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ABSTRACT

The study was conducted to assess the challenge faced the Asella city

administrationrevenueAuthoritywhilecollectingtaxfrom businesscommunity

ofthecitywhicharecommonlyknownascategoryctaxpayer.Theresearcher

believethatfindingsofthisstudycancontributeinenhancingthetaxrevenueof

the cityadministration and the governmentatlarge byexposing the core

problemsonthetaxcollectionactivitiessoastoenablingthem toputtheireffort

tosolvethoseobservedproblems.Toconductthestudytheresearcherused

bothprimaryandsecondarydata.Althoughthedatawascollectedfrom various

sourcetaxpayerandRevenueAuthorityemployeewerethemainsourceofdata

forthestudy.Thestudyemployedstratifiedrandom samplingfortaxpayerand

judgmentalsamplingforemployeeofrevenueauthority. Inordertopresentand

analyzethedatainreliableandclearwaytheresearcherusedbothtableand

percentagetosummarizethestudyfinding.Generallyfindingofthestudyreveals

thatmostoftaxpayerespeciallyinthoseundercategorychasbeenfacing

variousproblemsin relation to taxation system.Despite taxpayerpositive

attitudetowardthegeneralconceptionoftaxationmostofthesurveyedtax

payerstatedthatwhattheyarepayingarebeyondtheircapacitytopaythat

neithertheyhavenotrustintheemployeeofauthoritynormerelyoveralltax

estimation.Thestudyconcludedthattheauthorityofthecityadministrationis

being reluctantin making the tax low orprocedure,objective,transparent,

understandabletotaxpayer.Thustheresearcherrecommendedtheresponsible

taxauthorityshouldrevisetheirworkingsystem andpromotetransparencyso

thattrustoftaxpayeronthetaxsystem willgradualadvance.
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CHAPTERONE

1.1.BACKGROUNDOFTHESTUDY

Typically,taxesaretheprimarysourceofgovernmentrevenues.Taxationpolicies

dependonthesocioeconomicandpoliticalstructureofacountry.Governmentusetax

revenuetopayforthesoldiersandpolice,tobuilddamsandroads,tooperateschool

andhospitals,toprovidefoodtothepoorandmedicalcareoftheeldersandformany

otherpurposes(Gebrie2008,page2-4).

In Ethiopia though taxation came into being with the emergence ofstate and

government,but,thereisnoreliabledocumentaryevidenceexistsastowhenexactly

taxationwasintroduced.Inthe15thcenturywrittenstoriesofAtseZeraYacobindicates

thattaxationwasintroducedpreviouslyinEthiopia.Intheseerastaxwaspaidby

differentsocialgroups to government,feudallords and priests.Besides,these

documentsapprovethatAtseZeraYacobhadforthefirsttimeenactedregulationcanbe

takenasanevidenceforthepresenceoftaxationsystem beforeandonZeraYacob

government.

Ingeneral,akindoftraditionaltaxsystem waspracticedonthosedaysthistraditional

taxsystem wasexpressesintwoformsofpaymentinkindandcashtaxsystem.In

traditionaltaxsystem,muchburdenwaslaidonfarmers.Therewaslimitedopportunity

toincreasetaxesonpersonaloragriculturalincome.Atthesametime,directtaxes

accountedforlessthanonethirdoftaxrevenue.(Gebrie,2006,page4-6).

Duringthe“Dergue”regimethetaxesweresimilartothoseimposedduringHaileseassie

regimeexceptthatwidertaxbaseand increased taxrates.The“Dergue”regime

partiallyalleviated(reduce)thetaxcollectionproblemsthatexistedduringtheimperial

periodbydelegating(represent)theresponsibilityforcollectingthefeeandtaxon
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agriculturetopeasantassociationwhichreceivedasmallpercentageofrevenueas

payments.

TheorganizationofEthiopiafederalandregionalself-governmentbasedondemocratic

principlesandemergenceofmarketorientedeconomyareimperativeformarketing

structuralchangeintaxpolicyduringtransitionalperiod.Withtheestablishmentof

regionalgovernment(pursuanttoproclamationNo7/1992)majorchangestookplace

intaxpolicyofthecountry. TheconstitutionofEthiopiaapprovedin1995gavepower

toregionalgovernmenttolevyandcollecttaxesfrom thesourceassignedtothem to

meettheirexpenditureneeds.Accordingly,bothlevelofgovernmentcollectsdirectand

indirecttaxfrom respectivesource.(Ibid).

Categories“C”taxpayersareTaxpayerswhoseannualturnoverincomeupto100,000

birrkeepnorecordsandpresentitforassessment.Itishighlyappreciatedbythetax

officesandpaytaxafterthebudgetaryyearofonemonth(Gebrie2006,64and65).

Category‘’C’’businessincometaxpayers,unlikecategory‘’A’’and‘’B’’taxpayers,are

notrequired(notobligatory)tomaintainbooksandrecordsprepareandsubmitany

financialstatementtothetaxauthority.Todeterminethetaxableincomeandincome

taxliabilityofsuchtaxpayers,however,standardassessmentpresumptivetaxation

techniqueisused(Misrak.T,2003).

The schedule ofpresumptive taxdeveloped bythe taxexpertand prescribed is

schedules’’’and‘’C’’oftheincometaxproclamationnumber286/2002,article16are

usedforcollectingthetaxfrom thecategory’’C’’taxpayersofscheduleBincometax

payers(businessincometaxpayers).Ifthetaxpayerskeepnorecords,iftheincometax

authoritydoesnotacceptsubmittedbook,orifthetaxpayersfailtodeclarewithinthe

timespecifiedtheincometaxauthorityestimatebytheuseofcertainindication.

Category‘’C’’shouldpaytaxatfixedrateontheincometaxestimatedbytheeconomic

authority.Suchtaxation,isbasedonthesum estimationmaycontinuefrom yearuntil

revised bytheauthority.Thetaxableincomeoftaxpayers(whereassessmentby

estimationbased).Taxassessorwillbeassignedbytheofficetoestimatedailysales

willbeconvertedtoannualincomeusingthenumberofworkingdays.Taxonthe

annualsalesisdeterminedonthebaseofperspectivevalueassignedtoeachactivity
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(Ibid).

1.2.Statementoftheproblem

Taxation enables the governmentto provide administrative and compliance cost.

Therefore,thegovernmentmustguidethetaxlawsthatenableittocollectitsrevenue

efficiently.Taxesarecompulsorypaymentbyeverypersonororganizationto the

governmentbecausethemainsourceofrevenuetogovernmentwithoutexpectationof

directreturn.Taxesareburdensomethusreducetheeconomicwelfareofindividualand

business(public)organizations.Becauseactivatethatarefinancefrom taxationisbring

benefittoindividualororganization.(BLBahatia,2003).

Ethiopia,likeanyotherdevelopingcountries,facedifficultinraisingrevenuetothelevel

required forthe promotion ofeconomic growth.Hence the country has been

experienced a inconsistence budgetdeficitbecause ofhaving the higherpublic

expenditure than revenue.So to address these problems the governmentalways

struggletoimprovetheleveloftaximposedontaxpayerandqualityofadministration.

Hover,this imposition tax couldn'tstillbring the required resultdue to lack of

awarenessabouttaxcollection,lackofUnderstandingofruleandregulationoftax,

inadequatetaxassessmentandcollection,andthussuccessfullyavoidtaxevasion

dependsonthenatureofeconomy'sactualtaxbase.Therevenueauthority’sactual

collectionisunderstatinginonetimeandoverstateontheother.Forinstance,the

difference between budgeted 18,989,767 birrand actual19,798,043 in 2006 in

categories‘c’.ThisvariancecausestolowrevenueyieldoftaxationAccordingtoAssela

town revenue authority.Although the tax reforms and programs taken by the

governmenthascontributedpositivelytoincreasetaxrevenuescollected,it'stoohard

toconcludethatthecurrenttaxadministrationsystem ofthecountryiscollectingthe

optimalamountoftaxrevenuesthattheeconomyexpectedtogenerates.

Thefollowingresearcheswereconductedontaxassessmentandcollectionrelated

problem incategories‘C’.Temesgen(2016)studiedontaxestimationandcollection
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system in mekele.Endashaw (2016)studied on performance Assessmenton tax

planningandcollectioninGamoGofaZone.Nebil(2015)studiedonAssessmentoftax

collection problem in SokoruWoreda. Misraku (2014) studied on assessment

effectiveness of business income tax collection in Dilla town. Yohanse and

Zerihun(2013)werestudyonAssessingthegapandproblemsthatexistbetweenthe

businesscommunityandtaxauthorityinDireDawa.Theformerresearcherswerenot

investigatingdeterminantfactorsthatcanbedragfortaxcollectionontaxpayers.

Despitethepoortrackrecord oftheofficein collecting taxesfrom taxpayers,a

scientificinvestigation overthepossiblefactorshavenotsufficientlystudied and

documentedyet.Inaddition,thesestudiesarenotstudiedinAsselayet.Therefore,by

understandingtheaboveraisedproblem theresearcherintendtoaddressandhandle

theexitsproblem intherevenueauthorityofficebypreparingquestionnairesofdata

collection purpose.Thus,this study aimed atfilling this gap by examining the

assessmentandcollectionproblemsofAsselarevenueauthorityofficeinassessing

andcollectingtaxesfrom taxpayers.

