehaviour.

Similarly, Sigauke (2017) investigated the influence of tax knowledge ocotapliance using

Zimtile (Pvt) Ltd, an SME in Zimbabwe as a case study. The researcher used a descriptive case
study based on a mixed methods research design. Data was collected through interviews from
4interviewees and through questionnaires from 32 redgmas. Data analysed from the research
showed that tax knowledge had a strong and significant positive impact on tax compliance of
Zimtile (Pvt) Ltd. Theresearchealso concludedthat thereareotherfactorssuchascomplexity

of the tax system and awaess of tax offences and penalties that affect tax compliance of
Zimtile (Pvt) Ltd.

Nyamwananzaet al (2014) on S ME sAttitudes and Practicestowards tax compliancein
Zimbabwe focussed on 50 SMEs in the retail sector in Gweru. The findings of thesstwdgd

that minimal efforts were being puh place to enforce compliance, and corruption levels are
high among the tax collection officials. Small and medium enterprises (SMES) evade compliance
by paying bribes, keeping two sets of records, relocatingets premises without notifying
authorities, and temporarily closing businesses during compliance blitz. Penalties were found to

bethe mosteffective wherit came toenforcingtaxationcompliance.

Maseko (2014) investigated the impact of personal tax lesyd and compliance costs on tax
compliance behaviour of SMEs in Zimbabwe. The study adopted a qualitative research design.
Primary data was collected through face to face interviews from SME operatorsand tax
consultants in Harare, Chitungwiza and Bindurhe results indicated that SMEs face different

businessonditionsfrom largecompaniesvhich causethemto bearhigh tax compliance
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burdens. The results also indicated that the perceptions of SME operators about tax fairness, tax

servicequalityandgovernmenspendingpriorities greatlyaffecttheirtaxcompliancedecisions.

Kirchler (2014) observed that general education on taxation was significantly related to tax
compliance. The aforementioned is in line with Muchani (2010), who arthatdone of the
fundamental ways to increase public awareness is for the taxpayer to have knowledge about
taxation.Small and Medium enterprises (SMEs) are common culprits when it comes to avoiding
tax or compiling with regards to taxations returns subionss this has been attributed to the fact

that most revenue authorities around the world tend to focus on larger corporations which make
huge profits comparet the SMEs(Wasao02014).

In Kenya, Omondi and Theuri (2019)nvestigated the effecdf tax awareness and cost of
compliance on tax compliance in the small scale traders within Nakuru town. The study was
guided by the economic deterrent and psychological theories of tax compliance. The study used
descriptive research design. A sample size ofetlmendred and two (302) was drawn from the
target population of 1416 licensed small scale traders by the County government of Nakuru. Data
was collected using structuredquestionnaire.The data was also coded, analysiswas done
guantitatively using both farential and descriptive statistics. The data was then summarized in
form of tables and charts. The findings revealed that tax awareness and education has a positive
andsignificanteffect on the tax compliance and the costof compliancehasa significant effect

onthelevelof tax compliance.

Prior to the above the study, Gitonga and Memba (2018) sought to establish the determinants of
tax compliance by public transport savings and credit cooperative societies in Kenya. The study
adopted a desiptive research design, and a population of this study was made of 40 public
transport Saccosin Kiambu County. The collected data was summarizedusing descriptive

statistics such as mean and frequencies, which helped in meaningfully describing thatidistri

of responses. A Binary logit regression model was used to establish the relationship between the
tax compliance determinants and tax complianc
The findings revealed tax deterrence sancti@x, compliawe costs and tax knowleddevels

had a statistically significant relationship with tax compliance levels by public transport

SACCOs in Kenya. The study, however, did not find a significant relationship between the tax

systemandtax compliancdevelsby public transpor6ACCOsin Kenya.
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Prior to Gitonga and Memba (2018) study, a paper by Gitaru (2017) assessed the effect of
taxpayer education on tax compliance in Kenya, the case of SMEs in Nairobi CBD. The study
established the effect of ekeonic taxpayer education, print media tax payer education, and
stakeholder engagement on tax compliance. The target population was SMEs in Nairobi CBD
Tax area. The study targeted SMEs conducting business within Nairobi CBD. Data was collected

by adminigration of pretestedquestionnaireso the owners of SMEs business.Data was

analyzed using both descriptive and inferential statistics. The nominal and ordinal data was
collected using questionnairesand later subjectedto quantitative analysis using Statistical

Package for Social Sciences (SPSS). Data was presented in the form of frequency distribution
tables & graphs. The study results showed that indeed; electronic taxpayer education, print media
tax payer education, and stakeholder engagemenigeides tax compliance among SMEs in
Nairobi’s CBD area. C o rdeterrhiree tthe @aorrelakba tbetween thwa s  d
i ndependent variables. The results showed tha
thet a x p aeglueatiosto cormrectly calculatethetax compliance.

Another paper in Kenya, Thananga et al (2013) sought to establish how landlords in Nakuru
Municipality of Kenya had respondedto the new taxation measuresand the factors that
influenced their taxation compliance.sample of ninetffour (94) respondents was selected to
take part in the study using convenience sampling technique. Primary data for the study was
collected by way of seeking opinion from selected landlords through the use edtegrtired
guestionnairesResults of the research show that, the level of full compliance to the provisions of

the rentaincometax policy waslow.

Additionally, the study revealed that generally the perception of landlords on rental income
taxation and the taxman was negatiad ¢his highly influenced their noncompliance. Taxpayers

do not consider the implementation of this taxation in good faith and also feel that taxes are not
putinto good use. Therefore, the landlords only pay tax only when they deamriecessary,

and ae ready touse any alternative tevade or underpay taxes; thigmas found to highly
influence their tax compliance. The knowledge on the rental income tax policy was found to be
relatively low especially when it came to the provisions of the taxationypitéielf. This was

found to highly influence the levels of n@ompliance to taxation on rental income. However,

most of the landlords had basic understandingon tax calculationsand proceduredor filing
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returns. The cost of compliance alslayed a key role in determining the level of compliance.

The costs include both direct taxes and indirect tax costs such as auditing costs, costs of hiring
personnel and experts for the purposes of compliance. Perception, knowledge and cost were
found tobe the major components in compliance to rental income tax policy by landlords in
NakuruMunicipality of Kenya.

Obongo (2018) examine the influence of tax knowledge & awareness on tax compliance among
Export Processing Zones investors in Kenya. This rekaged a cross sectional survey research
design. The study population comprised of one hundred and fifty (152) duly registered and
licensed firms by the Export Processing Zones Authority. Since all the registered investors in the
three Kenyan Cities wereonsidered for the study, a census sampling technique was employed.
Primary data was gathered using structured questionnaires and captured threpghtaype

Likert Scale questionnaire Statistical Packagdor Social ScienceSPSS)was usedin the

andysis ofdata.

Data was analyzed use of descriptive and inferential statistics. Analysis of Variance (ANOVA),
multiple regression and correlation analysis was carried out to test the hypothesis. The study
findings revealed that tax knowledge and awarehassa strong significant relationship with
taxpayers’ ability to understand the | aws and
with them. Hence, firms with wettained employees on taxation issues had a higher probability

of complyingvoluntarily with tax laws and regulations. The study concluded that tax knowledge

and awarenedsad a positive and significarglationshipwith tax compliance.

Another paper in Kenya by Magiya (2016) sought to explore the different factors that determine
SMEs compliance in Nairobi East Tax District. The researcher used the linear regression probit
model for data analysis. Results obtained revealed some similarities and differences with regards
to factors that were correlated to tax compliance in the tyaafider study. The study found that

when there is an increase in the tax payers understanding of the tax laws and the tax system
coupled with an increase in government accountability with respect to provision of public good
and services, this resultadto higher taxation complianclevels by taxpayers, thusmore of

fundsthroughrevenuecollection.
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In Nigeria, Aladejebi (2018) study examined the level of tax compliance among owners of small
and medium enterprises (SMESs) in Nigeria. Smalliness is vital to the economy of Nigeria.

The sample size for the researchwas 250 and 223 SME owners respondedthrough the
guestionnaire distributed. The quantitativeethod was used in analysing the data collected.
SPSS was used to analyse the datadings showed that female SMEs in Nigeria showed a
higher level of compliance with government regulations than male SME. These findings were
also confirmed by the test of association which showed a statistically significant relationship
between the levebf compliance with tax regulations and gendérSMEs. Results further
revealed that the lack of compliance in filing annual returns and payment of Withholding Tax
(WHT) was evident among male entrepreneurs. The study revealed that there was need for tax
education among SMEs running limited companies with respect to the filing annual returns, a
ttaxationamnestywasfoundto increase th&evel of taxcomplianceby the surveyedSMESs.

Oladipupo and Obazee (2016) paper in Nigeria investigated the impagt ofgjaa y e r s’ knowl
and penalties on tax compliance amon8MEs in that country by using a survey research

design. The data obtained from questionnaire was analyzed using the Ordinary Least Square
(OLS) regression method. The results showed that tax kdoel had a positive significant

impact on tax compliance. Thus, the study shows that tax knowledge has a higher tendency to
promote tax compliance Small and medium scale business owners should also seek to advance

their taxknowledgeand awarenedsr the mutualbenefitsof the governmentand taxpayers.

Another study in Nigeria by Atawodi & Ojek&012) using SMEs in Zaria, NorBentral
Nigeria aimed at evaluating and ranking the factors that encourageongiliance with tax
obligation by SMEs. The studgund that high tax rates and complex filing procedures were the
most crucial factors causing naompliance of SMEs. Furthermore, other contributing factors
such as multiple taxation as well as lack of proper taxation education affect tax compliance

amorg the SMEs whictlwere surveyedahoughthesewere onlyto aminimal extent.

In Zambia, Resnick (2018) study titled “ T aComplianceand Representatioin Za mb i a’ s
Il nf or mal Economy”, examined tax compliance an
informal workers, this study involved a survey of over 800 market workers in Lusaka. The
researcher also conducted interviews with the Lusaka City Council (LCC), the Ministry of Local

Governmentf{MLG), the ZambianRevenueAuthority (ZRA), and the ZambianNational
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Marketeers Credit Association (ZANAMACA), which representsapproximately 400,000
informal traders in Zambia. The findings revealed that higher compliance with taxes is strongly
associatedwith respondentavho have greateraccessto savices within the market, which
supports the fiscal exchange hypothesis that citizens are more likely to pay taxes when they
personally experience direct benefits in return. Among those who pay those taxes, norms of tax
compliance are much higher, as idesire to rely on mobile technology for tax collection rather
thandealwith a physicalcollector.

Resnick (2018) reported that among a relatively poor segment of the population in Zambia, tax
revenue can be mobilized if the benefits of those taxediggetly experienced and that just the
process of paying taxes can affect an indivi
Policy Monitoring and Research (PMRC) (2014) undertook a study on the role that tax morale
plays in increasing domestic mwe collection and tax compliance in Zambia. The study the

study was based on a desktop research design with literature from countries in the SADC region

(i.e. Botswana and South Africa) used in comparing tax morale and tax compliance levels. The
study revealed that tax morale is an important determinantof tax compliancein Zambia,

however, tax morale has remained relatively low in Zambia and this in run has affected the levels

of tax compliancein thecountry.

