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Abstract

Thepurposeofthisstudyistoinvestigatefactorsaffectingtaxauditeffectivenesson

largetaxpayer’soffice.Thestudystandstoanswerthefollowingresearchquestion

“How auditquality,managementsupport,organizationalsetting,auditattributes,

organizationalindependenceandtheinterplayamongthem,influence taxaudit

effectivenessinlargetaxpayersoffice?”Inlightofthisobjectivethestudywasadopt

primaryresearchmethodtotestaseriesresearchhypothesis.Specifically,thestudy

wasusedsurveyofclosedendedquestionnairefromtaxrevenueandauthorityanalysis

offices’inwolkitetown.Thentaxauditorswasselectedbasedoncensusmethod.

Because,thetargetpopulationtobestudywassmall.Inlargetaxpayer’sofficethere

are4taxauditorssupervised.Thentheresearcherwasdistributethosequestionersto

the4taxauditors.DatawasanalyzedonquantitativebasisusingPearson’scorrelation

anddescriptivestatistics.Theresultsshowedthatthereisnostatisticalsignificance

negativerelationshipbetweenorganizationalsettingandtaxauditeffectiveness.

Besides,theresultsshowedthatTaxAuditEffectivenessofLargetaxpayer’sofficeis

highlyaffectedbyauditqualityofthedepartment,managementsupportandthe

organizationsindependencefrom unethicalpractices.Whileasauditorsperceptionit

doesn’tbeaffectedbyorganizationalsettingandauditeesattribute.
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CHAPTERONE

INTRODUCTION

1.1Backgroundofthestudy

ThegovernmentofEthiopiahasseveralalternativetofinanceitspublicexpenditures

andpursueitsfiscalpolicy.Thesealternativeincludeimposingoftaxesonbusinesses

andindividual,andnon-taxrevenuessuchasservicefees,moneyprints,loans(both

domesticandforeigninstitutions),propertyandinvestmentincome,privatizationof

publicenterprises,anddomesticandforeigngrants.Amongothers,taxalongwith

customscollectionsisanimportantsourceofrevenueforeverygovernment,andisa

hearttoacountry‟swellbeing(Dammeetal.2008).Theproperamountoftaxmustbe

collectedonatimelymannerforsuccessfullyimprovingandmaintainingsteady

economicprogressofanation.Todothis,theenforcementpowersofthetax

administration,includingtaxaudit,mustbeappliedjudiciouslyandinanevenhanded

fashion(Baurer2005).Ataxauditisanexaminationofwhetherataxpayerhascorrectly

reporteditstaxliabilityandfulfilledotherobligations.Itisoftenmoredetailedand

extensivethanothertypesofexaminationsuchasgeneraldeskchecks,compliance

visitsordocumentmatchingprograms(OECD,2006a).AsBiber(2010)noted,therole

ofanauditprogram inamoderntaxadministrationmustextendbeyondmerely

verifyingataxpayersreportedobligationsanddetectionofdiscrepanciesbetweena

taxpayer’sdeclarationandsupportingdocumentation.

According to Kircher(2008)tax auditis the examination ofan individualor

organization’staxreportbytherelevanttaxauthoritiesinordertoascertaincompliance

withapplicabletaxlawsandregulationsofstate.Hefurtherreportedthattaxauditisa

processwheretheinternalrevenueservicetriestoconfirmthenumbersthatyouhave

putonyourtaxreturn.Ola(2001)statedthattheprocessoftaxauditinvolvestax

returnsthatareselectedforauditusingsomeselectioncriteria.Thereafter,the

underlyingbooksandrecordsofthetaxpayersareexaminedcriticallytorelatethemto
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thetaxreturnfiled.Taxauditisimportantbecauseitassistthegovernmentincollecting

appropriatetaxrevenuenecessaryforbudget,maintainingeconomicandfinancialorder

andstability,toensurethatsatisfactoryreturnsaresubmittedbythetaxpayers,to

organizethedegreeoftaxavoidanceandtaxevasion,toensurestrictcompliancewith

taxlawsbytaxpayers,toimprovethedegreeofvoluntarycompliancebytaxpayersand

toensurethattheamountdueiscollectedandremittedtogovernment.Slemrod(2000)

isoftheviewthattaxauditisoneofthemosteffectivepoliciestopreventtaxevasion

behaviour.Theleveloftaxauditcanbedeterminedbytwoelements:oneishowmany

taxpayersareselectedforauditandtheotherishowmuchintensivetheauditis.The

firstelementiseasilymeasuredbythenumberofauditedtaxpayersdividedbythetotal

numberoftaxpayers.However,thelatterissodifficulttomeasureduetonon-

publishedinformationabouttaxauditprogress.Itiscommonlymeasuredbythefirst

elementtoindicatetheleveloftaxauditforpracticalcomparison.Inthewordof

Okonkwo(2014),taxauditisindependentexaminationofaccounts,taxreturns,tax

paymentsandotherrecordsofataxpayertoconfirmcompliancewithtaxlaws,rules

andregulationsandaccuracyandcorrectnessoftaxpaidandadheringtogenerally

relevantaccountingprinciplesandstandards.Whiletaxinvestigationandtaxauditare

oftenusedinterchangeably,however,inpractice,taxinvestigationisamoredetailed

andpainstakingexaminationofthetaxpayer‟srecords.Itisusuallytriggeredby

suspicionoffraud,evasionandrelatedoffences(Okonkwo,2014).Therefore,the

purposeofthisstudyistoidentifyfactorthataffecttaxauditpractice.

1.2StatementoftheProblem

Taxationindevelopingcountriesisachallengingtopicandhasattractedincreasing

attentiontotheresearcher.Manyproblemsobservedlikepoortaxadministration,

failingtocollectsufficienttaxrevenues.Inmanydevelopingcountriesitisobserved

thatthereislowcapacityoftaxadministrationtomonitorcomplianceamongtaxpayers

andthepotentialamountoftaxrevenuehasnotbeencollectedinanefficientand

equitablemanner(EdmistonandBird,2004).

Inmanydevelopingcountriesitisobservedthatthereislow capacityoftax

administrationtomonitorcomplianceamongtaxpayers(Tanzi,2000).Ethiopia,likeany
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otherdevelopingcountries,facesdifficultyinraisingrevenuetothelevelrequiredforthe

promotionofeconomicgrowth.Hence,thecountryhasbeenexperiencedaconsistent

surplusofexpenditureoverrevenueforsufficientlylongperiodoftime.Toaddressthis

problem,thegovernmentintroducedtheimpositionoftax(directandindirect),among

others;asmajorandimportantsourcesofpublicrevenue.However,thisimpositionof

taxcouldn’tstillbringtherequiredresultduetoa

numberofreasonssuchaslackofclearunderstandingaboutthetaxsystem bythe

taxpayers,taxpayersdon’tcomplywiththeirtaxobligation,hostilitybetweenthe

taxpayersandtaxofficials,negativeattitudeoftaxpayertowardsthetaxsystem,

understatingtheirtaxableincomebysignificantamountForthesereasons,theactual

amountoftaxcouldn’tbecollectedproperly(Tadele,2010).

Ataxauditisoneofthemostsensitivecontactsbetweenthetaxpayerandarevenue

body,thepresenceofanauditorinataxpayer’sprivatedwellingorbusinesspremises,

coupledwiththeexplorationofprivateandbusinessissuesandthegatheringof

informationfrom taxpayers’booksandrecords,orjustthedisruptionofday-to-day

workflow,representsaburdenonthetaxpayer(OECD,2006).Taxaudithelprevenue

authorityachievingitsobjectives,andensuringthefiscalhealthbymeansofindirectly

drivevoluntarycomplianceanddirectlygenerateadditionaltaxcollections,bothof

whichhelptaxauthoritiestoreducethetaxgapbetweenthetaxdueandtaxcollected.

Andthisstudywillbefoundthatthemajorfactorsaffectingtaxauditpracticeareaudit

quality,organizationalsetting,topmanagementsupport,organizationalindependence

andauditattribute.However,empiricalstudiesarelackingtoidentifyfactorsaffecting

taxauditpracticeinourcountryEthiopia.Thisstudy,therefore,considerstheabove

mentionedvariablesasindependentanditverifiesiftheyareinfluencingontaxaudit

practiceinWolkiteTownadministrationrevenueofficetaxauditpractice.

