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ABSTRACT

Tax is the most essential source of government revenue because it is very predictable when
done correctly and in accordance to the governing laws. In an effort to maintain tax as the
main source Kenya revenue, the government continually comes up with creative and relevant
ways to increase tax collection such as; tightening tax valuation processes, developing tax
policies and reforms, creating awareness on the role of taxation among others. Therefore, the
specific objective of this study is to determine the factors that influence Presumptive tax
compliance among SMEs specifically in Nyeri County. In the literature review, the researcher
outlined the relevant theories that relate to tax compliance as well as identified the
independent variables as tax knowledge, tax compliance costs, tax rate, and Presumptive tax
system while the dependent variable being the Presumptive tax compliance of SMEs. The
research design used in the research methodology was descriptive survey design. A sample
size of 379 was picked to show maximum representativeness of study target population. In
order to include various diverse categories of taxpayers and business entities in the research,
stratified sampling technique was adopted. Data was collected using closed ended
questionnaires and an interview guide for one on one interview. The collected data
wasbroken down and analysed using the Descriptive and Inferential Statistics tools like
Regression and Correlations analysis models which were all supported by the SPSS statistics
software. The research findings were that tax knowledge and awareness of the presumptive
system had positive influence while tax rates and tax compliance costs had a negative
influence to the Presumptive tax compliance of SMEs. The research identified that tax
information was readily available and easy to understand but more sensitization forums
needed to be introduced for SMEs to be more tax compliant. The research also identified that
the SMEs viewed tax compliance as time consuming and that the tax agents should revise
their currents tax structures as well as embark on sensitizing SMEs on how to be tax
compliant at minimal costs. The research also identified that the tax rates were viewed as
being unfavourable and that the penalties for noncompliance were considered unfair hence
they should be revised so as to make them more attractive and favourable. The research also
identified a negative relationship between the tax rates and tax compliance costs with
Presumptive tax compliance since the respondents felted that the current tax rates are too high
and that it was very expensive to comply to the tax jurisdiction. Hence, the study concluded
that the Presumptive tax system should be revised and tax agents should engage SMEs in
more tax related forums to understanding and recommend ways to improve tax compliance in
the informal sector. The research recommended that tax rates should be revised to be more
favourable and that tax information on Presumptive tax should be simplified and made more
available through sensitization forums by KRA and well as other modes.



CHAPTER ONE

INTRODUCTION

1.1Background

Tax compliance is the voluntary seeking to pay the right amount of tax in the right place at
the right time. Right, in this case, means that the economic substance of the transactions
undertaken coincides with the place and form in which they are reported for taxation
purposes(Neve, Imbert, Spinnewijn, Tsankova, & Luts, 2019)A taxpayer has three options
when it comes to tax compliance and they include; complying one hundred percent to pay
tax, engage in tax avoidance such that the tax compliance varies from one to one hundred
percent and finally engage in tax evasion whereby the tax compliance is at zero

percent(Kiburi, 2018).

Tax avoidance is legal and it can be described as exploiting the tax legislation loopholes in
any tax jurisdiction with the aim of reducing one’s tax liability for example increasing
retirement savings, health savings accounts among others (Rotuk, 2016). Tax Evasion or tax
fraud, on the other hand, is the use of illegal methods to avoid proper tax such as under-
declaring income, deliberately failing to file returns and underpaying the proper
tax.(Thomson Reuters, 2018). Common techniques used by companies in Kenya to evade tax
include; filing nil returns fraudulently, operating without a KRA pin, failing to register the

company with the company registrar among others (Stinger, 2018).



1.1.1 Global perspective

In an article published in the New York Times, annual tax revenue of US Dollar 3.1 Trillion,
as estimated by the World Bank, is lost by governments worldwide due to tax evasion. The
article further lists countries that are most affected by tax evasion and they include America
which loses Euro 337 Billion annually, followed by Brazil which loses US Dollar 2.08
million annually and then Italy which loses Euro 183-242 bhillion every year as
well(Werdigier, 2011).Other countries that are also affected by tax evasion include Russia,
Germany, France, Japan, China among others with each losing an estimate US Dollar 1.4-5.8

Billion annually(Waris, 2014).

The Royal Bank of Scotland, a privately owned bank in Germany, had its operations of
assisting its wealthy clients to evade tax exposed in February 2015. They would help their
clients with billions in assets and record these dealings in offshore accounts such that this
information was not disclosed to the taxman and thereby evading all tax associated with that
wealth (Titcomb, 2015). Brazil also experienced cases of undeclared assets when in 2014 the
government officials uncovered a private island during a crackdown for tax evaders. Failing
to report any income in a particular financial year is one of the most common methods of tax
evasion practiced in Italy and series of investigations targeting people with luxurious lifestyle

but with no reported income (Berr, 2011).