Nyambe (2013) study was aimed at identifyiadult education processes that can be used to
enhancethe selfemployeda r t i sndemstandingof Z a mb itaxdtian issuesin selected
markets of Lusaka. Six artisan markets out of the targeted fifteen were purposively selected after
a conducted mappingxercise during the months of October to November, 2009. The selection
was done on ac c obusmeéss waabilityTHese markets where the study took
place are: Alick Nkhata in Kalingalinga, BuseikoMatero, Chifundan Chaisa, Katimanulilo

in Garden Kwachain Chilulu and Tiyesekoin Marrapodi.

The descriptive research design was used in this study to systematically describe the facts and
characteristics held by artisan Marketeers over taxation issues affecting them. The population for
this dudy was 168 artisan Marketeers. Out of this population, 138 artisan Marketeers were
selected using proportionate random sampling procedrmer key informants, namely: one

from the Zambia Revenue Authority (ZRA) Head Office and three from the Marketgdareant

Committee (MMCs)nembers were algourposivelyselected.
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The study revealed that there was a dearth of knowledge on a number of issues with regard to
taxation as the majority of artisan Marketers lacked adequate information on hegisterr as
eligible taxpayers with ZRA. For instance, on knowledge of registration procedures for new
taxpayers, the study revealed that out of 138 artisan Marketeers, the majority 134 or 97% lacked
knowledge about the registration procedure. This besause they didiot know that they
neededto notify the CommissioneiGeneral (CG) at ZRA within thirty days of business
commencement in order to be allocated a Tax
the main type of tax applicable to them, thedy showed that out of 138 artisan Marketeers, the
majority 136 or 99% were unable to identify income tax as the main one applicable to them.
Finally, on knowledgeof the recommendedminimum amountfor tax exclusion,the study
revealed that out of 138 m@sndents, the majority 136 or 99% lacked knowledge regarding the
thresholdfor eligibility to payingincome taxperannum.

The main aim of electronic filing is to enable taxpayers to meet their normal tax obligations in a
convenientmanner withoutvisiting tax office. Tax compliance has always been an area of
concern to policy makers, tax administrators and society in general. This is mainly because tax
compliance affects revenue collection and the ability of the government to achieve its fiscal and
social goals (Tan and Sawyer, 2003). Measuresto improve complianceinclude providing
excellent taxpayer services that generate bettertirmgy outcomes such as higher tax collection

andreductionin thetaxgap.
2.7 Taxation of Small ScaleEnterprises

In generalMedium taxpayers are in the formal sector, are structured and have the capacity to

keep records that conform to the accounting standards and corporate or tax laws. In contrast,
Small Taxpayers mostly fall in the informal entities. They are not well stecttand they may

have genuinedifficulty in keeping adequaterecords,more sousing electronic filing of tax

returns (Picur et al., 2006). In Kenya for example, Ouko (2010), asserts that any person who has
registered forand obtains a Personhklentification Number (PIN), technically qualifies as a

small taxpayer. This wider classification includes but not limited to employees and even students

who mandatorilyregisterfor PIN to obtainloanfacilities for their highereducationaheeds.
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Small taxpayers in Kenya were brought to tax bracket in the year 2006 through the Finance Bill
of 2006 which introduced Turn over Tax (TOT), before then small taxpayers would voluntarily
register as tax payers. According to the speechrpad K RA’ s C o-@Genera during thee r
Kenya Institute of Managementannual dinner in 2010, KRA collects 95% of the total
Government revenue and over the last ten years of its existence, KRA has increased revenue
collection from Kshs. 122 billion in theikancial Year 1995/1996 up to Kshs. 937.8 billion in
Financial Year 2013/2014. One way of meeting its objective is to improve tax compliance by
enhancing tax collection, compliance with filing of tax returns and bringing more taxpayers into
the tax bracket through recruitmentand registration of taxpayers.In order to enhancetax
compliance, KRA has heavily invested in technology since 2003. To achieve this KRA has
categorized its taxpayers as small, medium and large and has created separate tax diggartment
eachcategoryKRA, 2009).

Electronic filing in Kenya was introduced in the year 2007, initially on a voluntary usage basis
for all categories of income tax payers, through an online system called KRA Online. But in the
year 2013, a new online systaralled iTax was introduced with improved qualities and features

to makeit simplerfor taxpayergo e-file their tax returnsandremit taxesastheyfall due.Most

of small taxpayers in East of Nairobi are found in the informal (Jua kali) sector. Accdéeding
(Kamleitner et al., 2010), this group of taxpayers are characterised by low business turnover,
small capital, unspecialized merchandize, sole employee structure (in most cases the proprietor
runs the business with assistance of one or two assist@oce)records keeping and generally

nonrcompliance withtax matters.

Kenya Revenue Authority has introducedllieg system known as iTax. Through this system, a
taxpayer is able to register as a taxpayer, file tax returns, make payments (througtigax e
view ones ledger record, apply for and receive tax refunds, apply for and obtain thnmagh e
Tax Compliance Certificate (TCC), and even make follgnwon KRA audit queries. Majority of
taxpayers who have embraced this online system are either iuied Large category of

taxpayersyet majority of taxpayersn Kenyaarecategorised asmalltaxpayerdKRA, 2010).

KRA has divided taxpayers into tax districts for ease of tax Administration and efficient service

deliveryto taxpayerdKRA, 2010).The currentDomesticTaxesDistricts are three:Large Tax
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Payers Office (DTD- LTO), Medium Taxpayers Office (DTB-MTO) and Small Taxpayers
Office (DTD — STO). Under the last categories there are other several tax districts. Nairobi
County aloneis divided into four tax districts which are East of Nairobi (EON) covering
Eastlands, west of Nairobi tax district (WON) covering Westlands, North of Nairobi (NON) tax
districtandSouthof Nairobi Tax District (SON)coveringSouthlands.

Out of the four tax districts in Nairobi, EON is consideredto have majority of taxpayers
(Approximately 800,000)majority of whom are small taxpayers who comprise of employees,
few industries and smalbusinessesSince majority of taxpayersin EON are considered to
belong to the lowincome generatingpracket, the ones operatisgnall businesses ankiosks

have poor structures and a number have no knowledge of computers. It might therefore be a
challenge to embrace online filing should it be made mandatory by KRA theggadtered
taxpayerdo only use efiling in orderto enhance tagompliancein Kenya.

Fiscal policy is one of the main components of macroeconomic policy and its tasks have been
considered in a double context: first, the core of fiscal policy,seednd, the consistency with

the monetary policy (Holban2007). In generalterms, the choice of tax policy to employ

depends on the use of one or both gvoups of instruments; the firstne being the use of

special tax preferencesand the other incentives to support startup and growth of small
companies.The incentivesinclude the lowering of corporateincome tax rates, special tax
exemptions and relieves for small businesses. The fundamental purpose of taxation is to raise
revenue effectively, througme asures that suit each country’s
capacity. In fulfilling the revenue function, a welésigned tax system should be efficient in
minimizing the distortionary impact on resourceallocation, and equitable in its impact on

differentgroups insociety(Bolnick, 2004).

Many of the difficulties with the tax authorities are the consequence of poorly conceived tax
policies and a lack of certainty regarding future policy changes. The objective of a tax policy
should be to achieveoliection cost savings while minimizing the revenue loss, disruption to the
economy, and the inequity and capriciousness of the tax burden. For a developing economy such
as Zambia, the tax regime must be versatile enough to encourage savings, stimesatecimy

andrewardsocialresponsibilityandresearciunding. To widenthetax net, policy makersmust
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never forget the urgency to provide infrastructure; create jobs and reduce unemployment; expand
the productive sectors of the econorsymulate exports, and substantially raise public revenues
from nonoil sources (Punch, 2010). Hence, tax policies should aim at bringing all taxable adults
into the tax net with a graduated rate that should ensure that thefiygdly their own share

while thelow income earnerare giversavingsenhancingncentives.

An effective and efficientax administration systemisnt egr al to any isountr.y
as a result of this that Baurer (2005) believes that the tax administration must proeidenan

playing field for businessby ensuringthat all taxpayersmeet their tax filing and paying
requirements The tax administration must balance its educational and assistance role with its

enforcementole.

The rationale behind the whole system of tagassistent with two of the three major theories of

tax namely; the Ability -to-Pay Principle and the Equal Distribution Principle. These two
principles stress equality and fairness. While the Abitityay talks pushes that individuals
should be levied tees based on their ability to pay, the Equal distribution Principle suggests that
income, wealth, and transaction should be taxed at a fixed percentage; that is, people who earn

moreandbuymoreshould paymoretaxesbutwill not payahigherrateof taxes.(Baurer2005)

2.8 Tax Policy and Level of Voluntary Complianceamong Small ScaleEnterprises

Tax plays an important role in the growth of Small and Medium Enterprises (SMES) in low
income countriedike Zambia. The role of SMEs is critical in pushintpe socieeconomic
developmentagendaof the country further. Therefore,alignmentof the tax system tothe
environment specific SME growth needs can be considered an important agenda for the policy
makers. In the 1970s, SMEs in Zambia were perceivedaaginal to mainstream activity. They

were typically castas habitual avoiders and evaders however the 1980s the service sector took
off and represented a higher and growing proportion of GDP in the country. SMEan
important force for economic developnent and industrialization in poor countries. It is
increasingly recognized that these enterprises contribute substantially to job creation, economic

growthandpovertyalleviation.
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The 2015 Worl d Devel opment stéahpeqobstandsoppgriymtiest s t h
for mi cro entrepreneurs are the key pathways
2015). Like any other developing countries, Zambia has taken a number of measures to promote
the growth of private sectorand Small and Medium Enterprise{SMESs). SMEs were estimated

to account for a significant share of Gross Domestic Product (GDP). The government formulates
and implements various policies aimed at increasing job opportunities, developmentof
infrastructure as well aacome generation through the creation of new SMEs and improving the
performance and competitiveness of existing one, the revenue collected from taxes represents the
major funding source for governmental expenditures (Baurer, 2005). If the tax struatote is
adequately designed to the specific environmental conditions, it may create a greater burden to
the taxpaying organizations and eventually affecting the final consumer due to the shifter ability

of tax. SMEs in developing countries often face difies when dealing with tax matters. It

would be rare indeed not to hear complaints about the complexity and or ambiguity of the tax
laws, high tax rates, and the lack of an integrated fiscal strategy that takes social taxes, and local
taxes and fees intaccount when determining the overall tax burden placed on the business

community(Baurer,2005).

This implies that as a policy maker and regulator, Government must consider the factors that
could affect the competitiveness of the enterprises. Assesgngpact of tax systems on SMEs

is not simply a matter of looking at tax rates. Tax systems play an important role in encouraging
growth, investment and innovation and facilitating international trade and mobility. For SMEs
key considerations are to minimei administrative burden while ensuring compliance, including
consideringthe drivers and impacts of operatingin the informal economy (Kolstad2006)
indicated that taxes are perceived to be a major problem for both young and old firms. Therefore,
taxation has showing a way towards impacting small and medium enterprise. There are four
broad categories of obligationdentified as registration in the system, timely filling or lodging

of the requiredinformation, reporting of complete and accurateoiinfation and paymenof

taxesin time.