Previousstudy’s discusstheissueoftaxauditindifferentperspectivesand

organizationalsetting.thestudyof(Gebeyehu,2008)discusstaxauditinrelationtoits

significanceonrevenueontheyear2008.thestudyof(Bibibiso,2014)discussHawassa

cityadministrationtaxauditperformance(Yismaw,2007)alsostandstheissueof



4

internalaudit effectiveness on public sector organization .Recently (Ayalew,

2014)discussonfactorsaffectingtaxauditeffectivenessastudyonBahirdarcity

administration.Thereforepreviousstudy’sadequatelydiscussissuesrelatedtotax

auditbutaslargetaxpayershavemajorshareontheeconomy,theresearchercouldn’t

findastudyrelatedtoLTOandtaxauditeffectiveness.So,theresearchertriestofocus

onthefactorsaffectingtaxauditeffectivenessevidencefromlargetaxpayer’sofficeof

theEthiopianrevenueandcustomsauthority.

1.3.ObjectivesoftheStudy
1.3.1.Generalobjective

Themajorobjectiveofthisstudywastoexaminethefactorsaffectingtaxauditpractice

inlargetaxpayer’sinWolkiteTownRevenueandCustomAuthority.

1.3.2.SpecificObjectives

Basedonthegeneralobjectivestatedabove,thestudyaddresseethefollowingspecific

objectives:

1.Toinvestigatetheeffectofauditqualityontaxauditeffectiveness.

2.Toexaminetheeffectoforganizationalsettingontaxauditeffectiveness.

3.Toevaluatetheeffectoftopmanagementsupportontaxauditeffectiveness.

4.To evaluate the effectoforganizationalindependence towards tax audit

effectiveness.

5.Toinvestigatetheinfluenceofauditeeontaxauditeffectiveness.

1.4Hypothesesofthestudy

H1.Taxauditeffectivenessispositivelyinfluencedbyauditquality.

H2.Taxauditeffectivenessispositivelyinfluencedbyorganizationalsetting.

H3.Theeffectivenessoftaxauditisinfluencedpositivelybytopmanagementsupport.

H4.The effectiveness oftax auditis influenced positively by organizational
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independence.

H5.Theeffectivenessoftaxauditisinfluencedpositivelybyauditeeattributes.

1.5SignificanceoftheStudy

Thestudywashavemuchmoresignificance,amongthesethemajoroneare.The

authoritymightbeabletoseeitslevelandperformanceoftaxauditactivities,andlearn

somelessonsandbuildsomecorrectivemeasuresfortheweaknessesbasedon

recommendationstobeforwarded.Thereporthassomeconclusionsandforwards

somerecommendationsthatwasenabletheAdministrationRevenueOfficetoidentify

thefactorsthataffecttaxauditpracticeandtotakecorrectiveremediestokeepthe

existingfactorsthroughtaxauditimprovement.Further,the

studyhasparamountusefordifferentstakeholderswhoareinterestedforsuchas

governmentagenciesand businessassociations.Finally,the studymighthave

invaluableimportanceforfutureresearcherswhoneedtoconductastudyinthisand

relatedfields.

1.6Scopeofthestudy

ThestudywasfocusedontheauditpartoftaxadministrationofEthiopiainthecaseof

Wolkitetownconstraints.thisstudycontemplatesonexaminationoftaxaudit

effectiveness, auditee attributes, audit quality, organizational independence,

organizationalsettingandtopmanagementsupport.Thescopeofthisstudywouldbe

limitedtotheexaminationoffactorsaffectingtaxauditeffectivenessin large

taxpayer’soffice.

1.7Limitationofthestudy

Anytypeofresearchmayhaveitslimitation.Thedegreeoflimitationisdependingon

thesituation thatthestudentresearcherswereinvolved orthewillingnessof

respondentaboutthestudentresearchersneeded.Thestudentresearcherswereface

differentproblem thatmakeshardtoconductthestudy.Therefore,thefollowing

problemswerethemajors;

 Lackofsufficienttimeandinformation
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 Financialconstraint

 Unwillingnessofemployeesattimeofdatacollection

1.8OrganizationoftheResearch

Thisresearchhasfivechapters,thefirstchapteroutlineintroductionofthestudywhich

includesthebackground,statementoftheproblem,objectives,hypothesisdevelopment,

significanceofstudy,scopeofthestudy,limitationofthestudy,andorganizationofthe

research,SecondChapterisaliteraturereview includes,Theoreticalreview and

Empiricalreview,chapterthreecontainstheresearchmethodology;whichdescribes

abouttheresearchapproach,researchmethods,samplingdesignandsourcesofdata

Chapterfourdiscussaboutdatapresentation,analysisandinterpretation,different

tablesandfiguresareusedinthisparttodescribeandanalyzethequantitativedata.

Finallythefifthchapterpresentsthemajorconclusiondrawnfromanalysisandfindings

ofthestudyandpossiblerecommendationfortheidentifiedproblemsalsoincluded.

CHAPTERTWO

REVIEWOFRELATEDLITERATURE

2.1Introduction
Thissectionpresentsreviewofexistingtheoreticalandempiricalliteratureontaxaudit.

Attheendofthereview,anattemptismadetosummarizethemajorDrawbacksofthe

existingempiricalstudiesandtoidentifytheknowledgegaptobefilledinbyfurther

investigation.Thechapterisorganizedinto4section.thefirstsectionpresentsthe

theoreticalframeworkforaudit,thesecondsectionpresentsempiricalevidences,the

thirdsectionshowsgapsinliterature,andfourthConceptualframework.
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2.2Theoreticalframework

Auditisdefinedasthestructuredexaminationofbusiness’relevantcommercial

systemsfinancialandnon-financialrecords,physicalstockandotherassets,internally

generateddataandthatproducedindependentlyofthebusiness.

Taxauditisacriticalandsignificantcomponentofthecomplianceactivitiesoftax

administrationbymeansofproperuseofenforcingtaxlaws;itistheconductbyaudit

staffofappropriateverificationofselectedtaxpayer’swhetherhe/shehasbeen

correctlydeclaringthetaxliabilitiesincludingareviewoftaxpayer’ssystems,booksof

accountandotherrelatedinformation.Itmayincludecrosschecksoftaxpayer’srecords

withthoseoftaxpayer’ssupplier’sorwithothergovernmentdepartmentsandagencies

sourceofinformationanditseffectivenessandefficiencymustbeguaranteedby

meansofproperproceduresandapplicationofmodernaudittoolsandtechniques

(OECD,2006).Theoriesofauditing

Auditingtheoryhelpsexplainwhysocietyneedsauditing:theroleandpurposeofaudit

servicesincommunicationbetweenacompanyanditsenvironment.Theagencytheory

isthemostprominentoftheexistingtheories.

1)Agencytheory

Adams(1994)usedagencytheorytoexplainthatitisintheinterestofmanagementto

maintainastronginternalauditdepartment.Implementationofauditrecommendations

ishighlyrelevanttoauditeffectiveness(VanGansberghe,2005)andthemanagement

ofanorganizationisviewedasthecustomerreceivinginternalauditservices.Asa

result,management'scommitmenttouseauditrecommendationsanditssupportin

strengtheninginternalauditisvitaltoauditeffectiveness(Sawyer,1995).

Usingagencytheory,Xiangdong(1997)explainedtherolethatinternalauditplaysinan

economyandpointsoutthatinternalaudithasanadvantageoverexternalauditin
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obtaininginformationquicklyandfindingproblemsatanearlierstage;andSpraakman

(1997),applyingthetheoryoftransactioncosteconomics,demonstratedhowinternal

auditrecommendationsareimportanttothemanagementofgovernmentorganizations.

Auditfindings and recommendations would notserve much purpose unless

managementiscommittedtoimplementthem.“Auditorsareengagedasagentsunder

contractbuttheyareexpectedtobeindependentoftheagentswhomanagethe

operationsofthebusiness.Theprimarypurposeofauditedaccountsinthiscontextis

oneofaccountabilityandauditshelptoreinforcetrustandpromotestability”(Audit

quality,2005)

2)PositiveAccountingTheory(PAT)

WattsandZimmermanseektodevelopapositivetheoryofthedeterminationof

accountingstandards.“Suchatheorywillhelpustounderstandbetterthesourceofthe

pressuresdrivingtheaccountingstandard-settingprocess,theeffectsofvarious

accountingstandardsondifferentgroupsofindividualsandtheallocationofresources,

andwhyvariousgroupsarewillingtoexpendresourcestryingtoaffectthestandard-

settingprocess”(WattsandZimmerman,1978,112).

3)Institutionaltheory

Theconceptofinstitutionalisrelatedtoorganizationsactionsovertime.Suchactions

aresaidtobelegitimatedwithinanorganizationandenvironment(Pfeffer1982).