1.2.1ResearchQuestions

Toendthisstudyhastriedtofindoutanswerforthefollowingresearchquestion.

1.whataretheproceduresfollowedintaxcollectionofcategory”c”taxpayer?

2.Whatarethemajorproblemsoftaxcollectionofcategory‘c’?

3.howseemsliketheawarenessandattitudeofcategories‘c’taxpayers

1.3.ObjectivesoftheStudy

1.3.1Generalobjectives

Thegeneralobjectiveofthestudyistoexaminethetaxassessmentandcollection

problemsofCategory‘C’taxpayers’acaseofAsselaTownRevenueAuthority

1.3.2Specificobjectives

1.Toexaminetheprocedurefollowedintaxcollectionofcategory‘’c’’taxpayer.

2.Tofindoutthemajorproblemsoftaxcollectionofcategory‘’c’’

3.Todeterminethetaxpayerawarenessandattitudeabouttaxationofcategory‘’c’’
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1.4.SignificanceofStudy

Theresearcherbelievesthatthestudycanprovidevaluableinformationand

knowledgeabouttaxcollectionproblem forthetargetpopulationofthestudy

areathatareboththetaxpayerundercategorycandAsellacityadministration

revenueauthoritybureau.

Moreover,thefindingsofthisstudycancontributeinenhancingthetaxrevenue

ofthecityadministrationandthegovernmentatlargebyuncoveringthecore

problemsonthetaxcollectionactivitiessoastoenablingthem toputtheireffort

tosolvethoseobservedproblems.

 Itwouldalsoimproveawarenessofcategoryctaxpayerbyshowingthewayin
whichgovernmentappliesitstaxpolicywhenestimatingtheamountoftaxtobe
collectedfrom citizens’income.

Finalitcanbeusedasareferenceforanotherresearcherwhowantstomake
furtherstudyontheareabyprovidingevidencehowtodoanotherresearchfor
futuretime.

1.5.ScopeofStudy

Thescopeofthisstudylimited to theAssessmentoftaxcollection and related

problemsincaseofAsselatownrevenueauthority

Thestudyontaxationiswideandveryvastandneedlongterm studysoresearcher

studyisrestrictedonlyinproblem oftaxassessmentandrelatedcollectionproblem on

category“C”taxpayerinAsselatownrevenueauthority.Soresearcherstudyrestricted

oncategory“C”taxpayerbecauseoftimeandcost.

1.6.OrganizationPaper

Thestudyhavefivechapters,thefirstchapterwhichisanintroductorysectionofthepaper

whichincludesbackgroundofthestudy,statementoftheproblem,objectiveofstudy,

significanceofthestudy,scopeofthestudyandlimitationofthestudy.Thesecondchapter

dealswiththerelatedliteraturereview.Thethirdchapterdealswiththeresearchmethodology

ofthestudy.Theforthchapterconcernwiththedataanalysisandpresentationofthefindings.

Finally,thelastchapterdealswithconclusionsandrecommendations
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ChapterTwo

2.Literature–Review

2.1Theoreticalliteraturereview

2.1.1Definitionoftax

Taxisamajorsourceofgovernmentrevenueanditisacompulsorycontributionlived

onindividual,businessfirm,orpropertywithisdesigntotransferfrom privatetothe

publicsectorsoastoprovidemeritgoodtothesocietywithoutcontributingtoprice

inflation(H.LBAHITE2006).

Taxisthemajorsourceofrevenueneededtofinancegovernmentservice.Toraise

sufficientrevenuegovernmentusesvariestypeoftaxesandarrangeoftaxrate.Apart

from raisingthenecessaryrevenue,taxeshavemultipleobjectives.Thus,taxpolice

havetoproperlyinbedesignedordertopromoteincentivetowork,save,invest,and

supporteconomicgrowthandequitytaxreform,thereforehastobebalancemultiple

objectiveoftaxationincludingraisingadequaterevenue,insuringeconomicefficiency

and equity.Itmustlimitunproductive taxand incentive;keep differentialrate to

minimum reduceeconomicdistortion(Misrak,2011).

2.1.2Objectiveoftaxation

thebasicobjectiveoftaxationaretomobilizesufficientrevenuetomeettheever

growingneedofgovernmentexpenditure.inadditiontoraisingrevenuetaxeshave

otherobjectiveincludingredistributionofincomeandwealth,discouragingofefficiency,

fairnessandadministrativecase(Misrak,2011).Themainobjectivesoftaxationarethe

following

 Raisingrevenuebygovernmenttofinancetoexpenditureofitsagencies;the

primary objective oftaxation is to raise revenue to supportexpenditure

accordingtothewriter,thatexpenditure,includingeducation.health,provisionof

utilitymaintainslowsanddefenseallneedsexpenditure
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 Enhancementoflivingofthepeople;bywayofgivingvarioustaxconcessionto

certainessentialgoods,thegovernmentenhancethestandardoflivingofpeople

 Toensureeconomicstability;governmentusetocontrolinflationanddefilation

pressureduringinflationperiodgovernmentmayincreasetheexistingtaxrateor

imposeadditionaltaxto reduceabnormaldemand.Duringdefilationperiod

governmentbyreducetheexistingtaxrateorremovecertaintaxestoincrease

demandandencouragesbusinessactivities

 Tominimizeincomeandwealthinequalities;tonarrowthegapbetweentherich

andthepoor,mostgovernmentadoptsprogressivetaxsystem.Insuchsystem

thehigherincomegrouppaymoreamountoftaxandmiddleincometaxpay

lowerincomeamountoftaxthenthetaxcollectedthehigherandmiddleincome

earninggroupsandunemployment

 Creationofemploymentopportunity;moreemploymentopportunitiescanbe

createdbygivingtaxconcessiontosmallentrepreneurandtotheindustrylabor

incentivestechniques(misrak,2011).

 Tominimizethecostofrunningthetaxsystem andenforcingthecollectionof

tax.

 Tochangethedistributionofincome.

 Tomakethereceiptofcertainbenefitapartthecostofgeneratingthosebenefit.

 To changepeoplebehavior,forexampleto discouragebymakingto more

expensive(misrak,2011).

2.1.3Categoriesoftaxpayers

Foritsefficientandeffectivetaxadministrationpurpose,theEthiopiangovernment

classifiesschedule‘B’incometaxpayers(rentalincometaxpayers),andschedule‘C’

incometaxpayers(businessincometaxpayersortradebusiness)intotwocategories.

Forcategorization purpose,the Ethiopian governmentuses two bases:The legal
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personality(legalstatus)ortaxpayersandtheirannualgrossturnover(annualactualor

expectedgrosssalesrevenue).

Accordingly,schedule‘B’andschedule‘C’(withoutcorporatebusinesses)incometax

payersarecategorizedintothree,namely,category‘A’,category‘B’,andcategory‘C’

taxpayers.(Misrak,2011)

Category‘A’taxpayers

Category‘A’ofschedule‘C’(withoutcorporatebusinesses)incometaxpayers’includes

thefollowingtypesoftaxpayers:-

Businessincometaxpayersorrentalincometaxpayersformedunderthelawsof

Ethiopiaorforeignlawsthathaveseparatelegalpersonality(i.e.sharecompany,PLC,

Publicenterprise,publicfinancialagency,andforeignbodybusinessagentresidingand

doingbusinessinEthiopiaonbehalfoftheprinciple)regardlessoftheirannualgross

turnoverorrevenue.

Allcategory‘A’incometaxpayerswhoareengagedinabusinessortrade(business

incometaxpayersortradebusiness)orwhoownbuildingsheldallorinpartforrental

purposesarerequiredtofulfillthefollowingrequirementsregardingrecordsandreports

fortheirtaxobligationpurposes.

Category‘A’taxpayersshallattheendoftheyearsubmittothetaxauthorityabalance

sheetandaprofitandlossstatementandthedetailsofthefollowing:Grossprofitand

themannerinwhichitiscomputed,Generalandadministrativeexpense,Depreciation,

andProvisions.

KeepingaccountingRecords:-category‘A’taxpayersarerequiredtokeepacomplete,

accurateandproperbookofaccounts,recordsandothersupportingdocumentsin

accordancewiththegenerallyacceptedaccountingprinciples(GAAP).Dependingupon

thetypeofownership,sizeofbusinessandnatureofbusinessoperationsofthe

taxpayers,journals(cashpaymentsjournals,cashreceiptsjournalsetc.),generaland

subsidiaryledgers,payrollrecords,internaloperationmanualsandvouchersarethe

principleingredientsofbooksandrecordswhichmustbekeptbythetaxpayersfortax

assessmentpurpose.Thebooksandrecordsshallcontainbalancesheetinformation,
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dailyincomeandexpenseinformation,purchasesandsalesinformation,endingtrading

stockinformation,andotherdocumentswithsufficientdetails.

Vouchers:-category‘Ataxpayersarealsorequiredtoregisterwiththeconcernedtax

authoritythetypeandquantityofvouchers(i.e.invoicesandreceipts)usebeforehaving

suchvouchersprinted.Anyprintingpress,beforeprintingthevouchersisregistered

withtheappropriatetaxauthority.