The definitions of SMEs differ from country tocountry, region toregion andthereis no
universal definition. Small and Medium Enterprises (SMESs) play an important economic role in

manycountriesIn Zambia,for exanplethe SME sectorcontributedover50 percentof newjobs
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created in 2010 bulespite theisignificance,most SMEs evade takeverthelessthe factors

that attribute to the tax evasion among SMEs are not well understood. Hostility tadasards
compliance dates back to history of taxation. Taxes are considered a problem by everyone, not
surprising, taxation problem date back to the earliest recorded history. Zambia is ranked among
low income countries and low compliance countries and ieduifaced with the difficult task of
ensuring efficient and effective tax administration. According to a research conducted in Zambia
by otherscholars,the problem of tax neonompliance amondpusinessfirms constrains the
realizationof revenue collectiotargets byZambiaRevenueAuthority (ZRA).

The research aimed at investigating the rela
inspection by the tax authorities, use of tax registers and VAT compliance. A sample of 233
registeredfirms was selectedand data collected using selfadministeredquestionnairesto

personnel in finance department of the selected firms. The data was anbbtbedescriptive

and correlation analysis. The study revealed that VAT noncompliance is high among the middle
income business firms and that Inspection of business firms by tax authorities had a slight
positive relationship with VAT compliance (r =0.15, p sized private firms. Tax authorities should

also encourage effective use of tax registers through regulanprgmptu inspections (Naibei,

2012) Tax complianceis low among SMEs as a result of several factors such as poor
management and internal control practices as many of the enterprises are merely trying to make
ends meet. Another contributory factor to ltwa x compl i ance among SME’
approachto establishment,operation and dissolution which createsan ease of mobility,

consequentlynakingit difficult for the taxadministratiorto keep pacevith them.

Cashbased economies have also lraaddequate accounting records and audit trails in practice.
Tax compliance is low among SMEs also because compliance costs for the SMEs are much
higher relative to larger business operations that they are competing against. In addition, small
businesseshave limited resourcesand technical capacity. Often, the priority of a tax
administration is to focus on large taxpayers because of the high delinquency rate and low
revenueyields associatedwith small businesseswith very little enforcementaction. This
ultimately encouragesnoncompliance (Masinde, 2010). From the perspective of tax
administration,the major obstaclewhich hinders governmentin ensuringthat the SME is

incorporatedn thetaxationbracketis the natureof businessesl he smallsizesof the businesses

62



make it easier for them to remain outside the taxation bracket. Mistrust and weak structural
dialogue between informal sector and government is another factor that hinders taxing of the
informal sector. Theras a generalmistrust between taxagents and taxpayersjith agents
perceiving the SME as tax evaders, unwilling and unable to pay their taxes. The operators too are
waryofgovernment. g e n highéandednesms collectionof taxes.

There is lack of structured digoe between the SME and the government as well as other law
enforcing authorities. This has led to mistrust and prevents the sector from engaging
constructivelywith the governmentin reform processesOther bottlenecksaccordingto a
publication of thedEA budget information program include the lack of opportunity to grow and
adapt good culture of corporate governance. The informal sector has limited access to training
and professionalservicesthat would enable them adaptto a sound culture of corporate
governance. (Osambo, 2009) Complicated tax systems and numerous processes (licensing etc.)
make it difficult and expensive for starp firms to act in good faith. Policies regarding the
informal sector are poorly coordinatedand disseminatedacrossfive different but related

governmenministriesnamelyfinance trade industrialization Jocalgovernmenandlabour.

This confusion often places sector operators at a disadvantaged position more so in terms of
accessing policy updates. The current potefprms regarding business regulations and taxation
laws and systembave been formulated with little participation of thieformal sector.As a

result, many workers and business entrepreneurs in the informal sector feel left out (Chipeta,
2012) In additio, most prospective entrepreneurs are not aware of businesspstagulations

and taxation procedures, mainly due to lack of effective information dissemination strategies on
government policies. This prevents the sector operators from entering imal fsconomy and

tax evasion and corruption as normal way of doing business. The informal sector operators who
opt not to pay taxes and do business without licenses operate incognito in back alleys and
roadsides.They are often mobile and, in most cases,engage in running battles with law

enforcementindcouncilauthorities.

In the process of evading taxes, they end up paying more money in the form of bribes, to the law
enforcers. Spicer and Lundstedt (2013) pointed out that SMEs have more possibiltiegto

taxesthanlargertaxpayersTheyalsohavemoreopportunitiesfor tax evasionandopportunities
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might further increase with the numbesf different income sourcesHence,in compliance

decisions the level of income mighiteractwith i t S sour ce. The i mporta
economic statusis perceivedwas demonstratedby (Vogel, 2015) taxpayerswho reported
improvements of their economic status were less compliant than others who reported
deterioration of their financial well-being. A positive relation of SMEs income and tax

compliance also found empirical support. Other studies found no relation of income level and tax
compliance. Selfeported compliance behaviowas not related to income among Swedish
taxpayers.

It is generally baeéved that a high tax rate is the main cause of tax evasion. Incentives to evade
tax depend on the marginal rates of taxation because these govern the gains from evasion as a
sum of the sum evaded (Kaldor, 2011) One major tax evasion is the high pensomat itax

rates which tend to lead tax payers to evade tax. Too many and complicated rules and regulations
imposed by the government tend to lead to tax evasion. Businesses fiederally difficult

often not profitable to do business legally. The hdaxgation is also a subject of worry not only

in developed countries like USA but also in Zambia and other less industrialized countries in
Africa and Latin America. For instance, taxes in Zambia confront the large manufacturing sector

in different shapesral shades example: import duties, export and excise duties, sales and VAT,
withholdingsandincome taxesandPAYE (ZRA 2014).

The high levels of taxation of SMESs in Africa and in Zambia in particular, warrants attention on
accelerated research areased at addressing the overall effects of taxation on SMEs (Osambo,
2013). By studying taxation behaviour in five different countries (USA, Gambia, Nigeria, South
Africa and Zambia), Derwent (2000) concluded that increased tax burden is a major theeat. Th
results show that the increase tax rates leads to higher production, distribution and selling
costs which lead to higher prices and as a result consumer change their buying behaviour. People
react to the higher prices by buying less of the producenales fall, some manufacturers cut

back on production and some workers may lose their jobs. The productive resource that is land,
capital, labour and entrepreneurship are allocated to other industries or go unused. For instance,
when the government inease taxes on items such as beer and cigarettes for the purpose of
realizing revenue and discouraging their consumption people tend to buy local brews. Whenever

pricesincreasedueto increasen tax rates;pricesof goodsand serviceincreaseandthereis a
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drop in the consumption rate and a decrease in sales volumes which leads to retarded growth of
SMEs.

Tax paymentis among the outflows of cash from the business which reduce the purchasing
power of an enterprise. This is due to the thet a large amount of cash collected is used to pay
taxes rather than to expand the business. Some studies suggest that high tax rates foster evasion.
The intuition is that high tax rates increase the tax burden and, hence, lower the disposable
income ofthe taxpayer (Chipeta, 2002). However, the level of the tax rate may not be the only
factor influencing people’s decision about pa
system has an impact as well. If, for example, the tax rate on corpoodits is relatively low,

but individuals are facing a high tax rate on their personal income, they may perceive their
personal tax burden as unfair and choose to declare only a part of their income. Similarly, large
companies can often more easily taddvantage of tax loopholes, thereby contributing to the
perceivedunfairnessof the system.Tax rates and the overall structure of the tax system,

thereforehave a significanéffectonthe dispositiorio evadeandavoidtaxes.

Standard models assurtieat tax payers are fully informed of all the aspects that cover the tax
reporting processes. However, this is a strong assumption and not the case (Andreoni Jerald,
2009). Tax research has shown that the degree of information is an important factor on the
behaviour of tax payers and how it influences tax evasion. Less educated tax payers are less
exposed to tax compliance information and are less informed about relevant tax compliance
information and thus are more prone to tax evasion. Some tax payets€indmplexity of tax
information more difficult to understand than others. This complexity may lead to unintentional

nonrcompliancef tax payershave problemsnaybein filling of taxreturns.

In Zambia ZRA adopted theselfassessmensystem of payingaxes. The responsibility of
declaringandpayingthe correcttaxesis vestedon the tax payer.A tax payeris requiredby law

to file a selfassessmenteturn by the end of the six months afterar end. Afterfiling the
returns, Zambia Revenue Author{®RA) reviews them and if it has reason to believe that a tax
payer did not disclose the correct taxésis empowered under the law to carry out agépth

tax audit to verify the information disclosed by the tax payer. This is where problems start. The

tax payerthen goesthroughthe rigorous processthat is both time consumingand costly for
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errors or omissions that would have been avoided had advance tax rulings been in place (Muiru,
2012). Further, businessesontemplatingsignificant transactionsare often faced with the
problem of not knowing, with some degreeof certainty, what the tax outcome of those
transactionsvould be.

This uncertainty could sometimes mean a deal is aborted because an adverse tax treatment could
make itcommercially norviable. The situation is further complicated by the complexity of our

tax laws and the fact that they are subject to change from time to time. The way business is
conducted has also become more sophisticated due to the geographicabsprearprises. We

have recently witnessed many multinational companies set up operations in Zambia in keeping
pace with the wave of globalization. The world has become a global village but it is unfortunate
that our tax laws have not kept pace with tinendl. For instance, it is not a wonder to find a
company producing goods in one country and selling in another country to benefit from tax

advantages low taxjurisdictions.

The complexity of business transactions makes the application of intricalawspthat have

generally not kept pace particularly problematic. Tax payers often find themselves in difficult
situations while making important business decisions as tax laws may not be clear as to the
treatment of complex business transactions. Ouregislhtion does not provide for advance tax
rulings though in practice, tax payers seek t
or tax implications of certain business transactions. Sometimes this is done-oamabdasis in

orderto retainconfidentiality(Muiru, 2012).

Zambia has a complex tax system that makes it expensive for taxpayers to comply with an
increased cost of doing. It is costly to i mpl
more complex a tax system is the moostly is its administration and the more expensive it is

for people to comply with it. Taxes administered in Zaminielude corporate income tax,

personal income tax, Value Added Tax (VAT) and withholding tax. Corporate income tax rate is

30 per centpersonal income tax rate ranges between 10 per cent and 30 per cent, VAT rate is 15
per cent and while withholding tax rates begin from 3 per cent and depend on income source and

whetheroneis a Zambiaror not (Governmenbf Republic ofZambia,2014).
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A compliance cost is expenditure of time or money in conforming to government requirements
such as legislation or regulation. For example, people or organizations registered for value added
tax have the extra burden of having to keep detadeords of all input tax and output tax to
facilitate the completion of VAT returns. This may necessitate them having to employ someone
skilled in this field, which would be regarded a compliance cost. Compliance costs normally
include all costs assoce&tt with obeying the law, including planning and administration, in
addition to the direct time and money spent filing paperwork. Businesses especially small ones
often face heavy costs in the process of preparing, filing, and paying taxes in additien to th
burden of tax payments. These compliance costs, added to fines, penalties, and the risks of
inspections and demands for bribes, often deter business creation and growth in developing and

transitioncountries.