Institutionaltheorysuggeststhatinternaloperatingprocesseslooselycoupledwiththe

observablestructuresaccomplishtherealworkofanorganization.Asaresult,

organizationswiththeappropriatestructuresinplacewillavoiddeepinvestigationsof

theirfunctionbyexternalauditors(Meyerandrowan1977).Organizationsaresubjectto

rulesandregulationstowhichtheymustconforminordertoensuretheirlegitimacyand

thushaveaccesstoresourcesandensuretheirsurvival(DiMaggioandPowell1983).

However,theserulesandregulationsdon’tnecessarilyguaranteethatorganizationswill

continuetooperateefficiently(MeyerandRowan1977;Scott2008).Institutional

elementscomprisetheinstitutionsandovertimetheinstitutionalelementsaregiven

priority.Thekeypointistoidentifywhatinstitutionalelementsreinforceorundercut
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otherelements(Scott2008).Functionalpressure,politicalpressureandsocialsources

arethreepossiblefactorsthatcausepressureoninstitutionalcommonpractices(Oliver

1991)

4)Stewardshiptheory

Stewardshiptheoryoutlinesaco-operativeandoptimisticviewofrelationshipswithin

the corporation by assuming thatmanagers are good stewards and do not

misappropriatecorporateresources;theirbehaviorisalsoconditionedbynon-financial

motivessuchastheneedforrecognitionoftheirachievementsandperformance

(Vandenetal.2004).Thusthedirectors’roleistocounselandadviceratherthanto

monitorthestewardshiptheoryholdsthatnoinherent,generalproblem ofexecutive

motivationexists.Themodelofmanisbasedonastewardwhosebehaviorispro-

organizationalandcollectivistic.Followingthebasicthoughtsofstewardshiptheory,

thereisnoneedofimplementingmonitoringmechanisms.Thereisnoneedof

engagingauditservicesinordertosecurethereliabilityofinformation.However,within

stewardshiptheoryanauditcouldbeofvalueasameansofassistingtheexecutive’s

stewardship.

5)Stakeholdertheory

Stakeholdertheoryexplainstherelationshipbetweenorganizationsandtheirexternal

environment(Freeman1984).Astakeholderisdefinedasahumanagencythatcan

haveanimpactoraffectorganizations(Grayetal.1996).Stakeholdersrepresentthe

bigumbrellaforallindividualsandpartiesthatmayhaveadirectorindirectinterestin

anorganization.Directstakeholdersareshareholders,employees,investors,customers

andsupplierswhoseinterestsarealignedwiththecompany.Anexampleofanindirect

stakeholderisthegovernment,whichisindirectlyaffectedbythecompany’sfunction

(KielandNicholson2003).Duetothisroleof

stockholders,organizationsarenotonlyaccountabletoshareholdersonlybutalsoto

stakeholder
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2.2.1Typesoftaxaudit

TherearedifferenttypesofTaxAuditwhichareimplementedindifferentcountries.

Biber(2010)notedthat,therearedifferenttaxauditprogram.Thesearedeskauditor

verification,fieldaudit,registrationcheck,advisoryaudit,recordkeepingaudit,refund

audit,issue-orientedaudit,comprehensiveorfullauditandfraudinvestigation.

(a)DeskAuditorVerification

Deskauditusuallycarriedoutannuallyandprimarilybasedon:(1)areviewofincome

taxandVATreturns,orbasicratioscomparingwithpreviousperiodsorothertaxpayers

insimilarindustries,and(2)thecrosscheckingofinformationincludedinthetaxpayer

files.Itinvolvesbasicchecksconductedatthetaxofficewhentheauditorisconfident

thatallnecessaryinformationcanbeascertainedthroughin-officeexamination.

Information technology (IT)systems should provide strong supportforthese

verifications(Ebrill,2010).

(b)FieldAudit

triestoAccordingtoOECD(2006),fieldauditistypesofauditfocusesondetailed

examinationoftaxpayers’booksandrecordstodeterminewhetherthecorrectamounts

werereportedonthetaxreturns.Theauditormayalsoobtaininformationfromother

sourcessuchasbanks,creditorsandsuppliers,toconfirmitemsonreturns.Theaudit

isconductedattaxpayers’placeofbusiness,home,orattheofficeoftheiraccountant,

attorney,orotherpersonwhomayrepresentthem.Theauditorselecttheplacethatis

mostappropriateunderthecircumstancesandmostconvenientforthem.

(c)RegistrationCheck

Registrationcheckisaform ofunannouncedvisitstotaxpayer’spremisesfornew

enterprises(mainlysmallandmedium sized)todetectbusinessesoperatingoutside

thetaxsystem andaquickcheckonbusinessestoestablishthattheyarecorrectly

registered.Itshouldnottakemorethanhalfaday(OECD,2006)AccordingtoEbrill

(2001)inthisvisit,thetaxofficerensuresthatthetaxpayer:(1)hasabasic
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understandingoftheirobligations;(2)keepsappropriaterecords(bookkeepingreview

shouldbemandatoryincaseofvoluntarycompliancewhentheturnoverofthetaxpayer

isbelowtheregistrationthreshold);and(3)issuesproperinvoiceswhenrequiredbylaw.

(d)AdvisoryAudits

Itinvolvestheauditorsvisittonewlyestablishedbusinesses.Theyadvisethem

regardingtaxtypes,filingofreturns,paymentofamountsdue,recordkeepingtobe

maintained,refundclaims,riskofauditandsanctionsofnoncompliance.Thesevisits

areveryappropriatewhenintroducingnewtaxlaws.

(e)RecordKeepingAuditItisunannouncedvisitstothetaxpayers’businesspremises

tocheckwhethertheappropriaterecordsarekeptandVATinvoicesareissued.The

visitpointsouttheobligationsofthetaxpayerregardingthekeepingofrecordsand

followed up with penalties if the

taxpayercontinuestodisregardrecordkeepingrequirements(OECD,2006).

(f)RefundAudit

Refundauditshouldfocusonlyontheperiodcoveredbytheclaim.Apre-refundaudit

shouldbeundertakentoverifythetaxpayer’sentitlementtoarefundpriortoprocessing

afirstrefundclaim particularlyfornewregistrants.Itisalsocarriedoutwherethe

refundclaimvariessignificantlyfromestablishedpatternsandtrends.Auditsoffurther

claimsshouldbecarriedoutselectivelyGrandcolas(2005).

(g)Issue-orientedAudit

AccordingtoGrandcolas(2005),issueorientedauditfocusonasingletaxtypeand

coversnomorethanoneortworeportingperiods.Itshouldbedirectedatverifying

itemsforwhicherrorshavebeendetectedinthereturns(atypicalratios,grossrevenues,

comparisonofgrosssalesto(.imports).Single-issueauditsareconfinedtooneitemof

potentialnoncompliancethatmaybeapparentfromexaminationofataxpayer’sreturn.

Giventheirnarrowscope,singleissueauditstypicallytakelesstimetoconductandcan

beusedtoreviewlargenumbersoftaxpayersinvolvedinsimilarschemestoconceal
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non-compliance(OECD,2006).

(h)ComprehensiveorfullAudit

Ebrill(20011)definedcomprehensiveauditascomprehensiveexaminationofall

informationrelevanttothecalculationofataxpayer’staxliabilityforagivenperiod.This

auditmaycoveralltaxobligationsoveranumberoftaxperiods,orextendedtoseveral

yearsuptothelimitprovidedforinthelaw.Allcaseswhereseriousunderreportingor

evasionhasbeendetectedunderanyofotherauditsshouldbeforwardedtoaunit

responsibleforundertakingcomprehensiveauditsofalltaxliabilities.Theobjectiveis

todeterminethecorrecttaxliabilityforataxreturnasawhole.Asthisauditisusually

timeconsumingandcostlytoundertake,itshouldonlybeappliedtothosetaxpayersif

thereisanindicationofunderreportingthatmayimpactacrosstaxes.Itrequires

considerableresourcesandreducestheratecoverageofthatcouldotherwisebe

achievedbyamorevariedmixofaudittypestaxpayer.

(i)FraudInvestigation

Fraudinvestigationisatypeoftaxauditthatinvestigatescriminalwhicharisesfrom

wherethemostseriouscasesofnoncompliance.Ithelpstodetectfraud,evasion,and

criminalactivityKrelove(2005).Fraudinvestigationrequiresspecialskillincluding

meetingevidentiaryrequirements,seizureofevidencesorrecords,testimonyfromkey

witnessesandpreparingbriefsforcourts.Hence,itshouldbeundertakeninaccordance

withcriminalprocedurelaws.OECD(2004a)statedthat,Revenueauthoritiesshould

maintainadedicatedorganizationalunitresponsibleforthehandlingofseriouscases

oftaxfraudorevasion.AccordingtoOECD(2006)thetypesoftaxauditarecategorized

indifferentbasedonthescopeanditsintensityoftheauditperformed.