Financialreports:-inadditiontotheaforesaidrequirements,category‘A’taxpayersshall

prepareandsubmittotheconcernedtaxauthority,attheendoftheirtaxyear,audited

balancesheetandincomestatesmen,whicharepreparedbasedonthebooksof

accountsmaintainedinaccordancewiththeGAAP.Wheneverrequestedinwritingby

theconcernedtaxauthority,andpublicauditorshallalsosubmittheauditreportsofhis

clientstotheauthority.Failuretosubmitthereportwillresultincancellationofhis

licensebytheappropriategovernmentorgan.(Misrak,2011)

Category'B'taxpayers

Category’B’taxpayersinclude,unlessalreadyclassifiedincategory‘A’businessincome

taxpayerswithnolegalpersonalityandwhoseannualgrossturnoverismorethatbirr

100,000butlessthatbirr500,000.Allcategory‘B’taxpayerswhom areengagedina

businessarealsorequiredtomaintainproperbooksofaccountsandothersupporting

documentswhicharealiketocategory‘A’taxpayers.Theyshallalsousethetypeand

quantitative ofvouchers registered and approved bythe concerned taxauthority.

Nevertheless,category ‘B’taxpayers are required to prepare and submitto the

concernedtaxauthorityonlyincomestatementwiththerequireddetails.Itisnotalegal

requirementtotheconcernedtaxauthority(Misrak,2011).

Category‘C’taxpayers

Inincludesanyotherbusinessincometaxpayerswhicharenotalreadyclassifiedunder

category‘A’and‘B’.puttingtheconceptinotherwords,unlessalreadyclassifiedin

category‘A’or‘B’,businessincometaxpayershavingnolegalpersonalityandwhose

annualgrossturnoverisestimateduptobirr100,000.Category‘C’taxpayers,unlike

category‘A’andcategory‘B’taxpayers,arenotrequired(notobligatory)tomaintain
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booksand recordsand to submitanyfinancialstatementto thetaxauthority.To

determinetheincometaxliabilityofsuchtaxpayers,however,standardassessment

presumptivetaxationmethodisused(Misrak,2011).

2.1.4MajorTypesofTaxesinEthiopia

1.Directtaxes;directtaxesthosewhicharepaidentirelybythosepeoplewhom theyare

imposed.ADirecttaxisonepaiddirectlytothegovernmentbythepersonsonwhom it

isimposed.Examplesincludesomeincometaxes,somecorporatetaxesandtransfer

taxessuchasestate(inheritance)taxandgifttax.

2.Indirecttaxes;computedindirecttaxesareindirectlyinthecostgoodsorservices

youpurchasesuchastaxesimposedoncompaniesfordoingbusiness.Goodexamples

ofindirecttaxeswouldbeshippedcostwhichisincludedinthecostofmerchandise

youbuyatthestore.Costoncommoditieslikecustom duties,salestaxes,excisetaxes

etc.includedintypesofindirecttaxes.

2.1.4.1TypesofDirecttax

A.Employmentpersonalincometax:

Everypersonderivingincomefrom employmentisliabletopaytaxonthatincomeat

theratespecifiedinschedule.Employmentincomeshallbeincludinganypayment

originsincashorinkindreceivedfrom employmentbyanindividual.Employeeshave

anobligationtowithholdthetaxfrom cashpaymenttoanemployee,andpaythetax

authoritytheamountwithholdduringcashcalendarmonthinapplyingtheprocedure,

incomeattributabletothemonthNehssieandtiqimtshallbeaggregatedandtreatedas

theincomeofonemonthifthetaxonincomefrom employment,insteadofbeing

dedicatedfrom thesalaryorwage oftheemployeeispaidtheemployerinwholeorin

part,the amountso paid shallbe added to the taxable income and shallbe

considered(misrak,2008)

B.BusinessProfitTax
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Thisisthetaximposedonthetaxablebusinessincomeornetprofitrealizedfrom

entrepreneurialactivity.Taxablebusinessincomewouldbedeterminedpertaxperiod

onthebasisoftheprofitandlossaccountingstandardcorporatebusinessarerequired

topay30percentoffaitrateofbusinessincometax.Forwithincorporatedoran

individualbusinessaretaxedinaccordancewithdeterminedscheduleandrate.Inthe

determinationofbusinessincomesubjecttaxinEthiopia,dedicationswouldbeallowed

forexpenseincurredforthepurposeofearning,andmaintainingthatbusinessincome

totheextentthatthetaxpayercanprovetheexpenses.

2.1.4.2TypesIndirectTaxes

A.Turnovertax

Theturnovertaxwouldpersonsnotregisteredforvalueaddedtaxrenderpayableon

goodsoldandservices.Therateofturnsofovertaxis;2Percentongoodsoldlocally,

forservicerenderedlocally,2Percentoncontractors,grainmills,tractorsandcombine

harvesters,0-50percentonother.

B.Valueaddedtax;Valueaddedtaxisataxoncustomerexpenditure:itiscollectedon

businesstransactionsand imports.VAT ispayableiftheyare:Suppliesmadein

Ethiopia,madebyataxableperson,madeincourseorfurtheronceofbusiness,every

importsofgoods,otherthananexampleandimportofservice

C.excisetax;ExcisetaxinEthiopiaisimposedandpayableonselectedgoods,suchas

luxurygoodandonconsumptionofsuchgoods.Theexcisetaxshallbepaidgoodsin

respectto good,produced locallythecostofproduction and in respectofgood

imported,costofimported,costofinsurancesandfreight(CIF).

2.1.5Taxassessment

Taxassessmentreferstotheinitialreview bythetaxauthorityofthetaxdeclaration

andattachedsupplementarydocumentsubmittedbytaxpayer.Taxassessmentisthe

endresultoftheprocessofascertainsataxpayertaxableincomeandtaxpayableon

thatincome(misrak,2011).Category'c'taxpayersarenotrequiredtomaintainbookof

account,recordandsubmitanyfinancialstatementstothetaxauthority.Todetermine

theirtaxableincomePresumptivetaxationmethodisused.But,category'A'and'B'tax
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payers are obligated to maintain book ofaccount,record and presentfinancial

statement.Theirtaxliabilityisdeterminedbasedontheirfinancialstatement.

2.1.6TaxevasionandAvoidance

Taxavoidanceandevasionconstituteaproblem inalmostallofthecountriesofthe

world.Taxavoidanceisdifferentfrom taxevasion,whileevasionisagainstthelaw

avoidanceiswithintheambitofthelaws(parameswarn,2005)

2.2.6.1.TaxEvasion

Taxevasionisanillegalmethodoftryingtoreduceone’staxbills.Inotherword,itis

illegalbyredactingtaxburdenbyunderreportingincome,overstatingdeductionof

usingillegaltaxshelterswhiletaxavoidancesanattempttoreducetaxliabilityto

minimizingtaxburdenthroughlegalmeanssuchastaxfreemunicipalbonds,tax

sheltersbecauseoftheloopholesinthetaxlawsandtheinefficientorcorrupttax

administrationgivesrisetotaxavoidanceorevasion.Itinvolveschoosinglegalform

and handling affairsin such a wayasto taken advantage oflegallypermissible

alternativetaxrateoranalternatemethodofassessingincome(parameswarn,2005)

2.2.6.2CausesofTaxEvasion

Highratesoftaxation:-Prevalenceofhightaxrateisthefirstandformostreasonfor

taxevasions.Thismakesthetaxevasionprofitableandattractiveinspiteofthe

attendantrisksInadequacyofpower:-Thefactsrelatingtoincome,wealth,expenditure

areknowntothetaxpayerandifdoesnotdisclosethefactstotheassessingofficer,he

maynotbeabletodeterminecorrectlytheliabilityofthetaxpayer.Hence,whatever

powersarebestedintheassessingofficers,arenotusedfreelybyanhonestofficerfor

fearofcausingharassmenttothetaxpayers.

Multiplicityoftaxlaws:-Anumberoflawsareenactedfortherecoveryvarietyoftaxes

leadstowidespreadtaxevasion.
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Complicatedtaxlaws:-thisisanotherreasonfortaxevasionthetaxlawscontaina

numberofexemptions,deductions,rebates,reliefand such charges and so on.

Inadequateinformation:-lackofadequateinformationastothesourceofrevenues

alsocontributestotaxevasion.InEthiopia,smallbusinesspersonsandfarmersrarely

maintainanaccountoftheirincome.

Shortageofexperiencedpersonnel:-Incometaxdepartmentshouldhavesufficient

number of trained and experienced personnelto cope with assessment and

investigationwork.Tomakethedepartmentefficient,procedureandorganizationofthe

departmentshouldbeimproved.

Moraland psychologicalfactors:-Everyperson should realize his responsibility

forwardsthegovernmentunfortunatelynotallcitizensrealizetheirdutiestothestate

andthenecessityofpayingthecorrectamountoftaxandpayingthem intime.Only

reformedmoraloutlookandthedevelopmentofbettercivicconsciencecanimprove

matterintheserespects.

Corruptbusinesspractices:-Businessmanincludesinhoardingandsellshisgoodin

themarketoutinflatedrates.Allsuchcorruptandunfairbusinesspracticeleadstothe

generationofblackmoney(Gupta.A,2001).