A tax compliance cost survey can providefukaformation for the design of reforms to reduce
compliancecosts and risks for small businessesThis note highlights key findings of tax
compliance cost surveys conducted in South Africa, the Republic of Yemen, Ukraine, and Peru
that measured theurdens on business. These surveys helpeddme the design of reforms to
lower costs for businesses and improve their competitiveness (Coolidge, 2010). High compliance
costs can resulin tax avoidancetax fraud,and inhibitinvestmentby way of diminshing

competitivenessfthe countryin terms oftaxationattractivenes§Ojeka,2012).

The full cost of a tax system is more than simply the amount of tax paid. It also includes the cost
of tax planning and paperwork. Economists call thds& compliarce" costs, and the IRS
estimates Americans spend 6.6 billion hours per year filling out tax feim@uding 1.6 billion

hours on the 1040 form alone. In a study carried out on tax compliance and simplifications
(OECD, 2004) established¢hat compliancecoststendto increasewith the numberof taxesthat

an entrepreneur is subject to, the complexity of the tax rules, the frequency of submitting tax
returns and the number of levels of government involved in levying and collecting taxes. Taxes
introduce conplexities and costs not relevant to SMEs and the complexities may increase where
more than one level of government is involved for example the devolved government in Zambia.

Thisresultsto SMEsavoidingthe payingof taxesasit affectsthebusiness.
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Tax payer’s attitude maybe influenced by man)

behaviour (Ambrecht, 2012). Some of these factors which influence tax compliance behaviour
and tax compliance behaviour are many and are differemt éme country to another and from

one individual to another. They include taxpayers perception of the tax system and revenue
authority; peer attitude; tax payers understanding of tax system and tax laws; Motivation such as
rewards and penalties; Cost odmpliance; enforcement efforts such as audit; probability of
detection; difference across culture; Equity of the tax systems and demographic factors such as
sex, age and size of income. There is a very strong relationship between the taxpayers' attitudes
and tax compliance in Zambia, in that taxpayer's attitudes encourages tax compliance in and all
that influence the taxpayers' attitudes equally affettie taxpayers' complianceith the tax

requirements.

In a research conducted in Zambia (Zulu, 2015)¥aHewing conclusions were arrived at: First,

most taxpayers view the Zambian tax system as unfair. This was because most respondents
differed that they are paying a fair share of tax; that their neighbours or friends, the tax laws are
not easy to understd such as calculation of tax filing and paying dates. Secondly, some of the
factors for tax noncompliancewere found to be: the inability to understandtax laws, for
example ratesof tax, filing and payingdates,a feeling that they are not paying a fair shareof

tax, negative peer attitude, and a belief that their neighbours are not reporting and paying tax
honestly, and norewarding taxpayers. The attitude issues from the various studies rotate around
the tax fairness; improper use of revenue collettgcovernment and pure intent to evade
payment of tax for the collective good aasvis the individual interest. Attitudes represent the
positive and negative evaluations that an individual hold of objects. It is assumed that attitudes

encouragendividuds to actaccordingto them.

Thus, a taxpayer with positive attitudes towards tax evasion is expected to be less compliant than
a taxpayer with negative attitudes. Attitudes towards tax evasion are often found to be quite
positive (Kirchler, 2001). Manytsdies on tax evasion found significant, but weak relationships
betweenattitudes and selZ reported tax evasion (Trivedi, 2005). A model of tax evasion
behaviour developed by Weigel, Hessing considers social and psychological conditions,
including attitudes and moral beliefs abouttax e v a s ipmpriétys as antecedentf tax

compliance Data collectedfrom fined tax evadersand honesttaxpayersshowedthat attitudes
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explain in part seKreported tax evasion, but are insignificamédictors of actual behaviour.
However, the correlations between ZeHported tax nafcompliance and attitudes are
significanbut fairly weak.

These findings suggest rather complicated relationship between tax evasion and attitudes;
nevertheless, wean be confidenin our general prediction thaf tax attitudes become worse,

tax evasion will increase (Lewis, 2005). The attitudes are important for both the power and the
trust dimension. On the one hand, favourable attitudes will contribute tortrasthorities and
consequently will enhance voluntary tax compliance. On the other hand, attitudes towards the
authorities will be relevant for the interpretation of the use of power as benevolent or malicious.
Tax attitudes in general alstepend on thegyceived use of thenoney collected and therefore

are connectetb knowledge(Kirchler, 2001).

Small taxpayersunder the regular system of taxation are discriminated against, since the
compliance requirements, cost of compliance and tax rate are thdmdmogh small and large
enterprises. Reducing the compliance costs and tax rate increases the small enterprises profit

mar gi n. It also increases the Government’ s ta
and medium enterprises redudbe size of the informal economy andhe numberof non

complying registeredtaxpayers (Vasak?008) Furthermore, Small Scale Enterprises usually

have to operatein an overbearingregulatory environmentwith the plethora of regulatory

agencies, multiple taxes, cumbersomeimportation procedure and high port chargesthat

constantlyexertserious burdeonntheir operations.

An overly complex regulatory system and tax regime or one opaque in its administration and
enforcement makes tax compliance unduly burdensamdeoften have a distortionary effect on

the development of Small Scale Enterprises as they are tempted to morph into forms that offer a
lower tax burden or no tax burden at all (Masato, 2009), and this results in a tax system that
imposes high expenses thre society. A poorly executed tax system also leads to low efficiency,
high collection charges, waste of time for taxpayers and the staff, and the low amounts of
received taxes and the deviation of optimum allocation of resources (Farzbod, 2000)gEXxistin

empiricalevidenceclearlyindicatesthat small and mediumsizedbusinesseare affected
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disproportionately by these costs: when scaled by sales or assets, the compliance costs of Small

Scale Enterprises are higtiteanfor largebusinesses.

Tax compliance is of paramount importance for the government to provide public goods and
reallocate wealth (Jayawardane, 2016). For government to be able to provide public goods and
reallocate wealth, thers aneedfor taxpayers to comply a@npay the correcamount of taxes

due and on time (Musimenta et al., 2017; Nkundabanyanga et al., 2017; Jayawardane, 2016).
Because of the economic crises in several countries, for example, the Asian financial crisis in the
late 1990s, there has been a kedrincrease in the importance of tax compliance in the global
economic environment (Ritsatos, 2014). Tax revenue sustainseconomic developmentand
finances both social programmes and infrastructure investment (lbrahim et al., 2015). Osundina
and Olanrewaj (2013) state that taxation (a process of levying and administering taxes) is a key
player in every society of the world because it is a chance for the government to collect revenue
neededn satisfyingits pressingbligations.

Tax revenues provide gowaments with the funds needed to invest in development, dismiss
poverty, deliver public services and build the physical and social infrastructure fotelong
growth (OECD,2010). Therefore,mobilization of tax revenuesthrough taxationof all the
economic agents is the most important way through which the government can raise funds to
provide public services (Ndekwa, 2014). Small business enterprises (SBEs) are one of such
economic agents the governmearan raise revenue through taxation. In Ugarstaall and
medium enterprises employ approximately 2.5million; constitute approximately 90 peofcent

the private sector generating over 80 per cent of the manufactured output that contributes 20 per
cent of U g a n dgessslomestic product (Ojiambo, 2016 Hatega, 2007). With all their
significance, studies have shown that the problem oftawrcompliance is still widespread
among small businesses (Yusof et al., 2014; Kasipillai and Aahbar, 2006). Most SBEs fall

under the presumptive tax system deting the financial year 2014/2015, a large number of
businesses that fell under the presumptive tax bracket did not pay taxes to Uganda revenue
authority(URA) (Auditor Generateport,2015).

All governmentauthorities need sufficient income to run their operations.The collected

governmentincome is necessanfor supportinggovernmentahctivities such as development
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projects, the provision of public servicesand administrative expenditures(Lojanica, 2015;

Adenyi & Adesunloro, 2017)According to Hoffman and Gibson (2009) and Alade (2015), the
income structure of the government is made up of two parts; income that originates from inside
sources and that which is financed externalixamples of inside sources include; taxation,
fines,fees, interest and dividends from investments, while the donations and gifts received from
donors represents income originating from outside sourceBhi{@aifi, 2012; Muriithi, 2013).
Arguably, a large part of the income generated by many governmeptgealihe world comes

from taxation (Afuberoh & Okoye, 2014; Okwori & Sule, 2016). For example, in the 2019/2020
financial year, Tanzanian tax revenue was projected to contribute 85.7 % of the national income
by (Government of Tanzania, 2019). Becausdnefimportance of taxation, several efforts are in
place to improve the collection of government revenues under the custodian of the Tanzania

RevenueAuthority (Tanzania Revenuguthority, 2017).

First, the TanzaniaRevenueAuthority redefined its administrative blocks to cover small
administrative geographical areas, down to t
Lubua, 2014). This smallest unit of administrative organisation helps the revenue authority to
reach out to taxpayers in thelocalities (Kagoro, 2011; Chege, Kiragu, Lagat, & Muthoni,
2015). Moreover, the Tanzania Revenue Authority uses online information systems to enable
citizens who are located in various places to have access to tax services (Hoffman & Gibson,
2009). Some Pponline systems which the Tanzania Revenue Authority uses in performing its
tasks are: the Income Tax System (ITAX), Tanzania Customs Integrated System (TANCIS),
Central Motor Vehicle Registration System (CMVRS), the Electronic Fiscal Devices (EFDs),
and others which are accessditrough thewebsite (Enahord& Jayeola,2012; Ministry of
Finance Tanzani&015).

The use of EFDs is important because it provides a mechanism to link most taxpayers with the
revenue authority (Hurjui2017). The relevance of HPs is evident in studies by Muthoni
(2016), who attributed the increase of Value Added Tax (VAT) after theowblbf EFDs in
Tanzania. Regardless of the success in revenue collection due to different administrative controls
and the use of EFDs (amdlated information systems), it is undisputable that Tanzania needs

more incometo detachitself from its dependencyn donors,as about 14.3% of government
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income originates from netax sources, including foreign aid and loans (Muriiti12; Price

watersCoopers2019).

In order to increase revenue collection, there is a need to increase the compliance among small
business owners who form above 80% of all entrepreneurs and who contribute up to 35% of the
total Gross Domestic Product (®&pof Tanzania (Machogu & Amayi, 2013; Tanzania Chamber

of Commerce, Industry and Agriculture, 2009). Currently, the government encourages citizens to
report (whistleblow) incidences of misconduct by taxpayers to increase compliance (Lubua,
2014; ChegeKiragu, Lagat, & Muthoni, 2015). In addition, the government emphasises the
imposition of punitive measures on noncompliant taxpayers. Nevertheless, it is unfortunate that
many eligible taxpayers still avoid paying tax voluntarily (Aumeerun, Jugurnattgofadsum,
2016;Innocenti& Rablen2017).

With this backgroundthe question as tevhetherwhistle-blowers and punishmergnhance
compliancethrough theuse of EFDs remains unanswered; tharrent study addresses this
guestion. Furthermore, although seslconducted in Tanzania acknowledge the role of EFDs in
raising revenue among VAT traders (Chege, Kiragu, Lagat, & Muthoni, 2015; Gberegbe &
Umoren, 2017). However, it is understoodthat nonVAT tradersrepresenta complicated
segmentof revenuecollection (Ikasu, 2014). The category of nonVAT tradersis mostly
comprised of small businesses, which make up 95 percent of all business activities in Tanzania
(Tanzania Revenuauthority, 2018).