2.2.2Theeffectivetaxauditprogram

Taxauditisoneofthelongeststandingandacceptedcompliancestrategiesintax

administration.Thetaxauditprogram providesvisibilitytothecomplianceand

enforcementarm ofthetaxadministration(Thomson2008).Theauditingandspot

checkingofrecords,coupledwithasystemofadequatepenaltiesfordetectedcasesof
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fraud,istheuniversalmethodfortaxcontrolandthepreventionoftaxevasion.Tax

evasioncanbebroughttolightonlybyameansofaneffectiveauditprogram (Tait

1988).Taxauditalsohelpstaxagenciestoachieverevenueobjectivesthatensurethe

fiscalhealthofthecountryandindividualstates.Itderivesvoluntarycomplianceand

generatesadditionaltaxcollections,bothofwhichhelptaxagenciestoreducethetax

gapbetweenthetaxesdueandtheamountcollected(BarrecaandRamachandran

2004).

2.1.3Auditcaseselectionmethods

Theprimarygoalofrevenueauthoritiesistomanageandimproveoverallcompliance

withthetaxlaws,andintheprocesssustainconfidenceinthetaxsystem andits

administration.Taxauditis a sole treatmentforcompliance riskavailable to

administrationsthatallowsexercisingeffectivesanctions(imprisonmentandpenalties

and/orinterest).Itactsasapublicsanctionmakingtheextentoftheadministration’s

enforcementpowersvisiblewithinthecommunityandencouragingotherstocomply.

Complianceriskisthefailuretocomplywiththetaxlawbytaxpayerswhetherdueto

theirignorance,carelessness,recklessness,deliberateevasion,orweaknessesintax

administrationitself,andhavebeenaddressedonlybyenforcementthroughanaudit

basedapproach(OECD2004a).

2.1.4ExaminationTechniques

Ataxauditorappliesvarioustechniquestoexaminethebooksandrecordsbehinda

return.Thetechniquestobeuseddependonthetaxpayerandthetaxregimeconcerned.

AsBiber(2010)noted,aneffectivecaseplancanbecognizantofarangeof

investigativeandanalyticalapproachesthatmayvarydependingupontheareaofrisk

andthecircumstancesoftheparticulartaxpayer.Thedecisionregardingthetypeof

teststobeundertakenaswellastherecordsneededbytheauditortoaddressspecific

issuesisinfluencedbythenatureofthetaxpayer’soperations,adequacyofbooksand

records,andmaterialityofpotentialadjustments.AccordingtoOECD(2006a),the

techniquesusedforauditexaminationpurposesincludeanalyticalreview,investigative
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approach,fieldexamination,recordexamination,andcounterpartexamination.

2.1.5Auditworkforcecapabilities

AsOECD (2006a)stated,revenuebodiesmustmanageanddeveloptheiraudit

workforcetodelivertheirplannedoutcomesthroughincreasinglydesigningand

implementingcapabilityorcompetencymodels.Capabilityorcompetencymodelrefers

toaformalspecificationoftheskills,knowledgeandattributesofstaffthatarerequired

toperform aspecificjobinanefficientandeffectivemanner.Themodelgenerally

containsjobdescriptions,functionaldescriptions,andcompetencyprofilesusingtask

relatedcompetencies.Itistypicallysupportedbytraining,exams,andeducational

requirementstoensureandbuildcapability.Themodelisusedasabasisformanaging

performance,training,staffdevelopment,andrecruitmentacrosstheauditfunction.

Differentcapabilitiesarerequiredforworkperformedindifferentmarketsegments,or

onclientsexhibitingdifferentbehaviorstowardstaxcompliance.Typicalpointsof

differencearecapabilitiesrequiredfornoncompliantaggressiveclients,auditworkwith

largebusinesses(deeperandmorespecializedknowledgeaboutspecificregulationsis

requiredforthissegment),performingsystem andelectronicdatabaseaudits,and

conductingcriminalandfraudcases(OECD2006b).

2.3Empiricalliteraturereview

TaxauditsarekeycharacteristicsofthevoluntarycompliancemechanismintheSAS

regimebecausehigherauditratesarethoughttoincreasetaxcompliance(Allingham

andSandmo,1972).Taxauditshaveaspecificdeterrenteffectonthoseaudited

taxpayers,andmore

importantly,auditsalsohaveageneraldeterrenteffectontaxpayersnotactually

audited(KhadijahIsaandJeffPope,2011).

Thespecificdeterrenteffectoftaxauditsrefersto enhancementofvoluntary

compliancebyensuringauditedtaxpayerscomplywiththeprovisionofthecurrenttax

lawsandregulations.Moreover,taxauditsallowtaxauditorstoeducatetaxpayerson

theapplicationoftaxlaws,toidentifyimprovementsrequiredforrecord-keeping,andto
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identifyareasoftaxlawsthattaxpayersneedclarification(OECD,2006).However,

businesstaxpayershaveamisconceptionthattaxauditsareeitheraimedtodetecttax,

torecovermoretaxortopenalizenoncompliance.Thegeneraldeterrenteffectoftax

auditsreferstotheadditionalrevenuecollectiongeneratedfromtaxpayerswhoarenot

actuallyaudited.TaxauditorsalsoplayacriticalroleintheeffectivenessoftheSASin

manycountries.Inadditiontotheirprimaryroleofdetectinganddeterringnon-

compliance,taxauditorsareoftenrequiredtointerpretcomplextaxlawsandcarryout

extensive examinations oftaxpayers’books and records (OECD,2006).OECD

(organizationforeconomicco-operationanddevelopment).Themodelconsidersfive

potentialfactors–auditquality,managementsupport,andorganizationalsetting,

auditeeattributes,andorganizationalindependencetoexplainauditeffectiveness.

2.3.1Auditquality

AuditqualitytoIAisconsideredasadeterminantofIAeffectiveness(Mihretand

Yismaw,2007andAaronCohen& GabrielSayag,2010).Auditquality,whichis

demonstrated by the office's capability to provide usefulauditfindings and

recommendations,isoneofthemostprominent

factorsonwhichauditeffectivenessisanchored.TheperformancestandardsoftheIA

requiretheauditortoplanandperformtheworksuchthatheorshewouldbeableto

arriveatusefulauditfindingsandforwardrecommendationsforimprovement.The

office'sabilitytoproperlyplan,perform andcommunicatetheresultsofauditsisa

proxyforauditquality.Therefore,auditqualityisarguablyafunctionofextensivestaff

expertise;reasonablenessofthescopeofservice;andeffectiveplanning,executionand

communicationofaudits.Toevaluatethesedeterminantsofauditquality,evidence

from questionnaireresponseswiththeDirectoroftheAuditOfficewereused.To

supporttheresults,supplementaryinformationwascollectedthroughareview of

relevantdocuments.

2.3.2ManagementSupport

ManagementsupporttoIAisconsideredasadeterminantofIAeffectiveness(Mihret

andYismaw,2007andAaronCohen&GabrielSayag,2010).Themanagementliterature

offersampleevidenceforthekeyroleoftopmanagementsupportinthesuccessof
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almostallprogramsandprocesseswithinanorganization.FernandezandRainey(2006)

argued,basedonathoroughliteraturereview thattopmanagementsupportand

commitmenttochangeplayacrucialroleinorganizationalrenewal,asseniormanagers

canmobilizethecriticalmassneededtofollowthroughoneffortslaunchedbyoneor

twovisionarythinkers.Anumberofempiricalstudieshavefoundtopmanagement

supportforqualitytobeakeyfactorinitsimprovement.Topmanagers’attitudesand

behaviorshavealsobeenfoundtoberelatedtoqualitymanagementpracticessurvey

ofcompanieswithhigh-qualityperformancefoundthat89%hadCEOswhoregularly

visitedthefactoryfloor,participatedintrainingprogramsandattendedcompany-wide

quality-improvementevents.

Giventhis,itisnotsurprisingthatmanagementacceptanceof,andsupportfor,the

auditfunctionhaslongbeenseenascriticaltothesuccessofthatfunction.Several

recentstudieshavedemonstratedthatsupportforinternalauditingbytopmanagement

isanimportantdeterminantofitseffectiveness(Schwartz,DunfeeandKline2005).