2.2.6.3.TaxAvoidance

Taxavoidancereferstothelegalexploitationofthetaxlaw regimetoone’sown

advantagetoattempttoreduce,theamountoftaxthatispayablebymeansthatare

withinthetaxlaw whilstmakingfulldisclosureofthematerialinformationtothetax

authority.Taxavoidancemaybeconsideredaseitherthemoraldoingofone’sdutiesto

thesocietyortherightofeveryonecitizentofindoutallthelegalwaytoavoidpaying

toomuchtax(parameswarn,2005).

Taxavoidancemeansthattaxpayersresorttoadevicewithintheambitofthelawto

diverttheincomebeforeitoccursorarisestohim orher.”Or“Taxavoidancehastobe

recognizedthatthepersonwhetherpoororwealthyhasthelegalrighttodisposeofthis

incomesoastoattracttheleastamountoftax.”Taxavoidancecanbedefinedas



14

escapingfrom thetaxliabilitybyusingavoidableloop-holesofthetaxlaw,ingeneral,

taxavoidancemeans“legalminimizationoftaxliability(burden)bythetaxpayer

(parameswarn,2005).

Taxavoidanceistakentorefertoarrangementbywhichapersonactingwithinthe

letteroflaw reduceshistruetaxliability,infringingtheprocessbothspritandthe

intentionoflaw.Inotherwordtax,avoidanceistheartofdodgingtaxesauthorities

withoutbreakingthelaw.Itmeansactingwithintheframeworkoflaworactingasper

thelanguageoflaw onlyinform,butmurderingtheveryspiritoflaw andthusacting

againstthe intention oflaw and defeating the purpose ofthe particularlegal

enactments.In short,we manystate thattax avoidance is taking advantage of

loopholesintaxlaws.However,takingadvantageofloopholesinlaw onlyprovidesa

shortrunbenefitbecause,asandwhentheloopholesinthelaw aremadepublic,

legislaturestepinplugtheloopholes(paramerswarn,2005).

2.2.6.3.1.Someofthesourcesoftaxavoidance

Anexpenseaspermissibledeductioniselastic:Thereisovergenerousprovisionfor

thereliefoflosses.Consequently,theymanufacturelossesfortaxpurposes.

Theconversionofpropertyintotrust:Toavoidthepaymentoftax,peopleconverttheir

propertyintotrustbecauseincomefrom trustsareeithercompletelyexemptedor

taxedhighly.Securingcontractinthenameofthewifeandchildes:Tocarryontheir

businessandtoearnblackmoney,peopleobtaincontractinthenameofwifeandchild,

whichislegal(Gupta.A,2001).

2.3EMPERICALLITERATURE
Getaneh(2011)conductedaresearchon''taxauditpracticeinEthiopia''.Headopts

mixedmethodapproachsoastoachievetheresearchobjectiveandhisstudyshows

low auditcoverage,absenceofcomplianceriskbasedauditcaseselectionstrategy,

scarcityofauditresource,andfinallythestudyforwardpossiblemeasuretobetakenby

Ethiopiancustom authoritytomitigateproblemsintaxauditoperation.
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Desta(2010)conductedresearchon''assessmentoftaxpayervoluntarycompliance

withtaxationinMekellecity''.Heusedbothprimaryandsecondarydataanddescriptive

statisticaltools,factoranalysiscorrelationsareusedinanalyzingthedatacollected.

Accordingtohisstudystrengthoftaxauthority,awarenessleveloftaxpayers,social

factors,culturalfactorsandtaxpayer’sattitudesaredeterminantfactorsaffectingtax

payervoluntarycompliance.

YohanseandZerihun(2013)werestudyon''Assessingthegapandproblemsthatexist

betweenthebusinesscommunityandtaxauthorityinDireDawa''.Datawerecollected

from taxpayersurveyandfocusgroupdiscussion.Findingofthestudyrevealedthat

themosttaxpayerswhofaceproblemsrelatedtotaxationarecategory''c''taxpayers.

Temesgenstudiedontaxestimationandcollectionsystem oncategory'c'taxpayerin

Mekellecity. Endalemaw studiedtaxleavingsystem oncategory'c'taxpayersin

yirgalem,andZerihunstudiedassessmentofcategory'c'taxpayer’sattitudetowards

taxationinDebremarkoscity.Misrakustudiedonassessmenteffectivenessofbusiness

incometaxcollectiononcategory'c'inDillatown.YohanseandZerihunwerestudyon

Assessingthegapandproblemsthatexistbetweenthebusinesscommunityandtax

authorityinDireDawa.

Asstartedpointrevenueauthoritycollectedrevenuefrom category“C”taxpayersin

2006-2010indicatedontheabovetableshowsthattheofficehassomeweaknessto

successesitsbudgetedplan. Sotherevenueauthorityhassomeweaknessontax

assessmentandcollectionthattheresearcherwasfoundsolution

AsrevenueauthorityofAsselatowncollectedrevenuefrom category“C”taxpayersin

2006-2010indicatedontheofficehassomeinconsistencetosuccessesitsbudgeted

plan.
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Year Budgeted Actual Variance

2006 18,989,767 19,798,043 +808,276

2007 20,647,896 17,212,587 -3,435,309

2008 22,897,945 21,647,862 1,250,083

2009 28989767 31647862 1250083

2010 18989767 19798043 808276

Literaturegap

ThegapistheformerresearcherswerenotInvestigatedeterminantfactorssuchas

(awarenessandattitude)inAsselatownthatcanbedragforbusinessincometax

collectiononcategory''c''taxpayerswhichthisstudyfocuson.

CHAPTERTHREE

3.RESEARCHMETHODOLOGY

3.1.ResearchDesign

Soastoputtheobjectivesofthestudyintoeffectadescriptivemethodconductedto
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investigatemajortaxcollectionproblem undercategory“C”taxpayer

3.2.SourceofData

3.3RESEARCHAPPROACH

Thestudywereconductedbasedonthenature,availabilityoffundsandtime.This

studywereincorporatedbothquantitativeandqualitativeresearchapproaches(were

usedmixedmethod)inordertogeneratetheadvantageofbothapproacheslike;to

addressdifferentobjectivesofthestudy,whichcannotbeachievedbyasinglemethod;

and to enable one approach to inform anotherapproach,eitherin design orin

interpretation.

Theresearcherwereusedqualitativeresearchapproachsoastoknow theopinion,

attitudeandperceptionoftaxpayers,inaddition,toqualitativeresearchtheresearcher

wereusedquantitativeresearchapproachtoexpresstherespondents’opinionsand

perceptionintermsofpercentage

3.4.Methodofdatacollection

ThestudyconductedbydistributingquestionnairesandinterviewtotheAsselarevenue

authorityemployeesandtaxpayers.Allnecessarydatatheresearchercollectedby

using primarydata collection method both opensand closeended questionnaire.

Secondarydatacollectedfrom review ofthedocumentmanualsofAsselarevenue

authorityreportissuedtothepublic.

Also Secondary data collected from journaldocumentary record,annualreports

periodically,magazineandotherwrittenmaterials.

3.5Samplingtechniquesandtargetpopulation

Thedatacollectedfrom taxpayersofundercategory’’c’’inAsselacityadministration

revenueauthorityemployeethathavelongterm experiencesrelatedtotaxcollection.In

orderto collectthe desired data from employee the researcherprobabilityused

judgmentalsamplingtechniques.Thereasonbehindselectingthistechniqueisto

reduce time consuming,transportation costto getrespondents and to ask any

employeeswhohavelongtimeexperienceandknowledgeabouttaxcollectionproblem
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in the authoritybureau.Moreover,itenabled the researcherto freelyselectany

respondentswho capable to reactthe questions.Fora taxpayerthe researcher

employedasamplingtechniquecalledstratifiedbecauseeventhoughentiretaxpayer

arehomogeneousbytheircategorybutbusinessactivitiesperformedinthecategory

areheterogeneousbytheirnature.Therefore,thetotaltaxpayersegmentedintothree

stratathesearesmallmanufacture,smallservice,smallmerchandisethensample

takenfrom eachstrata.

3.6.SampleSize

Theresearcherconductedthestudybyusing60samplesizes.Thissizeobtainedfrom

thetotalpopulationof1010numbersofcategory‘c’businesstaxpayersandfrom 76

totalEmployees35wereselectedassampletakenfrom theselectedthreesample

kebelesofthetownandthissampleisfoundedbyusingthefollowingformula.(Source

Kottari2004)

Samplesize(n)= Z2pqN/E2(N-1)+z2pq.