Tax evasion is an aspect of intentional tax non-compliance since it involves deliberately
failing to meet the required tax obligations in any tax jurisdiction. Unintentional tax
noncompliance often occurs due to ignorance to understand the tax laws, for instance, filing
returns after the deadline. Other causes of unintentional non-compliance include the
complexity of the tax laws making it difficult to understand, low literacy rates among

taxpayers among others (Revenue Scotland, 2015)



Following a survey done by the International Centre for Tax Development (ICTD) in 2016,
on the tax compliance among citizens of Kenya, Uganda, Tanzania, and South Africa, some
key findings were identified. It was found out that tax evasion among the citizens of these
countries was rampant and it positively correlated to the respective governments’ ability to
provide public goods and services. That meant that government could boost tax compliance
by providing the citizens with what they demand for instance in Kenya, provision of better
roads and electricity. Another concept that was uncovered was that the knowledge of the tax
system was directly related to tax compliance of the citizens hence in order to improve

compliance to pay tax, tax laws had to be simplified to ease understanding (Fjeldstad, 2016).

1.1.2 Key Perspective

Kenya struggles to enhance tax compliance using the factors identified by ICTD. Based on an
audit of multinationals’ accounts carried out in 2018, it was discovered that Kenya had lost an
estimate of Kshs 35.6 Billion in the last three years due to tax evasion, thereby, proving that it
was relatively easy to evade tax. Secondly, Kenyans were indeed not satisfied by the
government’s provision of public goods and services, which had negatively affected their tax
compliance. Finally, government parastatals and authorities being found guilty by association
with lost revenue might have also negatively affected the tax compliance in the country
(Were, 2018).Kenya Revenue Authority is an agency of the government in charge of
assessment, collection and accounting for tax revenue in Kenya. Its main aim is to promote
tax compliance among Kenyan citizens to ensure maximum revenue is collected and thereby
divided into various regions namely; Northern, North, and South Rift Valley, Southern,
Western, Central and the Headquarters being Times Tower, Nairobi. In an effort to maximize
tax collection, KRA is also distinguished in various departments such as domestic taxes,

custom, and border control as well as the office of the Commissioner General (KRA, 2018).



Findings from a research carried out in Nyeri Town revealed that there is a significant
relationship between the tax compliance of informal sector, where most SMEs’ lie in this
region, and the existing tax rate(Gitonga, 2015).1t was identified that the tax compliance
remained low as a result of perception of the tax rates being too high leading to a high rate of
tax evasion. The study, however, recommended a further research to be carried to identify the

elements that could influence tax compliance in the region.

1.1.3 SMEs in Kenya

There is no universal definition of an SME as it varies in most countries since the terms
“small “and “medium” in any firm relate to the size and level of business of an enterprise.
The definition of an SME in most countries is determined by various factors which include;
number of employees, level of capital investments or annual business turnover (OECD, 2017)
The World Bank goes further to state that the most common definition of an SME is based on
the number of employees in a particular firm which is to be a maximum of 299 employees
where, a micro enterprise will have 0 to 10 employees, small enterprise will have 11 to 49

and a medium enterprise will have 50 to 299 employees(DCED, 2018).

A survey by the Central Bank of Kenya in 2017 reveals that SMEs constitute to 98% of all
businesses in Kenya with about 1.6 million registered SMEs and are mainly located in the
city estates as well as along major highways(African Review of Business and Technology,
2017).SMEs have been selected for this study since Kenya’s economy and employment
creation is heavily being developed by the SMEs’ sector with 80% of jobs created in 2014
being attributed to SMEs(Adeyeye, 2016). Unfortunately, out of the 1.6 million registered
SMEs, only 1,500 are recognized by KRA to be tax compliant. Moreover, it is estimated that

the contribution to the GDP by the SMEs sector is over 45%(CNBC Africa, 2014)



Measures being implemented by KRA to increase tax revenue include introduction of a tax
base expansion programme that will be expected to yield an estimate of Kshs 60 billion in the
2018- 2019 financial year. The programme aims to also recruit more that 500,000 new
taxpayers ,in the same financial year, who have mainly been left out of the tax brackets which
will be done by making use of information gathered from public and private sector
databases(Kenya Revenue Authority, 2018).Another tax base expansion measure highlighted
by KRA was the introduction of Presumptive Tax in January 2019at an applicable rate of 15
percent of the single business permit fee and was to be filed and paid annually. The
Presumptive Tax was introduced to replace the Turnover tax that had earlier been introduced
in 2007 at an applicable rate of 3 percent of the gross income of a business whose annual
turnover did not exceed Kshs 5 million and was to be filed and paid on a quarterly basis.
Turnover Tax proved to be unsuccessful and by January 2019 the level of tax compliance

remained low in the informal sector hence the replacement (Muema, 2018).

Research findings on a study based on the influence of the enforced tax regulations such as
TOT on agricultural SMEs in Nyeri County were that the 54% of the respondents revealed
that there was a low likelihood of detection of tax evasion. Another 85% of respondents
elaborated that the existing penalties and fines had a minimal effect to their tax compliance
revealing that not much emphasis on compliance had been put by the tax authorities to SMEs
in Nyeri (Ngatia, 2017). Unfortunately, there remains little research done on the tax
compliance of SMEs in Nyeri town. Therefore, this study will seek to identify the factors that

influence Presumptive tax compliance among SMEs in Nyeri Town.