Funding,ofcourse,isanimportantmeasureofsuchsupport:taxauditingdepartments

musthavetheresourcesneededtohiretherightnumberofhigh-qualitystaff,tokeep

up-to-dateintraininganddevelopment,toacquireandmaintainphysicalresourceslike

computers,andsoon.Theyseethemselvesasakeypartofthemanagementteam,and

believetheycaninfluencedecisions;maintainasufficientlevelofobjectivity,integrity

andcompetenceintheirjobs;andprovidegoodsupportfortheirownstaff.More

importantly,theyviewthesupportofuppermanagementasakeyfactorinensuringthe

effectivenessoftheirrole.

2.3.3Organizationalsetting

OrganizationalsettingtoIAisconsideredasadeterminantofIAeffectiveness(Mihret

andYismaw,2007).Organizationalsettingincludesthestatusoftaxauditinthe

organizationalstructure;theprobityoftaxauditoffice'sinternalorganization;budgetary

statusoftheinternalauditoffice;andtheexistenceofsoundestablishedcriteriato

evaluateauditees'practices.OrganizationalstatusandinternalorganizationThetax

auditfunctionofanorganizationshouldbegivenasufficientlyhighstatusinthe
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2.3.4Auditeeattributes

AuditeeattributestoIAisconsideredasadeterminantofIAeffectiveness(Mihretand

Yismaw,2007).Theauditeeattributesrelatetothecapabilityoftheauditeetomeetits

intendedobjectives.Auditeeattributeswithimplicationsonauditeffectivenessinclude

theauditees'proficiencytoefficientlyandeffectivelymeetorganizationalsub-goals;

theirattitudetowardstaxaudit;andthelevelofcooperationprovidedtotheauditor.

Auditqualityandmanagementsupportstronglyaffectsauditeffectiveness.Betteraudit

effectiveness,inturn,hasapositivebearingonthesetwofactors.Iftaxauditenhances

qualitytotheextentitelicitsmanagement'sinterest,managementsupportwouldbea

naturalreturningoffavorbecausethemanagementwouldrealizethecontributionoftax

audittotheachievementoforganizationalgoals.Thiswouldpositivelyreflectonaudit

qualityandenhanceauditeffectiveness.Themanagement'scommitmenttoimplement

auditrecommendationsimprovestheoperationoftheauditee,asaresultofwhichthe

auditeeattributeswould improveto thebenefitofauditeffectiveness.Further,

managementretainstheauthoritytoimprovetheorganizationalsettingandinfluence

theauditeetowardsapositiveeffectonauditeffectiveness,whichinturn,benefits

auditquality.Toachieveeffectiveauditwork,theauditorsarerequiredtohavefulland

unrestrictedaccesstoallactivities,recordsandproperties,andbeprovidedwith

cooperationfrom theauditee.Theeaseofaccesstorequiredrecordsintheauditee

variesamongtheunitsaudited.Thecapabilityoftheauditeestomeettheirobjectives

alsoreflectsonauditquality.

2.3.5Organizationalindependence

OrganizationalindependencetoIAisconsideredasadeterminantofIAeffectiveness

(AaronCohen&GabrielSayag,2010).TheroleofIAinorganizationsiscomplex.Van

Peursem (2004)identifiesstrongpotentialforconfusionintherelationshipbetween

internalauditorsandmanagement:internalauditorsareexpectedtoaidmanagersin

doingtheirjobs,andatthe

sametimetoindependentlyevaluatemanagement’seffectiveness.Internalauditorsare

chargedwithupholdingthebestinterestsoftheiremployer,buttheymaybereluctantto
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countermanagement,regardlessoftheconsequences.Bou-Raad(2000)arguedthat

thestrengthofanIAdepartmentmustbeassessedwithrespecttothelevelof

independenceitenjoysfrommanagementandfromoperatingresponsibilities.TheIIA,

theAmericanInstituteofCertifiedPublicAccountants(AICPA)andothershavelikewise

identifiedorganizationalindependenceascrucialtotheviabilityoftheinternalaudit

function.Auditorsshouldbesufficientlyindependentfrom thosetheyarerequiredto

auditthattheycanbothconducttheirworkwithoutinterference,andequallyimportant

tobeseentodoso.Coupledwithobjectivity,organizationalindependencecontributes

totheaccuracyoftheauditors’workandgivesemployersconfidencethattheycanrely

ontheresultsandthereport.Differentiateamongthreedimensionsofindependence:

programmingindependence,investigativeindependenceandreportingindependence.

Theyarguethatorganizationalindependenceismorecrucialtotheeffectivenessof

internalauditors,asitprotectstheauditorfrompressureorintimidation,andincreases

theobjectivityoftheauditingwork.

2.2.6Conclusionstotheliteraturereviewandknowledgegap

Eventhoughplentyofstudiesdiscussauditeffectivenessindifferentcountries

worldwide,theresearcherhavegotaccesstostudiesheldonSaudiArabia,Israel,

Nigeria ,Tanzania ,Jordan and otherfew countries .in Ethiopia the studyof

(Gebeyehu,2008),(Getaneh,2011)and(BIBISSO,2014)discusstaxauditpracticeof

AddisAbabacityadministration,FederalgovernmentandHawassacityadministration

respectively.ontheotherhandthestudyof(Yismaw,2007)measuresinternalaudit

effectivenessbyfocusingonpublicsectororganizations.Whilerecentlythestudyof

(Leilina,2015)discussexternalauditqualitybyfocusingonmanufacturingshare

companiesand(Ayalew,2014)measurestaxauditeffectivenessofBahirdarcity

administrationrevenueoffice.Thosestudiesexamineissuesregardingtaxaudit

effectivenessusingdifferentvariables.Buttheresearcherwantstofocusonlyonlarge

taxpayers.Themainreasonforselectionofsuchcategoryoftaxpayersforaudit

purposeistheirhighercomplianceriskandlargetaxpotential.andalsoishighly

influentialininvestmentandothereconomicactivities.
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2.2.7ConceptualFramework

ThisstudyconceptualizesthatthetaxauditeffectivenesscouldbeaffectedbyAudit

quality,Organizationalsetting,Managementsupport,Organizationalindependence,and

Auditeeattributes.studyisthereforetotestthenatureandthestrengthofthese

relationships.ConceptualframeworkpresentedinFigurebelow.

Source:theabovepicturetakenfromthebackgroundandtheempiricalstudy.

Figure2.1Conceptualframework
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CHAPTERTHREE

REEARCHDESIGNANDMETHODOLOGY

3.1Introduction
Thechapterisarrangedasfollows:Researchdesign,Researchmethodology,Dataand

methodofdatacollection,Targetpopulationanddataanalysistechniques,Model

specificationandfinally,Descriptionofstudyvariablesandtheirmeasureofvariables.

3.2ResearchDesign
Explanatoryresearchdesignwasusedinlinewiththeobjectiveofthestudy.Because,

theresearcherwantedtofocusonaverynarrowsetofdatawithdeepexplanationson

thestudyarea.Researchmethodsarethetechniquesusedtocollectdata.Inthisstudy,

theresearcheradoptedprimaryapproach.Forthisstudy,theresearcherapplied

quantitative (questioner)and are discussed in the following sub-sections.The

researcherdistributesthequestionerstothe4taxauditorsofLTOandthedatawas

processedonSPSSv16.0tomakecorrelationanddescriptivestatistics.

3.3ResearchMethodology

Themainobjectiveofthisstudywasbeexaminethefactorsaffectingtaxauditpractice

inWolkiteTownAdministrationRevenueOffice.Hence,theappropriateresearch

methodisacasestudyresearchtype,becauseitprovidesindeterminingthenatureof

unitstobestudyalongwiththenatureoftheuniverseandalsoithelpsinformulating

relevanthypothesesalongwiththedatawhichmaybehelpfulintestingthem,in

addition,enablethegeneralizedknowledgetogettheexistingsituationsofaudit

selection,taxauditfunction,auditstaffmonitoringandevaluating,andcomplianceof

taxpayersduringauditing.

3.4DataandMethodsofdataCollection
Themainbaseforthestudyisprimarydataonlywhichwascollectedthroughfieldwork

surveyinorderto getinformationontheissueoffactorsaffectingtaxaudit

effectivenessthroughquestionnaire.Thestructuredquestionnaireconsistsofclosed

endedquestionstocollectquantitativedatafromtherespondents.Alongwithsomeof

theclosedendedquestionsarefivescoreLikertscalestoproviderespondentsawider
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rangeofalternativewithendpointswhere“5”thelevelofagreementsarerepresentby1

to5.Stronglyagree5,agree4,neutral3,disagree2,andstronglydisagree1.

Questionnaireswerepretestedbyfiveanalyzedrespectivelyandthenecessary

correctionweremadeandstandardizedbeforetheywerecirculatedtotherespondents

totestthevalidity.thesequestionnaireswerefilledbytaxauditorstoreflecttheirwork

totheissueunderstudy.