Where:-

Z=confidenceinternalvalueinthetable

n=Samplesize

N=Populationsize

P=probabilitysuccess

q=probabilityfailure

E=error

Cl=confidencelevel

GivenCl=90%

z=1.6
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E=10%

N=1010

P=0.5

q=0.5

Thenn=z2pqN/E2(N-1)+z2pq

=(1.6)2(0.5)(0.5)(1010)/(0.1)2(1010-1)+(1.6)2(0.5)(0.5)

=646.4/10.73=60

Theresearchertake35ofsamplefrom theemployees

N=76

p=0.5

q=0.5

e=10%

Z=1.6

N=z2
pqN/E

2
(N-1)+z

2
pq=(1.6)

2
(0.5)(0.5)*76/(0.1)

2
(76-1)+(1.6)(0.5)(0.5)

2.56(0.25)*76/(0.1)(75)+2.56*0.25 =48.64/1.39

n=35

3.7Methodsofdataanalysisandinterpretation

Afterthecollectionofallthenecessarydata,theresearcheranalyzedthedatabyusing

descriptivedataanalyzingtoolssuchaspercentagesandtables,becausethismethod

enablestheresearchertoobtaininformationaboutthepreferences,attitude,awareness,

practice,andinterestoftherespondentsandanalyzethedataintoamoremeaningful

andeasilyunderstandableway.



20

CHAPTERFOUR:

DATAANALYSISANDINTEREPRTATION

4.Resultanalysisanddiscussion

4.1.Thesamplekebeles
Inthischapter,datacollectedfrom bothprimaryandsecondarysourcesareinterpreted

andpresentedinawell-verifiedmanner.Threeurbankebelesoutofthirteenwere

selectedbasedonthedensityofcategory‘C’taxpayers.Onlytherelevantpopulationof

taxpayers was considered forthis study.Researchertaker35 respondentfrom

employeeswithintheorganizationand60respondentsfrom thetotaltaxpayers.From

this only 45 tax payers filled the questionaries’and properly returned while 15

respondentsdidnot.

Table1:thedistributionoftaxpayersinsampleKebeles

No Kebeles Population Percentage

1 04 458 45%

2 05 334 33%

3 07 218 22%

Total 1010 100%

Source;secondary

Asthetableindicatesthatmostofthepopulations(45%)ofthetotalpopulationwere

foundinkebele04andtheremaining33%and22%ofthepopulationwerein05and06

kebelesrespectively

PARTI:QUESTIONNAIRESRELATEDTAXPAYERPERSONALINFORMATION

4.2AnalysisofDataGatheredfrom Taxpayers
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Table2.Taxpayergeneralprofile

Gender Male Female Total - - - -

No of

responden

ts

36 24 60 - - --

Percentag

e

60% 40% 100% - - - -

Agegroup 20-30 31-41 41-50 Above Total - -

No of

responden

ts

20 19 17 4 60 -

Percentag

es

33% 32% 28% 7% 100% - -

Education

al back

ground

Elementar

y

High

school

Technic

al

school

Diploma Degree Other Total

No of

responden

ts

8 23 15 9 5 - 60

Percentag

e

13% 38% 25% 15% 8% 0% 100%

Source.Questionnaires(2019)

Thedatacollectedthroughquestionnairesindicatethat60% oftherespondentswas

maleand40%wasfemaleallrespondentsagelieabove20years.Theagegroupfrom

20-30coverthehighestpartwith33%.Agegroupfrom 31-41consiststhesecond
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largernumber(32%)andagegroupfrom 41-50andabovecoverthethirdandfourth

partrespectively. With regard to educationalbackground 13% ofthesampled

respondentslearnedprimarySchools,38%highsecondaryschool,25%,haveattended

technicalcollege,15%havediplomaand8%havedegree.

PARTIIQUESTIONNAIRESRELATEDTOTAXPAYERATTITUDETOWARDTAXATION

Responseoftaxpayers

Table3.Howdoyoufeelabouttaxation?

Response TotalNoofrespondent Percentage

Asanobligation 12 27%

Asadebt 9 20%

Asuseful 24 53%

Total 45 100%

Source.Questionnaires(2019)

Asindicatedinabovetable53%oftaxpayerseetaxationasusefulabout20%,and27%

thetaxpayerconsideredtaxasdebtandobligationrespectively.Thisimpliesthatthe

knowledgeoftaxpayerabouttaxishighorinotherwordmajorityoftaxpayerbelieve

that taxisdeservetogovernmentandallcitizensobligedtocontributecertainamount

oftaxfrom theirincomeforgovernment. Accordingto sometaxpayerthatthe

researcheraskedpersonalstatedeverycitizenhavearesponsibilitytopaytaxto

governmentonthebasisofabilitytopay.Furthermosttaxpayerunderstandsthateach

taxpayersmustpaytheirtaxliabilitybasedontheirabilityandmustalsohavepositive

understandandawarenessabouttaxation.

Table4.Doyouknowwhytaxiscompulsory?

Response TotalNoofrespondent Percentage

Yes 45 100%

No 0 0%
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Total 45 100%

Source.Questionnaires(2019)

From theabovetableitisclearthatwhenpeopleaskedwhytaxiscompulsorytheypay

taxesabout(100%)oftherespondentssaidthatbecauseitisanobligationtothe

governmentorstateand intheanticipationofpublicservicesinreturnfrom the

government.Thisindicatesthereisapositiveunderstandingastowhypeoplepaytaxes

andifsuccessiveworksaredoneprobablybetterresultsoftaxcollectioncanbe

registered.Furtherwecanunderstandfrom thisthatKnowledgeoftaxpayersabout

taxationisveryhighandtaxpayershavegoodawarenessabouttaxationonthebasisof

datagatheredregardingtheknowledgeofthetaxpayerrespondedthattheyknewwhy

theypaytaxes.

Table5.Howdoyouseepresenttaxationsystem?

Response TotalNoofrespondent Percentage

Good 29 64%

Bad 9 20%

Needrestatement 7 16%

Total 45 100%

Source.Questionnaires(2019)

Asshownintheabovetable(64%)presenttaxationsystem inEthiopiacaseconsidered

asgood.Thisshowsthatincitytaxofficeapplyequityprincipleoftaxationandtax

collectionsystem wasconsidersabilityoftaxpayers.Furtherunderstandfrom these

eachtaxpayerspaytheirtaxliabilitybasedontheirabilityandhaspositiveunderstand

andawarenessabouttaxation.Butonly20%ofrespondentsareconsideringtherecent

taxationsystem asbadand16% areconsidersneededrestatement.From thiswe

understandthattaxpayersshow goodunderstandabouttaxationrelatedwiththese

lackofknowledgeandawarenessfrom sideoftaxpayerstherefore,theynotconsider

asgovernmentimposeheavyburdenonlyonthem.

Table6.Isyourannualtaxliabilitybasedonyourincome?

Response TotalNoofrespondent Percentage

Yes 10 22%
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No 35 78%

Total 45 100%

Source.Questionnaires(2011/2019)

Astriedtoshow inabovetable78% ofthetaxpayershavecomplainontaxamount

imposed on them becausethetaxtheypaid isnotbased on theirdailyincome

generatedfrom salebecauseassomeexplainedtherearedaysspentwithoutanysale

ortransactionoccurredspeciallythoseengagedinservicerenderactivities.Table

furtherindicatethat22%ofrespondentsaidthatastheirannualtaxliabilitybasedon

theirannualincome.Thisimpliesthatevenifthetaxamountisnothighbutitisslightly

notbasedontheirincome.

Table7.Whendoyoupaytax?

Response TotalNoofRespondent Percentage

When receive assessment

notification

25 56%

Beforeduedate 20 44%

Afterduedate - -

Total 45 100%

Source.Questionnaires(2019)

Tableindicatethat56%ofrespondentpaytheirexpectedtaxliabilitywhentheyreceive

assessmentnotification,relatedwiththismajorityoftaxpayerswanttopaywhenthey

receiveassessmentnotificationtoescapefrom waitinglottimeiftheydelaydueto

networkinterruption.From theseweunderstandthemostoftaxpayersareloyaltopay

taxcollectionbodyofgovernment.And0% ofrespondentspaytheirtaxliabilityafter

duedateandalsoonly44%ofrespondentpaytheirtaxliabilitybeforeduedate.From

thesewecanunderstandthatthosetaxpayersareloyaltopaytheirtaxliability.

PART III:QUESTIONNAIRES RELATED TO TAXPAYER’S COMPLAINTS AND TAX
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OFFICERESPONSE

Table8.Doyoufaceanyproblem whenyougotopayyourtaxliability?

Response TotalNoofrespondent Percentage

Yes 27 60%

No 18 40%

Total 45 100%

Source.Questionnaires(2019)

Accordingtothetable60% ofrespondentsweresharetheirideaasfacedproblem

relatedwithtaxpaymentwhentheygotopaytheirexpectedtaxliability.From thesewe

canunderstandthatinAsellarevenueauthorityhavebigproblem intaxcollectionfrom

taxpayers.Butonly40%ofrespondentssaidthat,asminorproblem theywouldhave

notfacedwhentheygotopaytheirexpectedtaxliability.ThislinkwithUnsuitable

networksystem whichrunoffusuallyatthemomentofdeliveringservices.

Tables9.Whatarethemajortypeofproblem facesyou?