The failure to address thiscategory of tradersneansthat the governmentto miss out on
collection of eligible tax. Additionally, none of these studies integrates the impact of Electronic
Fiscal Devices with the determinants of tax compliance. Such determinants include the audit
effectiveness, fairness in tax proceei; and the level of transparency in tax processes (Muhrtala

& Ogundeiji, 2013; Ade, Akanbi, & Tubosun, 2017). The current study addresseshese
knowledge gaps together with the impact of EFDs on tax compliance. Consequently, the study is
more focused osmall business owners, because they are the largest group of business owners, 3
and their compliance would significantly enhance income revenue (Tanzania Revenue Authority,
2018).
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Schmolders (1960) argues that every evaluation oftttex pay er s’ tax compl i @
Sshould start from the answer to the question
further argues that Consci ousness about the state | eads
and to a fundamental @ttude wi th regard to problems of ‘1t
people express their attitudes, act, interact, react, and generally behave is grounded on the way
they think rather than on reality. 3eslike happe
tax policy, public goods, tax regulationgtc., constitutes the social psychological determinants

of tax compliancebehaviour.

Attitudes are generally assumedto influence compliancebehaviourbecausethey represent
taxpayer’ ' s pporupasitively dr yegdtively to a particular situation (Eagly and
Chaiken, 1993). There is a manifold of ways to operationalize and measure attitudes towards tax
compliance starting from general judgments of the tax authorities, subjective assesst@ents of
evasion andending with moral attitudes towards tax evasion (Orviskad Hudson,2002).
According to Kirchler (2007), norms are behavioural standards set at personal, social reference
group, and collective level. Personal norms refer to internalitzewtiards of behaviour such as
altruism, normdependency, or religious beliefs which usually correlate with high tax ethics and
willingness to comply. Social norms represent patterns of behaviour similarly judged by others.
Generally,if a taxpayerreceivesfrom the referencegroup thesignal that non-compliance

behaviouiis acceptablehelevel of compliancewill decrease.

Last but not least,societal norms represegultural standardsntegrated in the relationship
between taxpayers and authorities a8l a® in the tax legislation. At this level, compliance can

be achieved by reducing the social distance between taxpayers and authorities as well as through
cooperation and mutual trust. Porschke and Witte (2011), established that majority of taxpayers
will always mention fairness as one of the most important issues that influence tax compliance.
Where taxpayers perceive that there is fairness in taxation, they comply voluntarily, and the
reverse is also true. Irrespectively of the aspects taxpayers @asesade, tax burden, tax rate,
efficiency of government expenditures), a high perception of fairness yields to a high level of

compliance.
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There are three political determinants of tax compliance (Rahman and Nathan, 2014). These are
the conplexity of tax law, the complexity of tax system, and the fiscal policy. Before taking the
decision tocomply, one of thdirst elements taxpayers are confronted with is the tax law. Its

level of complexity can turn a welintentioned taxpayer into avoider or evader. The structure

of tax system can also hinder taxpayers'’ wi ||
being too bureaucratic, with a high tax burden, and a high number of taxes. In the same vein, an
inefficient fiscal policy mirreed in squandering of public funds and low quality of public goods
maketaxpayerghink twice beforepayingthe entire share dlieirtaxliabilities.

Peopl e’ s under sis amithporiagtfacmif whigh ashxaped thendisposition to
comply. As tle law is intricate, taxpayers become reluctant in trying to understand the provisions
contained by the tax law. They often find tax law a burden due to its byzantine wording and
perceive itrather as a foreign language. Plenty of studies have shownhtghéreducated

people understand better the meaning of tax liabilities and the aim of governmental policies and,
as a consequence, they comply more, for example, Schmolders (1960), Song and Yarbrough
(1978),andSpicerandLundstedi{1976).

The lack of tax law comprehension engendedsstrust and non-compliance.Knowing that,

different countries both developed and developing for example Australia, France, New Zealand,
USA, Uganda, Kenya and Chile have undertaken long and complex endeavours to simplify the
tax law, i.e., to rewrite the tax regulations into plain language by using logical structures. Despite
the huge number of attempts to simplify the relevant tax laws Rahman and Nathan (2014), found
that little effect on the improvement of the tax law grakspy ordinary citizens, business owners,

or even by tax authorities, and almost no impact on the increase of tax compliance. Some studies
show that the complexity of tax | aw creates
compliancelevels. Beck et al. (1991) report that complianceincreasesalong with income
uncertainty. Moreover, Snow and Warren (2005) conclude that compliance levels increase when
taxpayers are uncertain about how many-oompliance acts an audit can detect. Ironically, tax

law is difficult to understand and gives birth to uncertainty not only for ordinary citizens but also

for tax authorities.
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In 1959, Schmolders inquired different German politicians and finance representatives on their
level of comprehension ofstal policy issues. The results came much to the surprise of the
researcher as respondents revealed a low level of knowledge and understanding of fiscal policy
(Kirchler, 2007). Poor tax knowledge and the uncertaintyof the tax law offer authorities

i mproper conditions in deciding to which exte
is the boundary between right and wrong in the application of tax law provisions. By the same
token, differentstudies support the idea thatist extremely dificult to delineate exactly a
behaviour that liest tiem loifne hwi tlha w talhfig998) aedx a mp | €
OwensandHamilton(2004).

According to the neoclassical economic theory whictakes use of the Smithian concegpit

homo economicygaxpayers are selfish rational utility maximizers who, following the optimal
strategy, try to evade taxes as a means of o
seminal work (1968), evading taxes is no longer seen as a criminal activity [m&r aeational

utility maximizing strategy used by taxpayers when the benefits of the successful evasion value
more than the costs of being audited, detected, and fined. Allingham and Sandmo (1972) and

Srinivasan (1973) created separately a modeloftaxsev on, based on Becker’  :
taxpayer is endowed with two strategies: to pay the tax according to the real income or to declare
a smaller amount of income and consequently to pay less tax. Choosing between these two

strategieslepends othe probabilityof beingaudited.

As rational maximizers conforming to the von Neumafhorgenstern axioms, individuals are
assumedto opt for the strategythat yields the highest expectedutility under uncertainty

conditions, therefore evade taxes if it pa@se can notice that if the taxpayer is not audited, the

second strategy generates the higher profit, while in case of audit, detection, and fine, the first
strategy wouldbe preferredby the rational taxpayerThe classical economicmodel of tax
evasonasumes there are four di fferent deter min
probability, fines, tax rates, and income. According to the model, tax evasion decreases when
audit probability and fines increase, because the expected utility of evaisigates as well. As

for the other two parameters, their increase leads to ambiguous results concerning compliance.

Evenif the authorsrecognizethe existenceof othervariableswhich mightinfluencecompliance
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(e.g., t axpaganedfrem compiignae behdviour);ntheir model focuses only on the

four parameters previoustyentioned.

Based on the results predicted by the model, one could state that compliance would be easily
increased all over the world if governments simply impas®re severe fines or increased audit
probability. Nevertheless, the majority of theoretical and empirical studies departed from this
standard economic model have shown inconsistencies relative to the theoretical assumptions of
the model, i.e. complianceannot be increased easily. The identified inconsistencies called for
refinements of the model and inclusion of other variables. By making the fine proportional to the
evadedtax rather than to the undeclaredincome, Yitzhaki (1974) solves the inconclusive
findings of Allingham and Sandmo (1972) but reports a counterintuitive result: an increase in
income taxmustboostthe declareancome.

Other researchersncluding, e.g., Clotfelter (1983), report a negative relationship between

income tax rate ancompliance. Gordon (1989) shows that, if taxpayers differ according to their
honesty, an increase in the tax rate will abate compliance even for the most honest taxpayers.
Refining the proposalfrom Yitzhaki (1974),Lin and Yang (2001) also predict a negaive
influence of tax rate on compliance provided the taxpayers are able to determine their desired
level of compliance. In a field experiment on 1724 American taxpayers notified about being
audited after filing the tax returns, Slemrod et al. (2010) foairtdgher level of compliance
among low and middincome taxpayers and a higher propensity to avoid taxes in the high
income group.Alm et al. (1995) vary auditratesfrom 5% to 30% and 60% and repod
significant increase in tax compliance. In the sami@, Trivedi et al. (2009) shift from an audit

probabilityof 0% to25%andobserve highetax compliancen thelattercase.

Other studies report thatompliance diminisheén the first rounds afteran auditand then
increases again (Guala and Mitto2eQ 0 5 ) . The phenomewwomtweasd eodf

and refers to the following situation: a tax
that the likelihood of a subsequent audit is very remote; therefore, the risk of evasion appears to
be bw. After several periods, however, the assumed likelihood of audits increases again, and
compliance increases” (Kirchler, 2007) . Some

rateandcompliancebehaviour Anderhubetal. (2001)for example, shewedthatanincreasedax
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rate discouraged tax evasion. In ar@bnd experiment, Alm et al. (1992) report that compliance
level lessens when the tax rate is boosted from 10%, 30% to 50%. By the same token, Friedland
etal. (1978)andCollins and Plumle€1991)observdower complianceat higher taxrates.

A number of studies both locally and internationally have been done on the role Information
Technology plays in Tax compliance. For instance a study of South Korea and Turkey on User
evaludion of tax filing web sites was done by Lee et al. (2008), to compare the design and the
complexity of the web sites and the ease with taxpayers are able to file tax returns and queries on
their tax status. While Turkey had a complex online system, tooieary Turkish users did not

find tax filing system difficult to use and that was attributable to the fact that they relied on
accounting professionals to do their tax returns online. On the other hand, South Korean system
was considered less complextbew taxpayers were using it as expected. Having in place an
electronic tax filing system is one thing, but being able to be used by taxpayers is another thing.
This has influence on the current study in a way that the tax website ease of usage must be
considered before such a system is rolled out to taxpayers. Other factors to be considered should

alsobethe capacitypf the systemandtheefficiency(Leeetal., 2005).

Amitabh et al. (2009) did a study on the antecedents of paperless income takyfijoging
professionals in India. The objective of this study was to study how young Indian professionals
will adopt or behave towards paperless or online filing of tax returns with the aim of enhancing
compliance. The regression analysis carried out foilmadl the antecedents of young Indian
professionals depended on the perceived ease of the tax system, personal innovativeness in
information technology, relative advantage, performance of filing service, and compatibility. The
implication of the findings tahe current study is that for any online system to succeed whether

for small , medium or | arge taxpayers categor

accessibility.

In Malaysia, Ling and Nawawi (2010) carried out a survey on IntegratingSKills and tax
software in tax education. The respondents were the tax practitioners and the study aimed at
establishing the necessary skills required by taxpayers to fully utilize a tax online system. The
study found that three skills are needed by adg&r to interact well with technology based tax

systermamely,spreadsheetsoftware, woreprocessingoftwareande-mail. Thefindings ofthis
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study has got implications on the current study in that in analysing the effectiveness ofiielectro
filing system, one must not ignore the mandatory skills that would be users of the system need to
have. Failure to consider such skills may make the intention of the system not to be realized as
confirmed by Maede (2002). He confirmed that despitehdeery investment that the Malaysian

tax authority put in new online system, only 20% of the targeted taxpayers were able to use it
after three years of implementation. This was mainly attributed to lack of necessary user skills
like computediteracy;however,t a x p aghaviouradsoplayedarole.