Questionnaires:Questionerswereusedtocollectprimarydataform respondents

anditsadvantageiscoveringasmallnumberofrespondentseasilyandquickly.

Questionnairesweredistributedtotheselectedrespondentstogetprimarydataonthe

factorsaffectingtaxauditeffectiveness.Thequestionnaireshaveprovidedtothetax

auditorsandhaveatotalof31questions;withtwoparts,itsfirstparthave4relatedto

respondentsprofileandinitssecondpartithave27questionswhichweredesignedto

measurevariablesofthestudy.taxauditeffectivenessandauditeeattributeis

measuredbyeachwith5questions.Auditqualityandorganizationalindependence

wereeachmeasuredwith5questions,organizationalsettingandtopmanagement

supportwith3and4questionsrespectively.

3.5Dataanalysis

Beforepresentingthedataanalysismethodsadopted,thestudytriedtospecifythe

variablesandmodelsusedunderthestudy.Accordingly,thestudyidentifiedatotalof

sixvariablesincludingonedependent,andfiveindependentvariablesbasedonthe

previewsstudiesondifferentcountriesonsimilartopicsnamely,(MihretandYismaw,

2007),(Ayalew,2014)and(AaronCohen&GabrielSayag,2010).Intheresearch,raw

dataischangedintoadatastructurethatenablestogeneratemeaningfulanduseful

bitsofinformation.Themajorpartoftheanalysisisdonebasedonthedescriptive

statisticsandcorrelationforquantitativedatatoexaminethestudytoindicatethe

factorsaffectingtaxauditpracticeinLargetaxpayersoffice.Thecollectedand

analyzeddataispresentedbyusingthefollowingdatapresentationtools:
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3.6Targetpopulation

Thetargetpopulationforthisparticularstudyis4taxauditorsofrevenueandcustom

authorityinWolkiteTown.Sincethenumberoftaxauditorsisnotlarge,thestudyused

censusapproach.ToachievetheobjectiveofthestudytheresearcherusedCensus

methodtoselectthesurveyrespondents.BecauseCensusmethodismostreliable

especially,ifthenumberofpopulationissmall.

3.7ModelSpecification:

Thestudyuseddescriptivestatisticsandcorrelationmodels.andstatedthattheresult

ofcorrelationisanequationthatrepresentsthebestpredictionofadependentvariable

fromseveralindependentvariables.

Variables

Dependentvariable

TAE=taxauditeffectiveness

Independentvariable

AQ=auditquality

OS=organizationalsetting

MS=managementsupport

AA=auditeeattributes

OI=organizationalindependence

Therefore,theformulausedforthemodelis:

Y=β0+β1X1+β2X2+β3X3+β4X4+β5X5+Є

where,

Y-themeanvaluesoftheTaxAuditEffectiveness,

X1,X2,X3,X4,X5-meanvaluesofauditquality,meanvaluesof

organizationalsetting,meanvaluesofmanagementsupport,meanvaluesofauditee

attributes,

meanvaluesoforganizationalindependence.

.
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3.8Measuresofdependentandindependentvariables
 Dependentvariable

Giventhelackofacademicworkontheeffectivenessoftaxauditing,theresearcher

foundscalesintheliteraturethatweretestedfortheirreliabilitywhichmetthe

requirementsofthisstudy.Theresearcherusedthe27internalauditingeffectiveness

itemsadvancedby(AaronCohen&GabrielSayag,2010)asastartingpointand

variablesweretestedfortheirreliabilitythrough(Cronbach’sAlpha)forallitemswith

SPSSV16.0.

Taxauditeffectiveness-Thisvariablewasmeasuredbyfiveitems(numbers5,6,7,8

and9).Themajorityoftheseitemsdealtwiththetaxauditeffectiveness.

 Independentvariables

Itshouldbenotedthatthedataforthefiveindependentvariableswerecollectedfrom

thetaxauditorsinlargetaxpayer’soffice.Therefore,theindependentvariables

representtheperceptionsofthetaxauditorsregardingtheseconcepts.

Auditeeattributes:Thisvariablewasmeasuredbyfiveitems(numbers10,11,12,13and14).

Themajorityoftheseitemsdealtwiththeauditeeattribute.

Auditquality:Thisvariablewasmeasuredbyfiveitems(numbers15,16,17,18and19).

Themajorityoftheseitemsdealtwiththeauditquality.

Organizationalindependence:Thisvariablewasmeasuredbyfiveitems(numbers,20,21,22

,23,24and25).Themajorityoftheseitemsdealtwiththeorganizationalindependence.

Organizationalsetting:Thisvariablewasmeasuredbythreeitems(numbers26,27and

28).Themajorityoftheseitemsdealtwiththeorganizationalsetting.

Topmanagementsupport:Thisvariablewasmeasuredbyfouritems(numbers29,30,

31and32).Themajorityoftheseitemsdealtwiththetopmanagementsupport.

DatawasthenanalyzedonquantitativebasisusingPearson’scorrelationand

descriptivestatistics.
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CHAPTERFOUR

DATAANALYSISANDPRESENTATION

Intheprecedingchapters,thereview ofrelevantliteraturehelpedthisstudyto

understandtheproblemanddesignanappropriateresearchapproachtodealwith.The

previouschapteralsodiscussedtheresearchdesigntoachievetheobjectivesofthe

studyandtotesttheresearchhypothesisthereon.Inthischapter,thestudyanalyzes

thecollected datausing variousstatisticaltoolsand presentstheresultsand

discussionaccordingly.anduseddescriptivestatistics,andcorrelationanalysis.Atthe

endofthecollectionprocess,Thedatacollectedfromthereturnedquestionnairewere

enteredintoSPSS(Statisticalpackageforsocialsciencesoftware)version16for

analysis.Finallydescriptivestatistics,andcorrelationanalysiswereperformed.

4.1DescriptiveStatisticsresults

Thedescriptivestatistics(suchasmeanofdistribution,medianofdistribution,

minimum/maximum oftherangeofdistribution and standard deviation ofthe

distribution)were investigateandpresentanoverviewofbothdependent(TAE)and

independentvariables(AA,AQ,OI,OSandTMS)usedinthestudy.Table1,showsthe

descriptivestatisticsoutputofallvariables.Italsodescribestheoverallnatureof

variablesinthestudyandtheirinterpretationispresentedasfollows

Table1:Descriptivestatisticsoutputofallvariables

DescriptiveStatistics

N Minimum Maximum Mean Std.Deviation

TAE 4 14.00 21.00 17.7500 3.30404

AQ 4 9.00 16.00 12.7500 2.98608

OS 4 5.00 11.00 8.5000 2.51661

MS 4 12.00 16.00 14.7500 1.89297

AA 4 16.00 20.00 18.5000 1.73205

OI 4 12.00 16.00 13.7500 1.70783

ValidN(listwise) 4

Source:OutputofSPSS16
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1.AccordingtoBest,(1977),standarddeviationofthescorefrom1-1.80islowest,from

1.81-2.61islower,from 2.62-3.41isaverage/moderate,from 3.42-4.21isgood/high,

and4.22-5isconsideredverygood.

2.Besides,thedecisionrulesusedintheanalysiswasaveragemeanlessthan3was

consideredaslow,averagemeanequalto3wasconsideredasmediumandaverage

meangreaterthan3wasconsideredashigh.(Bestandkhan1995).

ThemeandistributionofthedependentvariableTAEofthestudyis17.7500whichis

greaterthan3andstandarddeviationstatisticsforTAEis3.30404,whichislessthan

3.41.itshowstheaspertheauditorsperceptionauditeffectivenessinLTOisequalto

itsmoderatelevel.Theauditor’sresponseshowsonthe5questionstaxaudit

effectivenessinLTOisaverage.

Themeandistributionofauditeeattribute(AA)was18.5000whicharegreaterthan3

andthestandarddeviationofauditeeattribute1.73205whichislessthan1.80which

indicatesinviewoftherespondentsthereislowestauditeeattributeinlargetaxpayer’s

office.

Qualityofauditisdeterminedbyauditplanning,auditexperience,executionand

communication,workingpapersandqualityassuranceapproval.Themeanvalueof

auditqualitywas12.7500,whichisgreaterthan3.thisimpliesthatauditorsperception

onqualityofauditinlargetaxpayersauditasinitsplanninguptoworkingpaper

preparation,theauditworkisdoneastheauditmanualindicates.Thevariationofaudit

qualitymeasuredbystandarddeviationwas2.98608whichisequalofitsmoderate

score,itcanbeunderstoodthatthelargetaxpayershaveaverageauditquality.