Response NOofrespondent Percentage

absenceofemployeeinthe

office

5 11%

Waitingforlongtime 16 36%

Inefficiencyoftaxcollector 22 49%

Otherproblem 2 4%

Total 75 100

Asthedatagatheredfrom questionnairesindicatemajorproblemsmentionedbytax

payersareinefficiencyoftaxcollectors(by49%)thisdueto inefficiencynetwork

system oftheofficeandimproperpersonalcharacteroftheemployeetohandlethe

customerwhoworkintheoffice,thepresenceofwaitingforlongtime(36%),thisis
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linkedwithmismatchofnumberoftaxcollectorandtaxpayerwhichleadstotheover

crowingoftheofficewithothertaxpayersthereforetaxpayersforcedtowaitonalong

oftime theproblem ofabsenceofemployees(taxcollector)intheoffice(11%).This

mightbetheywentofficeafteranemployeehadlefttheofficetohavelunchorforother

purposeandtheother4%concederotherproblem suchaslimitednumberofemployee

andmodernwayofcollection

Table10.Isyourappealsgetfastresponsewhenyouinform ittothetaxoffice?

Response Noofrespondent Percentage

Yes 15 33%

No 30 67%

Total 45 100%

Questionnaire(2019)

From theabovetableitiscanbeobservedthatmajority(67%)oftherespondentshave

saidmostofthetimetheemployeesoftaxauthoritynotrespondcomplainsappealed

bytaxpayerwithregardtooverallgovernmenttaxsystem.Ontheotherhand,only33%

ofthe respondentssaid thattheyhave acquired fastresponse to complain they

appealed to authority for problem that linked with tax calculation,collection,

overestimationandoveralltaxsystem.

From thisitcanbeunderstoodthatthetaxpayersarenotgettingsatisfactoryresponse

fortheproblem theyappealedto theauthorityso taxpayerhaveno trustinthe

employee’sactivitiessuchastheassessmentandcollectionorotherprocedures.In

addition,theseshowsthetaxpayersdonotknowabouttheinternalproceduresofthe

taxauthorityi.e.how itassessesandcollectstaxesorsufficientinformationwasnot

communicatedtotaxpayers.Thefactthattheauthority’sproceduresareobscuring

(unclear)from thetaxpayers,itisinevitable(unavoidable)thatlossofconfidenceonthe

authorityanditsprocedureswillbecreatedinthetaxpayers.Inotherwords,thetax

system mightbeconsideredsocomplexandtimeconsumingthattaxpayersfeltthey

didnothaveenoughknowledgetofeelsecureabouttheaccuracyoftheirrecordsand

returnsdespitetheirbestintentions.
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Table11.Isyourtaxliabilityoverstatedorunderstated?

Response NOofrespondent Percentage

Overstated 39 87%

Understated 2 4%

Fair 4 9%

Total 45 100%

Questionnaire(2019)

Accordingtotheabovetable,from thoserespondentswhohavesaidthetaxtheyare

payingisnotbasedontheirabilitytopay,onthebasisofthedataonly(9%)saidthat

thetaxtheypaidisfairandequitableorevenabout(4%)ofthestatedtaxisunderstated

whereasthemajority(87%)ofthosewhosaidthetaxtheypayisnotfairrespondedthat

itisoverstated.Onotherquestioninsupportofthisissue,therespondentswereasked

toexplainothermajorproblemsinthetaxsystem andtheyrespondedaccordinglyFrom

themostoftaxpayeraskedthemajorityoftherespondentsfeltthatthetaxratesare

toohigh,showdiscriminationfortaxpayeratthesamecategory,taxrevenuesarenot

spentonpublicservices,andsomeexplainedthattaxpayersarenotwillingtopay.From

thisresponseitisclearthatthetaxrateisnotbasedontheability-to-payprincipleorit

isperceivedtobeunfairbytaxpayers.Thiscanbeeitherreallytrueorhumanbeingsare

benefitmaximizessothatitmaybedifficulttopleasetaxpayers.Eventhoughthe

principlesaysthetaxshouldbebasedontheability-topay,theproblem hereisin

determiningthis‘ability’foreachtaxpayer.Actuallythetaxratemaynotbeassuchhigh

butthecommunicationgapbetweenthetaxauthorityandtaxpayersmighthavecreated

thisperceptionanditcontinuestobetheissueasfarastheunderstandingofthe

taxpayersregardingtaxrates,assessment,calculationetc.islow.Ontheotherhand,

significantnumberofrespondentssaidthattaxrevenuesarenotspentonpublic

services.Theoretically tax revenue is used to finance services provided by the

government.Thismightbepracticallytrue,butthepublicmustbemadeawareofthese

socialserviceswhicharebeingfinancedbythetaxpayers’money.Aslongthereisagap

incommunicatingthesefactstothepublictheaboveattitudeproblem willnotbe
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changed.Theotherissuewhichwasraisedasaproblem thirdlyisthattaxpayersare

notwillingtopaytaxes.Thisproblem isthecentralproblem asfarastaxcomplianceis

concernedanditisrelatedwithvarietyoffactors

Table.12.Istheprocedureofestimationclearthatthetaxofficefollows?

Response Noofrespondent Percentage

Yes 14 31%

No 31 69%

Total 45 100%

Questionnaire(2011/2019)

Ascanbeseenintheabovetable,alloftherespondents(69%)haveagreedthatthetax

authorityprocedureofestimationisnotcleartothetaxpayers’liketakingstatementof

dailysalesvolumeandallmostallofthem believedthatthereisnofairtaxationamong

similarbusinessesinthesameareaandthattheirdaily/annualincomeareinflatedin

theprocessofestimation.Similarly,sometaxpayerexplainedonspaceprovidedto

stateotherproblem saidthatthemethodofassessmentisbasedonasimpleguess

andthatitissubjectiveandotheralsostatedthattheproceduresofthestandard

assessmentandcomputationsarenotobjectivelyunderstoodbymostofthecategory

“C”taxpayersand thatthe taxauthorityisreluctantin making these procedures

objective,transparent,and understandable to taxpayers.To putitdifferently,the

majorityoftaxpayersdonotexactlyknow how todetermineorcalculatetheirtax

obligationbythemselves.Furthermore,someoftheparticipantsexpressedtheirfear

andconcernabouttheeffectsoftheprevailinginflation,whichismakingtheirdaily

nominalsales,inflatedandeventuallyoverstatethetaxwithoutthem,gainingrealprofit

from executedsales

Table13.Doesthetaxrateimposedbygovernmentisfair?

Response TotalNoofrespondent Percentage

Yes 38 84%
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No 7 16%

Total 45 100%

Source.Questionnaires(2019)

Ascanbeseenintheabovetable,someoftherespondents(84%)haveagreedthatthe

taxrateimposedbytaxauthorityisfair.allmostahalfofthem believedthatthereisno

fairtaxationamongsimilarbusinessesinthesameareaandthattheirdaily/annual

incomeareinflatedintheprocessofestimation.

4.3Analysisofdatagatheredfrom employees

Thispartoftheanalysisdiscussedwithquestionthatofferedfortheemployeesof

revenuesauthorityandtheiranswersof35employeesofthebureauandtheirmanger

wereactivelyparticipatedinansweringthequestionnairesandstronglyassistmeby

givingallnecessarydataformystudy.

PART I:QUESTIONNAIRES RELATED TO REVENUES AUTHORITY EMPLOYEES

PERSONALINFORMATION

Table14;Generalprofileoftheemployees

Educational

qualification

No of

employees

Percentage

Technical 0 0%

Male 15 43% Diploma 15 43%

Female 20 57% Degree 14 40%

MA 6 17%

Total 35 100% Total 35 100%
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AsitisshownintheabovechartthetotalofemployeesinAsellaAdministration

RevenuesAuthoritythosewhofilledare43% aremalesandtheremaining57% are

females.Educationalbankgroundsoftheemployeestellusthatabout40% ofthem

havedegreeand43%oftheemployeesarehavediplomaalso20%ofemployeeshave

MAgraduated.

PARTIIQUESTIONNAIRESRELATEDTOTAXCOLLECTIONPROCEDURE

Table.1Doyouhaveanydistinctprocedurefollowedtocollecttaxfrom

categoryctaxpayer?

Response TotalNoofrespondent Percentage

Yes 19 54%

No 16 46%

Total 35 100%

Source:Questionnaire(2019)

Ascanbeseenintheabovetable,almostalloftherespondents(54%)haveagreedthat

thetaxauthorityhasadistinctprocedurefollowedtocollecttaxspecialfrom categoryc

taxpayerand the remained (46%)disagreed asthere isno exceptionalprinciple

followedtocollecttaxfrom thiscategory.Onthebasisofthisdataitispossibleto

concludethattheofficehavedistinctproceduretocollecttaxfrom categoryC.

Resultsfrom theinterviewheldwithsomemanageroftheofficesuggeststhatEthiopia

revenueauthorityhaveitsowndistinctproceduretocollettaxfrom thiscategorysuch

procedurestatethatthecategory‘’C’’payershouldpaytaxatfixedrateontheincome

taxestimatedbytheeconomicauthority.Suchtaxation,isbasedonthesum estimation

maycontinuefrom yearuntilrevisedbytheauthorityandalsothetaxableincomeof

taxpayerswhereassessmentmadebyestimationbasediscarriedoutbytaxassessor
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whoassignedbytheofficetoestimatedailysalesinordertoconverteditintoannual

incomeusingthenumberofworkingdays.Taxontheannualsalesisdeterminedonthe

baseofperspectivevalueassignedtoeachactivityofthetaxpayer.

Table.2. Arethoseproceduresimplementedproperly?