In Kenya, especially in Kenya Revenue Authorityifferent studies have been done on the
subject of technology and tax compliance with specific reference to tax filing. Muita (2010).
Makanga (2010) did a studyn the adoption of technology as a strategic tool for enhancing tax
compliance in Kenya. The case study was based on Large Taxpayers which included companies
with a turn over Kshs. 750 million and above, or government ministries and corporations. The
objective of the study was to evaluate the role Technology would play in Kenya to enhance tax
compliance among large taxpayers. The study found that in the fast changing business world,

technologyhasbecomepartandparcelof anybusiness growth.

Either KRA or Large Taxpayers must embrace modern technology to enhance efficiency in tax
compliance. Muita (2010) in her MBA thesis has also done a related study on the factors that
influence adoption and use offieBng system among Large Taxpayers in Kenya. Thelgt
examinedthe skills required by the usersof e-filing, the technology requiredand the tax
authority’ s preparedness in enhancing the ad:
study found that for-diling to effectively take off in Kenya skillspfrastructure and a conducive

businesnvironmentireneeded.

2.9 Summary of Literature Review

Small Scale Enterprises constitute untapped revenue potential and an uneven playing field in
many countries (International Tax Dialogue, 2007) as such theytodssl captured by the tax

net. However, though legislations are necessaryregulator for protection of the business
environmentand security of the economic agents, for establishroérthe necessary social
security regulations, they may alé@mper compéince and the growth of business through

additionalexpenditures anddministrative obstacles.
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CHAPTER THREE: RESEARCH METHODOLOGY
3.0Introduction

This chapter outlines the various techniques and methods to be deployed in this study. The types
of data, the target population and target sample as well as techniques for data collection and
analysisareoutlined.Thevariousethicsto beemployedby theinvestigatoarealsobedetailed.

3.1ResearchDesign

A research design is a systematic procedturghich a study is carried out which is the blueprint

for data collection and analysis (Gray & Malins, 2016). The researcher adopted a survey method.
Kelly et al. (2003) notes that survey research methods can be used for both large and small
populations.This is done by selectingand studying sampleschosenfrom a population to

discover the relative incidence, distributions and interrelations of sociological and psychological
variables.Also Babbie and Mouton (2001)assertsthat survey methodsmight be useal for
descriptive and exploratory purposes. One other notable advantage of the survey research design
as stated by Babbie and Mouton (2001) is its flexibility. By using this method the researcher was
able to ask questions in detail and also observed diettea information which helped her to

answertheresearclguestions.

3.2 Study Area

This research was conducted in Lusaka’s Kal:i
located approximately 13Km Easvf Lusaka central business distrit.Z a m bpopaulati®n
2017).This study area has been purposefully selected because the researcher is very familiar with
the study area and there exists a wide range of hairdressing businesses in the study are. To this
effect, the researcher avoided extra costs sadhaasportation costs and follewp costs which

maybeincurredduringtheresearch.

3.3 Population, SampleSizeand Sampling Techniques

The target population for the study comprised Small and Medium Scale Enterprises in the in the
informal sectorikusaka’s Kalingalinga Township. The t

which hasover24,000Small ScaleEnterprise®peratingandregisteredwvith Patentsand
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Companies Registration Authority (PACRA) .(Companies registered,2019). The sarepfer

the study comprised 50 small scale entrepreneurs in the welding and/or metal fabrication within
Kalingalinga Township. A simple random sampling technique was used to select a total of 50
Small Scale Enterprises in the informal sector which cnest the sample size for this study.
Simple random sampling was used because it gives all the respondents equal chance of being

selected.

3.4 Data Collection Procedure

Both secondary and primary data were obtained for the study. The primary data congtased d
collected from the field by the researcher from Small and Medium Scale Enterprises (SMES) in
the informal sector in Kalingalinga Township in Lusaka. While secondary data was obtained

from journalsaswell asall otherrelevantdocumentsn relationto the study.

3.5Researchinstruments

The study employed the use of satfministered questionnaires. The questionnaires were mainly
used to gather information from SME proprietors. The use of questionnaire allows the researcher
to collect large amountof datain a relatively short time.The availability of a numbeof
respondents in one place makes possible an economy of time and provides a high proportion of
usable responses (Kaln and Best, 2006). Theaskifinistered questionnaires were designed by

the resarcher.

3.6 Data Analysis

Data collected from the questionnaire were analyzed, summarized, and interpreted accordingly
with the aid of descriptive statistical techniqgussch as total score and simple percentage.
Qualitative as well as quantitative methoddl be used in the analysis of the primary data
collected. The quantitative data was analyzed using Statistical Package for Social Scientists
(SPSS), for correlational modetequency models antb calculate the averages as well as
Microsoft Excel for oher tabular analysis. The findings of this study were therefore presented in

the formof tables,andpercentagdigures.
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3.7 Ethical Considerations

At the heart of every researcttonductedwithin the areaof social scienceare the ethical
considerations made by the researcher (Saureteed 2009). According to Saunders (2009),
ethics are the moral choice that affects decisions and behaviour in connection to those who form
the subject of a study. In the study, the ethical consideratimsted are those of Rubbin and
Babbie (1997) which states that participation in research should be voluntary and based on
informed consent to ensure there is no harm to the participant as well as being anonymous, and

confidential.

To ensure voluntary pacipation and informed consent by participants, the researcher shared a
consent form that included information on the purpose of the study. To safeguard the participant
and ensure that no harm can affect the participant, the researcher observed thé gigysica
psychologicalcomfort of the participant. To ensurethe autonomyof the participants,the

researcheensurecho nameswereincluded anywhere ithequestionnaires.

Et hical consideration made by Rubbi ntheavayd Babb
data is analysed and reported to the research
to ensure that the report was an honest and open account of the research process including the
problems faced during the field study phase;and by doing this the researchempromoted
transparencyand accountability. Additionally, ethical clearancewas obtained from UNZA

HumanitiesResearchthicsCommittee andinformationwascollectedthereafter.
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CHAPTER FOUR: PRESENTATION OF FINDINGS AND ANALYSIS
4.00verview

Chapter four discusses the results in relation to the aim and objectives as well as relevant
literature reported from differergtudies. The data collected this study were obtainedrom

both primary and secondary data sourd¢&smary sources data included the salfinistered
guestionnaires which comprised of open and cles®tiquestions while secondary data sources
included government policy, documented on the impactpeygment systems on tax compliance

levelsamongSmallto MediumandMicro Enterprise§SMES)in Zambia.
4.1 Characteristics of the Sampleand Questionnairereturn rate

The sample size for this study was 50 (N=50) and all the responseswvere secured. This
constituted a 100% response rate of the comphpiedtionnaires, therefore this implied that the
study was relevant and could be beneficial to provide insight on the objective of the study. This
response rate conforms to Mugenda and Mugenda (1999), stipulation that a response rate of 50%

is adequatdor analysisandreporting.A response ratef 70%andoveris excellent.
4.1.1Demographiccharacteristicsof the sample

Tablel and Figure belowdisplaysthe agegroupof the entiresample(N=50).

Table 1: Age group of the sample

Age Group Frequency Percentage
N=50
16to 25years 8 16%
2610 35years 19 38%
36to 45years 13 26%
56to 65years 10 20%
Total 50 100%

Source: Field data2021
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Figure 2: Agegroup of the sample
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Source: Field data2021
Results in Table 1 and figure 2 above revealed that the majority of the respondents were in the

age group 26 to 35 years at 38% witmaan age of 35.5 years. This age group was followed by
those in the age groups 36 to 45 years at 26% while those in the range 56 to 65 years made up
20% of the respondents. The least age group was 16 to 25 years which made 16% of the sample.
This age grouppattern gave the researcher the assumption that most of respondents had high

levelsof maturityin boththeirage andesponses.
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4.1.2Gender Statusof the Sample
Table2 andFigure3 belowdisplaysthe genderstatusof the sample(N=50).

Table 2: Gender Statusof the Sample

Sex Frequency Percentage
N=50
Male 50 100%
Female 0 0%
Total 50 100%

Source: Field data-2021

Figure 3: Gender Statusof the Sample

GenderStatusof the Sample

Femal
0%

Source: Field data-2021

A close look at the results in Table 2 and Figure 3 above reveals that the entire sample (100%)
was made upof males.The genderstatus resultfrom of the samplemade the researcher
conclude that the welding and/or metal fabrication industKailingaLinga Township is largely

dominatedby Men.
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4.1.3Education Characteristics of the sample
Table 3 and Figure 4 showthe educationlevels ofthe sample.

Table 3: Education levels

Levelof Education Frequency Percentage
N=50 100%
Primaryeducation 21 42%
Secondargducation 13 26%
Tertiaryeducation 5 10%
No education 11 22%
Total 50 100%

Source: Field data

Figure 4: Education levelsof the sample

45%
40%
35%
30%
25%
20%
15%
10%
5%
0% - . . . .
Primary Secondar Tertiary No educatiol
educatior educatior educatiol

Source: Field data2021

From the above Table 3 and Figure 4 it can be seen that the majority of the respondents had
attained primary education level at 42% while only 10%hef respondents tertiary level of
education as shown in Table 2 and figure 2. It can also be seen that 26% had attained secondary
level of education while 22% had not attained any form of education in their life. From the above

results,the researchecondudedthat the low levelsof educationattainedby the entrepreneurs
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implied that there were correspondingow levels of awarenessand understandingpn issues

regardinghe ZRA online taxpaymentsystem.

4.1.4Work experienceof the sample
Tablel andfigure 1 belowdisplaysthe work experienceattainedoy the sampléN=50).

Table 4: Work experienceof the sample

Numberof yearsin Frequency Percentage
current business N=50
1to 5years 7 16%
6to 10years 13 26%
11to 20years 18 36%
20yearsand above 12 24%
Total 50 100%

Source: Field data2021

Figure 5: Work experienceof the sample
40%

36%

35%

30%

10% -

5% -

0% -

1 to5Syears 6 tolOyears 11to20years 20yearsandabove

Source: Field data-2021
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Resultsfrom Table 4 and figure 5 indicate that the majority of the respondents (36%) had
attained 11 to 20 years work experience in the metal fabrication industry. 26% of the respondents
had 6 to 10 years of experience while 24% had ata?@eyears and above working experience

in the industry. 16% of the respondents had 1
made the researcher conclude that a large number of entrepreneurs in the metal fabrication
industry had vast workingxperience as they have been in the industry for a considerable period

oftime.