Themeanvalueoforganizationalindependencewas13.7500whichisgreaterthanits

moderatevalueof3.Itindicatesthatforthelargetaxpayershave greaterthan

moderateorganizationalindependence.Thestandard deviation oforganizational

independencewas1.70783which

indicatesthelargetaxpayershavelessthanof1.80.Itsimplicationisthatauditor’s
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perceptiononorganizationwasnotfreefromunethicalpracticeslikecorruption.

Organizationalsettingisdeterminedbyorganizationalstatus&internalorganization

andorganizationalpoliciesandprocedures.Themeanvalueoforganizationalsetting

was8.7500whichisgreaterthan3anditsstandarddeviationwasalsolessthanits

average.Soitsimplicationisauditor’sperceptiononorganizationalpoliciesand

proceduresarenomoreworkablefortheauditdoneinLTO.

Theaveragemeanvalueoftopmanagementsupportinlargetaxpayer’sofficewas

ratedas14.7500whichisgreaterthan3anditsstandarddeviationwas1.89297which

is also less than its moderate level.So the respondent’s perception on top

management’sroleonauditeffectivenessofLTOislower.

4.2CorrelationAnalysisandDiscussion

Correlationanalysisisastatisticaltoolwhichisusedtomeasurethestrengthordegree

oflinearassociationbetweentwovariables.Thecorrelationcoefficient,whichalways

laysbetween-1and+1,wasusedtomeasurethestrengthandmagnitudeordegreeof

linearassociationbetweentwovariables.Acorrelationcoefficientof+1showsastrong

andpositivelinearrelationshipbetweentwovariables.Onthecontrary,acorrelation

coefficientof-1indicatesastrongandnegativelinearassociationbetweentwoseries.

Acorrelationcoefficientof0showsthattherenolinearrelationshipbetweentwo

variables.Thecorrelationtablebelowshowsthatalltheindependentvariableshavea

positiveandnegativesignificantrelationshipwiththedependentvariable.Theresultof

correlationanalysisisdiscussedindetailasfollows
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Table2:Correlationmatrixbetweenvariables

Source:OutputofSPSS16

Correlations

TAE AQ OS MS AA OI

TAE PearsonCorrelation 1 .904 -.020 .573 .087 .103

Sig.(2-tailed) .096 .980 .427 .913 .897

N 4 4 4 4 4 4

AQ PearsonCorrelation .904 1 -.200 .398 -.097 .180

Sig.(2-tailed) .096 .800 .602 .903 .820

N 4 4 4 4 4 4

OS PearsonCorrelation -.020 -.200 1 .805 .994** -.969*

Sig.(2-tailed) .980 .800 .195 .006 .031

N 4 4 4 4 4 4

MS PearsonCorrelation .573 .398 .805 1 .864 -.748

Sig.(2-tailed) .427 .602 .195 .136 .252

N 4 4 4 4 4 4

AA PearsonCorrelation .087 -.097 .994** .864 1 -.958*

Sig.(2-tailed) .913 .903 .006 .136 .042

N 4 4 4 4 4 4

OI PearsonCorrelation .103 .180 -.969* -.748 -.958* 1

Sig.(2-tailed) .897 .820 .031 .252 .042

N 4 4 4 4 4 4

**.Correlationissignificantatthe0.01level(2-tailed).

*.Correlationissignificantatthe0.05level(2-tailed).
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Thecoefficientofcorrelationbetweentaxauditeffectivenessandauditqualityis0.904,

whichindicatesthatthereisstrongpositivecorrelationbetweenTAEandauditquality

andtherelationship,issignificantal0.05levelofsignificance.Therelationshipbetween

taxauditeffectivenessandauditqualityishigherthantherelationshipbetweentax

auditeffectivenessandauditeeattribute.Thisimpliesthatifthequalityofaudit

(planning,execution,workingpapersdoneaspertheauditmanual,experienced

auditorsincreasedinthestaff)wereimprovedintheprocessitseffectivenesswillbe

affectedsignificantly.

Taxauditeffectivenessisnegativelycorrelatedtoorganizationalsettingwithcorrelation

coefficientof-0.020.Therelationshipisnegative insignificant.Thisimpliesthatany

changeinorganizationalpracticesandproceduresnegativelybutsignificantlyaffects

itsauditeffectivenessinLTO.

Thecoefficientofcorrelationbetweentaxauditeffectivenessandtopmanagement

supportise0.573.Itshowsthatthereisstrongandpositiverelationshipbetweenthem.

Therelationshipissignificantal0.05levelofsignificance.Thisimpliesthatany

improvementonmanagementssupporttotheaudithaveapositivesignificantimpact

onauditeffectivenessinLTO.

Thecoefficientofcorrelationbetweentaxauditeffectivenessandauditeeattributewas

0.087.Itshowsthatthereisstrongandpositiveinsignificantrelationshipbetweenthem.

Whichimpliesthatauditeecooperationduringaudithaveweakorhasnoeffectonaudit

effectiveness.

Thecoefficientofcorrelationbetweentaxauditeffectivenessandorganizational

independenceis0.103.Thisfigurerevealsthatthereisaweakandpositiverelationship

betweentaxauditeffectivenessandorganizationalindependenceinlargetaxpayers.

Therelationshipissignificantat0.05levelofsignificance.Thisimpliesthatthe

organizationsindependencefromunethicalpracticeshaveasignificantpositiveimpact

oneffectivenessoftheauditwork.
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CHAPTERFIVE

SUMMARY,CONCLUSIONANDRECOMMENDATION

5.1Summary

Thepurposeofthisstudywastoexaminethefactorsaffectingtaxauditeffectiveness

using statisticalanalysis;descriptivestatisticsandcorrelationmatrix.Theresearch

instrumentsweresurveyquestionnairesdevelopedwithcensesmethod.Atotalof4

copiesofquestionnaireweredistributedtotaxauditorsandallcopieswerefoundtobe

returnedandusedforanalysis.Sinceeachconstructwasaffectedbyotherconstructs,

descriptive statistics analysis was conducted by the models,using tax audit

effectivenessadependentvariables,thiswasbasicallydonetogetthebestofthe

constructsaswellastogetpredictivevalueofindividualpredictorsfortestingthe

hypothesesproposed.Ataxauditisaninvestigationmadebythetaxauthorityinorder

toverifytheaccuracyoftaxreturnsandattempttodetectnon-compliancebehaviorand

activities.Thestudyappliedprimaryapproachtogetadvantage.Inthechapterfour,the

datainstruments(questioner)hasbeenanalyzedandinterpretedinrelationwiththe

statementoftheproblemandobjectivesofthestudy.Theninthischapterconclusions

aremadebysummarizingtheresultsstatedonthedatacollectioninstrumentson

chapter4andfinallymakerecommendationsonthepossiblefindings.

5.2Conclusions

Theresultsofthestudyenabletoconcludethatauditquality,organizationalsetting,

organizationalindependence,auditeeattributesaswellastopmanagementsupportas

a

significantlyinfluencetaxauditeffectivenessintheorganizationstudied.

However,asindividualpredictors:organizationalsettingandauditeeattributesarenot

significantenoughtounderminetaxauditeffectiveness.Thefindingsofthepresent

studyare

alsoinconformity(consistent)withtheobservationsofearlierstudiesorganizational
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setting,andauditeeattributesarenotsignificantinfluenceontaxauditeffectiveness

(Mihretand

Yismaw,2007).

Auditqualityisadominantfactorinpredictingtaxauditeffectivenesswhereas,

organizationalindependenceandtopmanagementsupporthaslowersignificant

influenceoneffectivenessoftheorganizationbeingstudied.

Auditquality;incomparisontotopmanagementsupport,Organizationalindependence

organizationalsetting and auditeeattributes,isgreatestinfluenceontaxaudit

effectiveness.The results ofstudy demonstrated thatperceived adequacy or

inadequacyofbothorganizationalindependenceandauditquality,extendsnoticeable

influenceonperceptionoftaxauditeffectiveness.Theinfluenceofauditqualityontax

auditeffectivenessmaybeattributedtotheorganizationalindependenceandtop

managementsupport.

Theresultisconsistencewiththestudyof(Ayalew,2014)and(Yismaw,2007).Onthe

otherhandresultoforganizationalindependenceshows;theorganizationsreputationin

relationwithunethicalthingsespeciallywithcorruptionsignificantlyinfluencesaudit

effectivenessoftheorganization.Thisresultisconsistencewith(Sayag,2010).In

relationtotopmanagementsupportresultsimpliesthatdueattentionandsupportof

themanagementtotheauditprocesshasincreasedtheauditeffectivenessofthe

organization.