Response TotalNoofrespondent Percentage

Yes 18 51%

No 17 49%

Total 35 100%

Questionnaire(2019)

Regardingtheprocedureimplementation,theabovedata(51%)impliesthattheoffice

applytheprocedureoftaxcollectioneffectively,whichreferstotheabilityofthe

Authorityinestablishingreliabletaxsystem,lawexecutionandspecialtheestimationof

taxfrom incomeoftaxpayerisimplementedproperlyintheoffice.Theother49%

respondenttheprocedureoftaxcollectionhastheproblem.

Table.3.istheprocedureconvenientforbothtaxofficeandtaxpayer?

Response TotalNoofrespondent Percentage

Yes 35 100%

No 0 0%

Total 35 100%

Questionnaire(2019)

These results clearly indicate thatthe tax authority procedure ofestimation is

completely(100%)convenient forbothtaxpayerandthetaxofficesoitcanproviding

satisfactoryserviceforcategory‘C’taxpayerseventhoughsomeemployeefrom thetax

authorityhavefirmlystatedthatcategory‘C’taxpayershaveneverbeenhonesttothe

taxassessmentofficers.Theyalsoaddedthatmostofthebusinesscommunitiesare

notevenwillingtodeclaretheirdailysaleswhentheyaretoldtodoso.Thisisdueto

lack ofawareness on the partoftax payeraboutthe procedure ofestimation

/assessment.
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Table.4whatisyourideaaboutpresenttaxcollectionperformance?

Response TotalNoofrespondents Percentage

Iseffective 22 63%

Showdiscrimination 8 23%

Haveinsufficientmanpower 5 14%

Total 35 100%

Source.Questionnaires(2019)

Amongtherespondents63%ofthetaxpayersapprovethatthepresenttaxcollection

andassessmentsystem iseffective,about23% ofthekeyrespondentstatedthatit

showsdiscriminationandremaining14%oftherespondentsansweredhaveinsufficient

powerofman.Ascanbeseenonthetableabove,thelargerportionofrespondents(50

%),saidthatthepresenttaxsystem ofgovernmentiseffectiveeventhoughthereis

inadequatemanpowerintheoffice

Table5whatdoyoufeelaboutthepositionyouhaveassigned?

Response TotalNoofrespondents Percentage

Istherightposition 12 34%

Beyondcapacity 7 20%

Undercapacity 16 46%

Total 35 100%

Source.Questionnaires(2019)

From totalemployeesonly34%oftheemployeesfeeltherightabout20%ofrespondent

feeltheirpositionisbeyondcapacityandrespondent(46%)feeltheirpositionisunder

theircapacitythisimpliesthattheyhavenosatisfactionontheirposition.

PARTIII:QUESTIONNAIRESRELATEDTOMAJORPROBLEMSOFTAXCOLLECTION

Table.6.Whataremajortaxcollationsproblem forcategoryctaxpayer?

Response Noofrespondent Percentage
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Source.Questionnaires(2019)

Accordingtothistable,the(66%)respondentsreasonedoutlackofawarenessasthe

majorreasonandtheother(20%)ofrespondentlackofabilitytopay.only(14%)of

them saiditisintentionalbehavior.Theresponseonlackofawarenessfoundtobe

consistentwiththeresponseobtainedinassessingthetaxauthority’sorganizational

strength.Thefactorthatfoundinthepreviousquestionaboutpositiontobethemajor

weaknessofthetaxauthorityhereismentionedasaleadingreasonfortaxevasionand

avoidance.

Table7.Dotaxpayerattempttoevadeandavoidtheirtaxliability?

Response TotalNoofrespondent Percentage

Yes 35 100%

No 0 0%

Total 35 100%

Source.Questionnaires(2019)

Accordingtotheresponsesoftherespondentsfrom thetableabove,majority(100%)of

therespondentshaveconcernaboutthesomeofthetaxpayertryto evadethe

authoritytaxassessorwhentheygotoaskthedailyincometheygeneratefrom various

sourcetoestimateannualtaxamount.Thisindicatesthataslongastheyaretroubled

abouttheamountoftaxtobeleviedinthefuturetheyhiddentherealitytotheauthority

sotheremustbetrainingabouttheproceduretaxsoastheycanbewillingtocontribute

tothedevelopmentofthecitythroughtaxation.Inotherwords,iftaxpayersaretaught

andconvincedthattheirmoneywillbereinvestedontheprovisionofvariousservicesin

thecityfrom whichtheybenefit;thereisnoreasonwhytheyareunwillingtocontribute

theirshare.

Lackofawareness 23 66%

lackofabilitytopay 7 20%

Intentional 5 14%

Total 35 100%
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Table.8.Isthereanycomputerizedsystem (program)intheoffice?

Response TotalNoofrespondent Percentage

Yes 35 100%

No - 0%

Total 35 100%

Source.Questionnaires(2019/2011)

From theabovetable100%oftherespondentsstartedthatthereavailableacomputer

softwaredesignedfortheofficetobeusedincollection processandthat directly

connecttheofficewithfederalgovernmentas aresultofthisallactivitydoneinthe

officeis onlineregulatedbyfederalgovernment.AccordingtoEthiopianconstitution,

bothregionalandfederalgovernmenthasthepowertoassesandcollectstaxfrom the

society due to this both the city administration revenue authority and federal

governmentdevelopedacomputersoftwarethatenablethem tocontroloneothers

activities.

Asresearcherpersonallydiscussedwithsomeofrevenueauthorityemployeesthereare

twosoftwareusedbytheofficetoperform itsjobthatonewhichcanconnecttheoffice

activitydirectlywithfederalgovernmentbutfrequentlyinterruptedandcreatedelay in

theactivitiesoftheofficebecauseitisthesinglesoftwarethatconnectsallregional

staterevenueoffice ofthecountrywithfederalgovernmentandthesecondoneis

software thatused only by city administration only when the federalsoftware

interrupted so thishelp them sometime to overcometheproblem ofnetwork

interruptionatcertainextent.

Table.9.Isthenetworksystem oftheofficecapableofto serveall

customersefficiently?

Response TotalNoofrespondent Percentage
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Yes 0 0%

No 35 100%

Total 35 100%

Questionnaire(2011/2019)

Accordingtotheabovedataallmostallemployeeoftaxadministrationbelievethat

evenifthereiscomputerizedwayofthetaximposingandcollectionsystem inthe

officetomaketheworkoftheofficemoreefficientandeffectivebutstillthenetwork

system oftheauthorityisnotcapableenoughtoserveallcustomerefficientlyand

effectively.Assomeemployeeoftheofficealsoaddedthatthenetworksystem ofthe

officealwaysinterruptsregularlyinunexpectedmannerasaresultofthismosttax

payerareforcedtowaitonuntilthesystem recovered.

From thispointtheresearchercansaythattheAsellarevenueauthoritybureauhave

bignetworksystem problem whichunabletomaketheactivitiesoftheofficeefficient

aneffectiveeveniftherewascomputerizedwayofdoingworkinoffice

Table10.Howyouevaluatetheknowledgeoftaxpayerabouttaxation.

Response TotalNoofrespondents Percentage

High - -

Medium 16 46%

Low 19 54%

Total 35 100%

Source.Questionnaires(2019)

Theresponseofemployeesconcerningknowledgeoftaxpayersdescribethat54%of

therespondentscomeoutwiththeknowledgeoftaxpayerislow,andtheremaining

46%respondthattheirknowledgeismedium.From thisitispossibletosaythatthe

taxpayerknowledgeabouttaxationislow thisisactualconnectedwithassessment

procedurethatthetaxauthorityfollowtolevytaxfrom citizenincome.Butitmustbe



36

understoodthatTaxationisaninevitablephenomenoninanyeconomyornationasfar

asservicesandotherrolesareexpectedfrom governments.Eventhoughthehistoryof

taxationisasoldasthatofstatesorgovernments,stilltherearegapsineverynation,

particularlyunderdevelopedcountrieslikeEthiopiaasfarasvoluntaryobedienceis

concerned.Taxesareconsideredbymanycitizensasnecessaryevilsthatcannotbe

avoidedundernormalconditions.Hence,theissueofvoluntaryobedienceisacentral

ideawhendealingwithefficiencyandeffectivenessofataxsystem.

Table.11.Doyouthinkthatsocialandculturalfactorshaveanimpacton

taxpayerbehavior?

Response TotalNoofrespondent Percentage

Yes 7 20%

No 28 80%

Total 35 100%

Source.Questionnaires(2019)

Accordingtothetableabove,majorityoftherespondents(80%)saidthatthesocio-

culturalimpactofothertaxpayershaveno anegativeimpacton theirobedience

behaviortopaytaxliability.Conversely(20%)ofthem alsorespondedthatsocialand

culturalfactorshaveanimpactontaxobediencebehavioroftaxpayer.Thismeandue

tothefactthatthesocietyisfrom variousethnic,religious,andsocialbackgroundsand

thetaxsystem ofthecountryhasalsoitsownhistoricalbackground.Sincethereis

strongsocialconnectionbetweenmembersofthesamegroupinsociety,taxobedience

behaviorofan individualcan be affected eitherpositivelyornegativelybyother

membersofthegroup.Iftherearetaxcompliantandinfluentialindividualsinsocial

grouporsociety,thereisapossibilitythatothermembersfollowthem andaffectedby

theseindividuals.Similarly,whentheinfluentialindividualsaretaxdisobedientand

againstthetaxlaw,thereisahighertendencyforthefollowersormemberstobe

influencedbytheseindividual.Hence,thesocio-culturalfactorscanhaveadirector

indirectrelationshipwiththetaxcompliancebehavioroftaxpayers.