4.2 Businessaccesdo Internet
Table5 andfigure 6 belowdisplaystheb u s i stauso$accessibilityto the internet.

Table 5: Businesdnternet Access

Doesyour Business Frequency Percentage
have acces$o the N=50
internet
Yes 0 0%
No 50 100%
Total 50 100%

Source: Field data2021

Figure 6: Businesdnternet Access
120%
100%
80%
60%
40%

20%
0%

0% .
YES

100%

Source: Field data-2021

As can be seefrom Table 5 and Figure 6, the entire sample (100%) of metal fabricators and

weldersdoesnot haveanyaccesso the internetfor their businesseslhis leadto the researcher
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to draw a conclusion that lack of internet access foibti@nesses was the major contributing
factor to low complianceof ZRA online tax paymentby metal fabricatorsand weldersin

Kalingalinga Township.

4.3Reasondor not incorporating internet into business
Table6 andfigure 7 belowdisplaysthe statusof accessibilityto theinternet.

Table 6: Reasondor not incorporating internet into business

Doesyour Businesshave Accessto the Internet Frequency Percentage
N=50

Internetis too expensive 5 10%

My businesss still small,sono need 5 10%

Lack of Know-How 40 80%

Total 50 100%

Source: Field data- 2021

Figure 7: Reasondor not incorporating internet into business

80%
70%
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40%
30%
20%
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Internetis too My businesss still Lackof Know-How
expensive small,sono need

Source: Field data2021
A review of the results in Table 6 and Figure 7 showed that the majority of the metal fabricator

entrepreneurs (80%) in Kalingalinga Township did not have the knowledge (Kioay of how
to incorporatenternd into their businessctivities.10% ofthe respondentsvereof theideathat
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internetis too expensive while the other 10% of the respondents stated that their businesses
while still in infancy stage hence there was no need to incorpotataeet as part of their trading
activity. These low levels of knowledge exhibited by the respondents may be attributed to low
education levels attained by the entrepreneurs as well as low awareness campaign levels of the
ZRA onlinetaxsystem.

4.47RA Online Tax registration and filing awareness
Table 7 and figure 8 below displays the awareness levels of the respondents to the ZRA Online
Taxregistrationandfiling (N=50)

Table 7: ZRA Online Tax Systemawareness levels

Why D o e syoud Businesshave Accesdo the Internet Frequency Percentage
N=50

Yes 3 6%

No 47 94%

Total 50 100%

Source: Field data2021
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Figure 7: ZRA Online Tax Systemawarenesdevels

mYes
m No

Source: Field data2021

Results from Table 7 and Figureh@ve displayed that the majority of the respondents in the
study (94%) where not aware of the ZRA Online Tax registration and filling. However, only 6%

of therespondents statekattheywereawareof the ZRA Online Tax System.

4.5 Preferred modeof Tax filing
Table8 andfigure 9 belowdisplaythe preferredmodeof tax filing by respondents thesample

(n=50).

Table 8: Preferred mode of Tax filing

Preferred mode of tax filing Frequency Percentage
N=50

Manual 50 100%

Electronic 0 0%

Total 50 100%

Source: Field data2021
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Figure 9: Preferred modeof Tax filing
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100%
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Source: Field data2021

Table 8 and Figure 9 aboveindicatethat all the respondent$100%) preferredfiling their tax

returnsusingthe Manualsystem.

4.6 Registration of ZRA Online Tax System

Table 8 below displaysthe registrationstatusof the respondentsvho are awareof the ZRA

Online taxsystem(n=3).

Table 9: Registration and Filing of ZRA Online Tax

Complianceand understanding of the ZRA Online Tax | Frequency Percentage
System n=3

Have you registeredior ZRA | Yes 0 0%

Online Taxsystem No 3 100%

Are you able to file ZRA | Yes 0 0%

online tax returns without | No 3 100%

anybondp? s

How many timesin the last| Otimes 3 100%

twelve months have you usq{ 1to 10times 0 0%

theelectronicfiling system? [ 11to020times 0 0%
21 andtimes 0 0%

Source: Field data2021

The aboveresultsin Table 8 showthat, of the respondentthat were awareof the ZRA Online

Tax System(n=3), none(100%)of the respondenttad eitherregisteredor the systemor were
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able to file the ZRA onl i nWher asked hove mamytimasinwi t h o
the last twelve months thespondents (n=3) had used the electronic filing system, none of the

respondents thesample hadisedthe ZRAe filing system.

4.7 Attendance of ZRA organizedworkshop
Table9 andfigure 10 belowdisplaystheb u s i stauso$accessibilityto theinternet.

Table 10: Attendanceof ZRA organizedworkshop

Attendance of ZRA | Frequency Percentage
workshop N=50

Yes 0 0%

No 50 100%

Total 50 100%

Source: Field data2021

Figure 8: Attendanceof ZRA organizedworkshop
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Source: Field data-2021
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4.8 Summary of Findings

Results in Table 1 and figure 2 revealed that the majority of the respondents were in the age
group 26 to 35 years at 38% with a mean age of 35.5 ydais.age group was followed by

those in the age groups 36 to 45 years at 26% while those in the range 56 to 65 years made up
20% of the respondents. The least age group was 16 to 25 years which made 16% of the sample.
This age group pattern gave the researtherassumption that most of respondents had high
levels of maturity in both their age and responses. A close look at the results in Table 2 and
Figure 3 revealed that the entire sample (100%) was made up of males. The gender status results
from of the sarple made the researcher conclude that the welding and/or metal fabrication

industryin KalingalingaTownshipis largelydominatedoy Men.

From the Table 3 and Figure 4 it can be seen that the majority of the respondents had attained
primary education leveat 42% while only 10% of the respondents tertiary level of education as
shown in Table 2 and figure 2. It can also be noted that 26% had attained secondary level of
education while 22% had not attained any form of education in their life. From theraisalts,

the researcher concluded that the low levels of education attained by the entrepreneurs implied
that there were corresponding low levels of awareness and understanding on issues regarding the

ZRA onlinetax paymentsystem

Results from Table 4 andigure 5 indicate that the majority of the respondents (36%) had
attained 11 to 20 years work experience in the metal fabrication industry. 26% of the respondents
had 6 to 10 years of experience while 24% had attained 20 years and above working experience
in the industry. 16% of the respondents had 1
made the researcher conclude that a large number of entrepreneurs in the metal fabrication
industry had vast working experience as they have been indhstiy for a considerable period

oftime.
As can be seen from Table 5 and Figure 6, the entire sample (100%) of metal fabricators and

weldersdoesnot haveanyaccesgo the internetfor their businessesrhis leadto the researcher

to draw a conclusionthat lack of internetaccesdor the businessesvasthe major contributing
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factor to low complianceof ZRA online tax paymentby metal fabricatorsand weldersin
KalingalingaTownship.

A review of the results in Table 6 and Figure 7 showed the majority of the metal fabricator
entrepreneurs (80%) in Kalingalinga Township did not have the knowledge (Kioay of how

to incorporate internet into their business activities. 10% of the respondents were of the idea that
internetis too expensie while the other 10% of the respondents stated that their businesses
while still in infancy stage hence there was no need to incorporate internet as part of their trading
activity. These low levels of knowledge exhibited by the respondents maiirieited to low
education levels attained by the entrepreneurs as well as low awareness campaign levels of the
ZRA onlinetaxsystem.

Results from Table 7 and Figure 8 have equally displayed that the majority of the respondents in
the study (94%) wheneot aware of the ZRA Online Tax registration and filling. However, only
6% of the respondents stated that they were aware of the ZRA Online Tax System. The results in
Table 8 show that, of the respondents thatre aware of the ZRA Online Tax System (n=3),
none (100%) of the respondents had either registered for the system or were able to file the ZRA

online taxreturns withouta n 'y b chdlpy. ’ s
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CHAPTER FIVE: DISCUSSION, CONCLUSION AND RECOMMENDATIONS
5.00verview

The final chapter looked at tHessons drawn and way forward for this study. The aim of this
study was aims to assess the impactpagment systems on tax compliance levels among Small
to Medium and Micro Enterprises(SMESs) in Lusakawith a main focus on Kalingalinga
Township base®MEs. This chapter also draws a conclusion and provides recommendations to
thateffect.

5.1 Discussion

Objective one: To determine the impact ofgayment system on tax compliance by SMEs in
Kalingalinga area. Table 8 and Figure 9 above indicate that akdpendents (100%) preferred
filing their tax returns using the Manual system, whichinsline with the findings by Marti
(2010) tax compliance, is complex issue to comprehend for SMEs in the informal sector. The
study established that the majority ospendents had minimal levels of education and still
preferred walking many miles to get to the Tax office than to file in their returns using the
confines and convenience of their offices or houses. This has been due to the lack awareness
programs by the @mbia Revenue Authority (ZRA) to the beneficiaries who are part of the
respondentsThe lack of awarenessn tax online system amongSMEs in the Country is
alarming. ZRA has shown little or no effort to get to this group of business organizations with
their awareness campaign effort. The studies done by Karingi and Wanjala (2005) came up with
similar results and found that, a positive correlation will exist between online systems and tax

compliancef parameters are propeityplace.

Namangala (2004¢onducted a study which revealed that lack of knowledge even on the most
basic tax laws among taxpayerswas evident. N a ma n g studyaalsa discoveredthat tax
resentmentid not discriminate between the lower ligher sociceconomic classesRather,

both these classem society equally indicated thefesentment to tax laws and practicEhe

study also confirmed that tax resentment and the impulse to beat the tax system cuts across all

socialgroups alike.
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Objective two: To establish the relationship between the levels of education and
understandability of payment system to the levels of Tax compliance. From the Table 3 and
Figure 4 it has been seen that the majority of the respondents had attained primary education
level at 42% while onlyL0% of the respondents tertiary level of education as shown in Table 2
and figure 2. It can also be seen that 26% had attained secondary level of education while 22%
had not attained any form of education in thide. From the above results, the reséarc
concluded that the low levels of education attained by the entrepreneurs implied that there were
correspondindow levels of awareness and understandingissues regarding the ZRA online
taxpaymentsystem.

Further, the majority of the respondents dat own computers but are able to use their phones
for internet connectivity. Most feel the online filing systemis complicatedfor them. The
challenge of lack of knowledge on the impact of online tax filing on tax Compliance is serious.
The lack of Knowmkdge due to inadequate awareness campaigns of the Online Tax System has
proven to be one of the major challenges facing the entrepreneurs in the metal fabrication and

weldingindustryin Zambia.This hasled tolow online taxcomplianceby many.

Knowles (1984) quoted by Smith (2002: 8) supplements thewotion of motivation in adult
educationthat * aa person matureshis time perspectivechangesfrom one of postponed

application of knowledgdo immediacy applicationand accordingly his orientation toward

learning shifts from one of subjecte nt er edness to problem center
statement reminded us of how we can take opportunity to nurtlearaing culture in our

country. Ball (1994) quoted by Nafukho, (2005) defined the learningsot y as ‘' one i r
everyone participates in education and training throughout theirf e t i me ’ . The st
that the majority of entrepreneurs were motivated into finding out more information about tax.
World renownedAdult educators such akreire (1989) recommend the use of dialogue

learningasit leads tocommunitytransformation.