Thereisnostatisticalsignificancenegativerelationshipbetweenorganizationalsetting

andtaxauditeffectiveness.Besides,theresultsshowedthatthereisnostatistical

significancepositiverelationshipamongauditeeattributesandtaxauditeffectiveness.

Theresearchexaminesthetaxpayers’cooperationwiththetaxsystemsandauditors

duringauditing.Findingsoftheresearchindicatedthatmajorityoftherespondents

repliedthat,mosttaxpayersmaynotcooperatetothetaxsystemandthetaxauditors

withoutknowledgeofsufficienttaxlawsandregulations,accordingtothisperception,
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auditorspenalizetaxpayersinsteadofeducatingthem,lowlevelencouragehonest

taxpayers,andalsodeliberatelysometaxpayersdonotsupportthetaxauditorsduring

theaudit.Itcanbeconcludedthatmosttaxpayersarenoncomplianceasresultthey

impededthetaxauditeffectiveness.

5.3Recommendations

Onthebaseofthefindings/conclusionderived;thefollowingrecommendationwas

madebytheresearcher.Inordertoimprovethetaxauditeffectiveness,largetaxpayer’s

officeshouldconsiderthefollowingpoints:

 AsitwasexplainedAuditqualityplaysignificantroleontaxauditeffectiveness;

largetaxpayer’sofficeshouldemphasisonthatpredictor,exceptorganizational

settingandauditeeattribute.Organizationalindependenceandtopmanagement

supporthaspositiveinfluenceontaxauditeffectivenessanditisbetterto

considerit.

 TouseLTOasaninstitutionindicatedasamissionauditquality,organizational

independence and top managementsupportrole is significant,so the

organizationshouldlookatintoit.Inrelationtothisbypayingattentiontothe

needsanddesiresoftaxauditors,reducingthecorruption,themanagement

attentiontoauditfindings(sincetheyareimportantassetsownedbyevery

organization)toperform theirtaxauditworkthebranchcanachieveeffective

andefficientauditprocessandcancollectwhattheeconomyproduces.

 Createagoodworkenvironmentbyencouragingrelationshipamongtaxauditors

andtaxpayers,withcolleagues,andimmediatesupervisorssothattheyare

motivatedinperformingtasks/activitiesintheoffice.

 Theorganizationshouldconsideralsothegiantpoweritstaxpayerforthe

economyandforthecountryshouldimproveitssystem andworkoncapacity

buildupofitsauditors
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WolkiteUniversity

CollegeofBusinessandEconomics

DepartmentofAccountingandfinance

Dearrespondent,

ThisquestionnaireispreparedbyAbebayehuAbelstudentofWolkiteUniversity,College

ofBusinessandEconomicsanddepartmentofAccountingandfinancewhoisworking

ontheresearchtopic“FactorthataffecttaxauditpracticeinGuraghezoneRevenueand

customAuthorithy”Theresearcherpreparedthisquestionnaireforthepartialfulfillment

ofBAdegreeinAccountingandfinance.

Theresponsewillbeusedforpartofthedataneededforthestudyof‘’factorthat

affecttaxauditpracticeinGuraghezoneRevenueandcustomAuthorithy”Theresultof

thestudyisexpectedtocontributetheunderstandingoffactorthataffecttaxaudit

practice Therefore,Ibelieveyouwillassistthecompletionofthestudybyparticipating.

Thequestionnaireincludesallthedirectionsnecessarytocompletetheresponse

withoutassistance.Sincethesuccessofthisstudydependsontheorganizationofall

targetedrespondents,theinformationthatwillbeobtainedfromthequestionnairewill

notidentifyindividualrespondentsinthestudy.Hence,yourresponsewillbeusedin

aggregateterms.Iwouldalsoliketoassureyouthattheinformationyouprovidewillbe

accessibleonlytotheundersignedresearcheronly.

Yourhonestandthoughtfulresponseisinvaluable

Thankyouforyourparticipation!!

Thefollowingquestionsarepreparedtogetgeneralinformation.

Notice

 Noneedofwritingyourname

 Pleaserespondbyputting(√)orwriting
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 PartIPersonalInformation

1.Whatisyourlevelofeducation?

1.Diploma 2.Degree 3.Master’sdegreeorabove

2.Whatisyourfieldofstudy?

1.Accounting 2.Management 3.Economics

3.Whatisyourcurrentpositionintheoffice?

1.Processowner 2.Auditor 3.Teamleader

4.Howlonghaveyoubeenworkinginthisposition?

1.Lessthantwoyears

2.2-6years

3.Greaterorequaltosixyears

PartII:QuestionsrelatedtoMeasureAuditEffectiveness

 pleaseuseatick(√)markforyourthoughtandwhereappropriategiveyour

opinionintablewhere5indicatestronglyagree,4agree,3neutrals,2disagree,1

strongly

1.pleaseindicatethedegreetowhichyouagreewiththefollowingstatements

concerningwithTaxAuditEffectiveness.

N

o

TaxAuditEffectiveness 1 2 3 4 5

5 CanyoubelieveTaxauditimprovesorganizationalperformance.

6 Taxauditdeterminestheadequacyandeffectivenessofthe

organization’ssystemsofinternalaccountingandoperating

controls

7

Taxauditreviewstheaccuracyandreliabilityoffinancialreports
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8 Taxauditreviewstheeconomical,effectiveandefficientuseof

resources

9 Taxauditimprovestheorganization’sproductivityofthe

company

2.pleaseindicatethedegreetowhichyouagreewiththefollowingstatements

concerning

withAuditeeattributes

N

o

Auditeeattributes: 1 2 3 4 5

10 InLargetaxpayer’soffice,thereistransparentaudit

procedureandauditdecisionsaremadebasedonfacts.

11 Thecurrentworkingcapacityofauditstaffiswellaware

ofthetaxlawsandregulations.

12 Auditorsgivesufficienteducationtothetaxpayers

aboutthetaxlawsandregulationsduringauditing

13 DoLTOauditorsaccepttaxpayers’suggestionto

improvethetaxfunction?

14 Thereisagoodworkrelationshipbetweenthetaxpayers

andtaxauditors.

3.pleaseindicatethedegreetowhichyouagreewiththefollowingstatements

concerning

withauditQuality

No AuditQuality 1 2 3 4 5
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15 Qualityassuranceisanappropriatetooltoensurequality

ofauditworkinLTO?

16 TaxauditorsinLTOhaveappropriatelypreparedworking

papersaftertheirauditwork?

17 Taxauditorsareabletocoverallorganizationalunits

andallissuesintheirauditactivity?

18 IsTaxauditorsinLTOhaveappropriateauditplaninall

theiraudits?

19 Thereisregularfollow-uponthosetaxpayerstoexamine

actionstakentocorrecttheauditfindingsfound?

4.pleaseindicatethedegreetowhichyouagreewiththefollowingstatements

concerning

withOrganizationalindependence.

N

o

Organizationalindependence: 1 2 3 4 5

20 AretaxauditorsinLTOhavingappropriateethicsof

internationalprofession?

21 DoyouthinktaxauditorsinLTOarefreefromany

corruption?

23 Taxauditorshavefreeaccesstoinformationanddata

abouttheorganization,andunrestrictedaccesstoitssite;
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24 Allorganizationaldatapools(databases,contracts,etc.)

areaccessibletothetaxauditorandexaminedbythe

auditor

25 Rotationoftaxauditorsintoavarietyoforganizationsand

intodifferentsectorshasanimpactonauditeffectiveness

5,pleaseindicatethedegreetowhichyouagreewiththefollowingstatements

concerning

withOrganizationalsetting

6,please

indicate

the

degree

towhich

you

agree

withthe

following

statementsconcerning

withTopmanagementsupport

N

o

Topmanagementsupport 1 2 3 4 5

28 TopmanagementsinLTOdoesn’tprovidewiththesupport

expectedfromthem?

29 Thenumberofemployeesintaxauditislimitedgiventhe

amountofauditingworkplannedandneedingtobedonein

thenearfuture;

N

o

Organizationalsetting 1 2 3 4 5

26 Taxauditisonestageintrainingandpreparingemployeesin

theorganization.

26 Taxauditisonestageinthepromotionprocessof

employeesintheorganization.

27 Taxauditisconsideredastageintheorganizational

independenceofemployeesintheorganization
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30 Managementisnotsufficientlyawareoftheneedsoftax

audit,asdemonstratedbythesmallbudgetassignedtothis

process?

31 Managementdoesnotprovideenoughsupportand

encouragementfortraininganddevelopingthetaxauditors–

anotherindicationthatitdoesnotrecognizetheimportance

ofthisissue.