Table12.Domosttaxpayerspaytheirtaxliabilityontime?
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Response TotalNoofrespondent Percentage

Yes 25 71%

No 10 29%

Total 35 100%

Source.Questionnaires(2019)

Aswecanseeontableshow that(71%)ofemployeeprovidesthatmajorityoftax

payersaspaytheirexpectedtaxliabilityontime.Thisindicatesthatmostoftaxpayers

havegoodunderstandingandawarenessabouttaxation.Butonly29%ofrespondents

arenotpayingtheirexpectedtaxliabilityontime.Thisshowthatthosetaxpayershas

poorunderstandingandawarenessabouttaxation.From thiswecanunderstandthat

majorityoftaxpayersaremotivatedtopaytheirexpectedtaxliabilitybyunderstanding

taxpaymentwillbenefitthemselves.Furtherindicatethatthosetaxpayersknownfor

whatpurposeastheyhavetopayandtowhom astheypayontheotherhand,theother

havenotmotivatedfordoingthisduetocarelessnessofthem.
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CHAPTERFIVE

5.FindingsConclusionandRecommendation

5.1.Conclusion
Thetaxesarethemainsourcesofgovernmentrevenues.Taxationpoliciesdependon

thesocio-economicandpoliticalstructureofthecountry.Thestudywasconductedtax

assessmentandcollectionproblem undertaxpayercategoryCinAsellaCityRevenue

Authority.Thegeneralobjectiveisto examinethetaxassessmentand collection

problem accordingtotheestablishedregulationofRevenueAuthorityandproblem

encounteredbytaxpayersandcollectingauthority.Toexaminetheprocedurefollowed

inassessmentandcollectionofcategoryCtaxpayer.Theresearcherwastrytofindout

forthefollowingspecificobjective.

3.Toexaminetheprocedurefollowedintaxcollectionofcategory‘’c’’taxpayer.

4.Tofindoutthemajorproblemsoftaxcollectionofcategory‘’c’’

5.Todeterminethetaxpayerawarenessandattitudeabouttaxationofcategory‘’c’

Toachievetheobjectivenecessarydatawereused.Primarydatawascollectedthrough

openandcloseendedquestion.Thequestionnairesaredistributedtoemployeesand

taxpayers.Secondarydatawascollectedfrom review thedocuments,manualsof

Asellacityrevenueauthorityissuedtothepublic.Theresearcherwasusedjudgment

sampling foritadvantageofconvenientto uselesstimeconsuming.Finally,the

collected data was processed,analyzed and interpreted byusing differenttable,

percentage.

Themajorfindingsthatincludedinthisresearchconcludedasfollows.

 Inbothquestionnairesforemployeesandfortaxpayerstototally35and45were

participatedrespectively.

 Theeducationalbackgroundofemployeesoftaxauthorityisdiplomaandabove.

 Bothemployeesandtaxpayerswereagreedthatthetaxpaymentperiodis

enough.

 Thetaxpayersarenotsatisfiedonthepresenttaxassessmentandcollection

system.
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 Knowledgeoftaxpayersabouttaxisgood.

 Employeesofrevenuesbureauarenotsatisfiedontheirpositionandontheir

workingenvironment.

 Almostthemajorityoftaxpayersaresuggestedthatthetaxrateisnotbasedon

income.

 Thecoordinationofrevenuesauthoritywithotherofficesisverygood.

 Theannualtaxpaymentimposedbygovernmentisnotcomparablewiththeir

income.

 The revenues authority faced a problem in service delivery by reason of

dissatisfiedemployeesontheirpositionandtheirworkingenvironment

 Majorityoftaxpayerswanttopaywhentheyreceiveassessmentandtheremain

otherspaybeforeduedate

 Thereispositiveunderstandingastowhypeoplepaytaxes

 Majorityoftaxpayerspaytheirtaxliabilityonthegiventimeperiod

5.2Recommendation
Basedonthefindingthefollowingrecommendationisforwarded,withrespecttotax

collectionandassessment,theCityadministrationrevenuesauthorityshouldtakethe

followingmeasures.

 Therevenuesauthorityshouldextendawarenessregardingtaxtothecommunity

byusingdifferentmedia,brochureandbyfacetofacetraining.

 Therevenuesauthorityshouldtrytosmooththewaythattheannualtaxpayment

(taxrate)andincomeofthetaxpayersbecomebalanced.Byinformingthe

complainoftaxpayerstoconcernedbody.

 Itshouldnecessarytocreatethesphereswhichupgradetheknowledgeofthe

employeesanddifferenttrainingrelatingtotaxlaw andamendmentoftaxlaw

mustbeprovided.

 Toreducedissatisfactionofemployeesontheirpositionjobrotationisoneway

andtherevenuesauthorityshouldtrytomaketheworkingenvironmentattractive

andcomfortablebyprovidingrefreshmentcenterforworkerandbycreating

dutiesthatimprovefriendlyrelationbetweentheworkers.
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 Therevenueauthorityshouldtrytoimprovenetworksystem oftheofficeto

satisfytheircustomer

 Tohaveeffectivetaxassessmentandcollectionsystem,theAellataxrevenue

officebettertohavesufficienthumanresourcesbyimproveskillandknowledge

ofemployeesthroughpropertraining,givingincentivesforemployeeswhotryto

upgradetheireducationallevel.

Tobringtaxpayerstopaytheirtaxliabilityinwillingnessbasetheresearcher

recommendsthattaxofficeisbettertodeterminetheannualincomeliabilitybased

onevidentiallevelofincome.
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Questionnaireprepared to collectinformationfrom employeeof

Asella city revenue authority to investigate the principaltax

collectionproblem experiencedundercategory“c”taxpayerincase

ofAsellacityadministration.

Dearsir/madam;

Thisquestionnaireareintendedtocollectinformationintaxcollectionproblem

undercategory”C”incasestudyofAsellacityadministration.Themainpurpose

ofthesequestionnairesisforpartialfulfillmentoftherequirementofBAdegree

in Accounting and finance.so you are kindly requested to complete this

questionnairebyhonestandheartedly.Ipromisethatalltheinformationyou

sharewillbekeptprivacyandsecretlyanduseforacademicpurposeonly.Your

honestandthoughtfulisregardedasinputtothequalityoftheresearchresult.

Finally,ifyou have commentorfurtherexplanation please use the space

providedattheendofthequestionnaire.

Generalinstruction

1.Noneedtowriteyourname

2.Yourparticipationisvoluntary

3.Pleasesimplytick(√)ontheappropriateboxorgiveexplanationtoopen

endedquestionwhatyouthinkbywriting.

PARTI:QUESTIONNAIRESRELATEDTOREVENUESAUTHORITYEMPLOYEES

PERSONALINFORMATION
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1.AgeA.20-30 B,31-40 C.41-50 D.above50

2.Gender A.Male B.Female

3.EducationQualification:

A.Technicalschool C.College(diploma) B.degree D.MA/MSC

others

PARTIIQUESTIONNAIRESRELATEDTOTAXCOLLECTIONPROCEDURE

1.Doyouhaveanydistinctprocedurefollowedtocollecttaxfrom categoryctax

payer?

A,YES B,NO

2. Arethoseproceduresimplementedproperly?

A,YES B,NO

Ifyouranswerisnoforquestions2,whatisthereason

_______________________________________________________________________________

______

3.Istheprocedureconvenientforbothtaxofficeandtaxpayer?

A,YES B,NO

4. Ifyouranswerisnoforquestion3whatarethereason

_______________________________________________________________________________

______

5. whatdoyouthinkaboutyourtaxcollectionperformance?

A.collectpurely B.collectmoderately C.collectquickly

6.Howdoyoufeelaboutthepositionyouhaveassigned?

A.istherightposition B.beyondmycapacity C.Undermaycapacity

PART III:QUESTIONNAIRES RELATED TO MAJOR PROBLEMS OF TAX

COLLECTION

7.Whataremajortaxcollationsproblem forcategoryctaxpayer?

A,Lackofawareness B,lackofabilitytopay C,Intentional D.Others

_____________
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8.Dotaxpayerattempttoevadeandavoidtheirtaxliability?

A,YES B,NO

9.Isthereanycomputerizedsystem (program)intheoffice?

A.Yes B.No

10.Isthenetworksystem oftheofficecapableofto serveallcustomers

efficiently?

A.Yes B.No

Ifyouranswerisnoforquestion11whatarethereason

11.Howdoyouevaluatetheknowledgeoftaxpayerabouttaxation?

A.High B.Low C.Medium

12.Doyouthinkthatsocialandculturalfactorshaveanimpactontaxpayer

behavior?

A.Yes B.No

13.Domosttaxpayerspaytheirtaxliabilityontime?

A.Yes B.No

14.Otherproblem----------------------------------------------------------------------------------------------------

---------------------------------------------------------------------------------------------------------------------