Nanavatty (1960) in his civic education book suggested that an informed or educated community
is more valuable to both society and the nation at large. Therdfe need for the government

tax administrators to work out something which would make theeseffloyed in Zambia gain
adequate knowledge about tax and how it affects them. Thirsk (199<ongriiance with the

tax law occurredin variedwayssuchasfailureto file ataxreturn,the useof fraudulentor non
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tax invoices and resorting to transfpricing practicesinvolving exempted taxed activities.
Fjelstad (1996: 2) argues that “i mpernbrect i n-
compliance probl ems’ . Equally, the wuncertaint
or societyopenedupthedoorto strategic attitudef non-compliance witithec o u n taxlaws. s

A tax-compliance survey which was done by Berenson (206bj): across the states of Poland,
Russia and Ukraine, revealed varied answers which showed that the Polish had a more positive
attitude towards taxompliancebut, themajority of the Russians reacted to-taompliance out

of fear to state punishment. the same study, the Ukrainians preferred to avoid interacting with

the governmentaxagents andeitherfearingnortrustingit.

Other evidence on tasompliance was witnessed by Torgler and 2006) whose study looked at
what shapes attitude towards paytages on three European countries of Switzerland, Belgium
and Spain. The major revelation of the study was that enforcement efforts by the tax officials
cannot fully explain the high degree of teampliance. Additionally, Torgler and Scheneider
argue thato resolve the puzzle of taoompliance was seen as an inbuilt conduct of motivation
found in the individuals themselves who pay tax. Moreover, most studies treatedrtgtiance

as a black box without discussing which factors shape it. On the sane 8abhyakula (1990)

says that when taxes are not fully paid, civil penalties of fines or forfeitures or criminal penalties

suchasincarceration mapeimposed ortheerring individualsor institutionsby government.

Additionally, Thirsk said noftompliarce attitudes also prevailed in Zimbabwe amongst the
entrepreneur doctors who were not paying sales tax as required by law. It was clear from this
study that other writers on this topic of discussion view-oc@mmpliance to tax laws as one that

cuts acrosshie wholefibre of society. This meanthe act of norcompliance to tax did not
choose whether one was highly educated or not
the attitudinal shifts to tagompliance was not new to us, and has beenifahtnentioned in

manyotherreviewedliteratures fronbooksandinternet.

Others whohave written on taxompliance have chosen to relate the complexities of non
compliance with corruption taking the centre stage. According to United Nations Development

Programméd UNDP — Report(2007)the term corruptionwaslinked to humanrights becauset
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limited an individuals orgroups or society access to public goods and serWioes public

moneyraisedfrom tax.

Both Djokotoe & Chama (2007) and Mo (2009) considered the problem of rosmpliance

with tax in developing countries like Zambia as a consequence of not providing transparency and
accountability by the respective governmerifisansparency an@ccountability can be done
through a processf telling the people about good spending. For instance, Ghana uses a tracking
model called Public Expenditure Tracking Survey (PETS) which is used to show how public

moneyis spenbveragivenperiod.

Objective three: To identify the challenges that SMEce in using the-payment system as a

meanf filing thetax returns

The common challengesfaced by the respondentsvere falling under the following main

categories:

i. There haven’t been any awareness progr ams

theelectronicfiling system.

ii. Mostofthemseento becomputeiilliterate.

iii.  The few that usedthe electronicsystemcomplainedthat the systemwas down mostof
thetimes

iv.  Mostofthe respondentslo not havethe capacityto engageconsultantso do thereturns
for them.

v. Leavingtheir workplacesfor mostof the respondentsvascostly astheyhadto suspend

productionandresultingin lossof businesandrevenualuringthetime thereareaway.

Most of the scenarios on lack of tax education generated througfinthegs of the study
concurred with Nanavatty (1960), who suggests that dissemination of information to citizens be a
continuous process of relating an individual to her/his social and @gponsibilities. This

would encourage the taxpayersparticipate more effectively in taxation issud$e Zambian

tax ad mi ni sapproadhanrt ’asx p aedecatisn’covers only the objectivesbasedon
Customercare. The package of Custorntear e as expl ained from the

ZRA tax officials was basedon enablingthe peopleto developan in-depthknowledgeon tax,
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especially payment levels. The sethployed entrepreneur lack knowledge on how to register as

taxpayersaandmaintainadequate recorkkepingfor the same purpose.

Zambia's 4th Republican Mr. President Rupi ah
that my government works closely with the Zambia Revenue Authority on matters of tax reforms

to be simplified,f ai r , equi tabl e and tr ais stgement bytthie ( Zi n
president was an indication of the need to redress the mismatch that this study has discovered
between what the seéfimployed entrepreneurship communities were required to know and what

type of tax educatiortheywerecurrentlyexposedo.

The findings of the study showedthat entrepreneursvere not familiar with severalissues
regarding tax such as the different applicable taxes, at what stage one qualified to become a
taxpayer, how to register as a taxpayer, when these taxes wesndisg on. This was because
effective interactions (if ever they existed) aimed at disseminating information about tax has not
been prioritized by the relevant government agents. Namangala (2004) conducted a study which
revealed that lack of knowledge even the most basic tax laws among taxpayers was evident.

Namangala’s study also discovered that tax re
higher socioeconomic classes.Rather, both theseclassesin society equallyindicated their
resentmento tax laws and practice. The study also confirmed thatresentmentand the

impulse tobeatthetax systencuts across afiocialgroupsalike.

For instance, Namangala (2004: 26) mentions t
owner of an oilcompany was taken to court forrono mp |l i ance to paying ta:
this matter came from Simbyakula (1990) who blames the Zambia Revenue Authority and that

they had failed to motivate people into voluntary-taxnpliance; since a large number ofve | |

o f f -emplayddfeasily escapdidm paying taxWhilst acknowledging weak administration

as being the caus8jmbyakula has been cautious o&itd warns that there relevapamphlets

on tax should be continuously updated and written in simplgulage; so as to get the message

across. The study concurred with this because during its conducted survey, the majority of the

respondentsvereinterestedo hearmore aboutax.
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5.2 Conclusion

In conclusion, this study has revealed thattfadl identified variables (such as level awareness,
technical skills/ Know-How and education levels) have a direct influence on the e-tax
compliance. The perceptions of taxpayers towards the offiling as well as its perceived ease

of use and perceivedsefulness greatly determine the use of online tax filing. Majority of the
interviewed entrepreneurs did not consider it is easy for them to file tax return online. However,
they feel ZRA has not put in place enough measures to ensure that taxpayerstraval tekills

to file tax returns online. This could also be a reason as to why most entrepreneurs who feel the
online tax filing is inefficient are yet to appreciate it and use it. The technical skills of the filing
tax returns can also be identifiedashallenge facing taxpayers as many of them fear the notion
and consequences of errors from online filing such as kegimgcorrect information in tax
returns that could lead to the wrong calculation of tax payable. The study therefore deduces that
the technical skill of filing tax returns is a factor that influences the tax compliance. In addition,
the knowledge and skill of using internet also remains limited to a few individuals who have

accesgo internet.

5.3Recommendations

Based on the findings and the analysis of the researchdone, the following are the
recommendations;
1 More awareness training and or marketing of the online system should beboydiRA
to ensure that taxpayers who embrace the system increase. Internet is key for effective
implementation and administration of online &ystem, despite this fact all (100%f
the respondents in this study did not have access to internet for their businesses. The
government should therefore improve connectivity to enhance compliance amdhg sma
tax payers.The more taxpayersare brought on board to use the system,the more
efficiency will be achieved in terms of tax administration and more taxes paid to the
government.
1 More emphasis should be put on making the cost of accessing internet fafattmal
sectormore affordable.Someof the entrepreneurbaveattributedtheir low compliance
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levelsto ZRA Online tax systemsto high costof acquiring data bundlesfor internet

connectivityfor their business.
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APPENDIX ONE: RESEARCH QUESTIONNAIRE

Dear Respondent,

My name is Mr. Henry Kafusha and | am a researcher student pursuingsny Mar * s Degr e ¢
Business Administration ahe University of Zambia.My topic of researchis titled - “ A n

Empirical Correlational Study on Zambia Revenue Authority (ZRA) Electronic Tax System and
Adoption Levels among Smaficale Enterprises iKalingalinga Township of Lusaka District,

Zambi a” .

The objective of this study is to understand whether the introduction of the ele¢tosigstem

by ZRA improved the levels of tax compliance by Small Scale Enterpris&slingalinga area

or not.

Pleag be assured that your confidentiality will be maintained throughout the study and your

participationin this studywill behighly appreciated.
Mr. HenryKafusha

Email: henrykafusha@gmail.com
Cell: +260977411476
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QUESTIONNAIRE
(PLEASETICK IN THE APPROPRIATEBOX NEXT TO THE RESPONSE)
SECTION A: DEMOGRAPHICS
1. Whatis youragegroup?
a.16to 25 yearg | b.26to35yeard | c.36to46years| |d.46to 56 years|_|e.56 to65
years|_| f.other.| | Speci fy . ...ooiiininis
2. Whatis yourgender? a.Male|_| b.Femald_|
3. Whatis yourlevelof education?
a. Secondaryeducationlevel |_| b. Certificate/Diplomaeducationlevel | _| c. First degree
educatiorievel|_|d. Postgraduateeducatiorievel|_|
4. How manyyearshaveyou beenin your currentbusiness?
a.lto5years| |b.6to 10 yearg | c.5yearsand10years| | d.Abovel0O years|_|
5. Line of business

a) Manufacturing  b) Agriculture c)Retailing

SECTION B: ONLINE TAX REGISTRATION AND KNOWLEDGE
5. Doesyour Businessavelnternetconnectivity?a) Yes|_| b) No|_|

6. Hasyour companyincorporatednternetconnectivityasaway of doingbusiness?
a)Yes|_| b) No|_|
7.1f No inthe 6above kindly state why
Internetis too expensive |_|
My Businesss still small,sononeed|_|
Lackof no-how |_|
Others
(Pleases P € C i Y ) i e e e e e e e e
8. Are you ableto useyour Smartphonefor online internetconnectivity?
a)Yes|_| b) No|_|
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9. Have you heard about ZRA Online Tax registration and filling?

a)Yes|_| b) No|_|(if No, End of interview)
10.1f Yesin 8 abovehaveyou registere@dsanonlineuser withZRA OnlineTaxsystem?
a)Yes|_| b) No|_|

11. Canyou accuratelydetermineyour ZRA tax obligationsand file returnson time usingthe
ZRA onlinetaxsystem?
12.Canyoufile ZRA onlinetaxreturnswithoutany body ' s hel p?
a)Yes|_| b) No|_|
13. Have you ever attendedany awarenesg raining workshopon e-paymentsystemorganized
byZRA?a)Yes |_| b) No|_|.If Yes,Answerthenextquestion
14. How has this assisted in filling your returns
(23 [=Tox (o] ] [oF=11 | EPPUPTPPPR
15. In your opinion, is the information on ZRA online tax declarationeasyto understand?
a)Yes|_| b) No|_|
16. DoesyourBusinessolicit help fromothers(consultantsjn filing yourreturns?
a)Yes|_| b) No|_|
17.Whatis the your mostconvenientandpreferredmodeof Tax ReturnFiling?

a) Manual ||

b) Electronically ||

SECTION A: CHALLENGES

17. What the three (3) main challengesjf any, that your businessfaceswith regardto ZRA

Online tax adoption?

THANK YOURVERY MUCH FOR YOURTIME
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