1.1.4. SMEs in Nyeri County

Nyeri town is the headquarters of Nyeri County, which was previously the headquarters of
the former Central Province before the promulgation of the new constitution. Therefore, it is
one of the leading urban towns as well as a leading industrial, educational and business center
in the entire Nyeri County region. It is also considered as a rural town since 50% of the area
is in the rural areas bearing rich agricultural lands owned and managed by small-scale
farmers who contribute to a large portion of SME’s population who also include retail , hotel,

educational , health and general trade business in the Nyeri County(Mahinda, 2016).

According to the most recent data from the Kenya National Bureau of Statistics, SMEs
provide employment to almost half of all Kenyan workers and contribute a quarter to the
country’s GDP which in 2017 was projected at 6.4%. Based on another research carried out
by Wylde International in 2017, the SMEs sector was seen to have performed relatively better
than the bigger listed companies proving to be a very strong economic pillar to the Kenyan

economy (Soko Directory Team, 2018)

Based on the 2009 national census, Nyeri County is home to an estimate of 693,558 people of
which 51% makes up women and the other 49% men. In tax management, the statistics of the
2009 census describe the SMEs’ sector in Nyeri County being made up of 19,812 self-
employed people both in the rural and urban areas. In the Nyeri town, most of the SMEs are
service providers with the majority of them being women who are 60.4% of all businesses in
Nyeri town. Unfortunately, the main challenge faced by SMEs in Nyeri County is the limited
access credit facilities to grow their business since they lack collateral as their small business

have a minimal turnover. (County Government of Nyeri, September 2016).



1.2 Statement of the problem

The World Bank revealed that the tax revenue, which contributes highly to the overall GDP
in Kenya, had declined by the end of financial year in June 2018. The bank also stated that
the introduction of new tax reforms has already been exhausted and that the only ways to
increase the tax revenue is to reduce the number of exemptions, improve tax collection
policies and administration and finally enlarge the tax base (Adelaide Changole , 2018). One
of the major causes to the gradual economic growth in Kenya is tax evasion whose estimate
of Kshs 600 Billion annually by 2015 and added up to Kshs 5 Trillion 2018(Frankline,

2018).

In the past, SMEs in Kenya were considered very informal and could not yield significant tax
revenue but having incurred rapid growth over the years, the government continually devises
ways to expand the tax base and include SMEs sector (Mukiri, 2017). Unfortunately, tax
compliance among SMEs remains low due to tax evasion, which hampers the Kenyan
economy by reducing the available public funds as well as increasing the annual budget
deficit. This heavily affects government revenue collection and thus shrinking the
government’s capacity to mobilize domestic revenues. Moreover, tax evasion reduces the
country’s capacity to receive both local and foreign investors hence reducing investments to
grow the country (Gatukui, 2014). Following the financial year end 2018, Kenya had missed
its target by Kshs 300 Billion due to heavy borrowing from foreign investors, many tax
exemptions issued, inability to heavily focus on the expansion of the tax base which gave
room to tax evasion especially in the informal sector where majority of the SMEs

lie(Business Daily, 2019).



Turnover tax was introduced in 2008 with the aim of simplifying tax compliance for
taxpayers with businesses of an annual turnover of more than Kshs 5,000,000, where most
SMEs lie (Wagakuyu, 2017). In spite of the introduction of such tax reforms by the Kenyan
government, statistical evidence continues to prove that SMEs contribution to government tax
revenue still remains persistently low(Chebusit, 2014).Unfortunately, turnover tax proved to
be unsuccesful as there was little of no tax base expansion and tax compliance remained low
as SMEs continued finding ways to evade taxes through underdeclaring their income and

failing to file and pay the taxes due.(Muli, 2018).

Presumptive tax was able to replace Turnover tax taking effect from January 2019 at an
applicable rate of 15 percent of the single business permit fee and was to be filed and paid
annually. It was introduced with the aim of increasing tax revenue as well as expanding the
tax base but unfortunately, its performance continues to yield minimal results as some
counties continued to issue business permits without including the KRA charge (Guguyu,

2019).

It is for this reason that a research needs to be carried to identify the factors that will
influence the level of Presumptive tax compliance among SMEs especially rural areas. While
most research in Kenya has focused on tax compliance primarily in the Nairobi County, little
study exists that focuses on identifying the elements that influence and improve tax
compliance among SMEs in counties other than Nairobi. To address this gap, the study will
seek to determine the factors that influence Presumptive tax compliance among SMEs in

Kenya and particularly, the Nyeri County.



1.3 Research Objectives

1.3.1 Main Objective

The main objective of this research is to determine the factors that influence the presumptive

tax compliance of Small and Micro Enterprises in Nyeri County.

1.3.2 Specific Objectives

a) To assess the influence of tax knowledge on the presumptive tax compliance among SMEs

in Nyeri County.

b) To examine the influence of the presumptive tax compliance costs on the tax compliance

among SMEs in Nyeri County.

c)To assess the influence of the tax rates on presumptive tax compliance among SMEs in

Nyeri County.

d) To determine the influence of the awareness of the presumptive tax system on the

presumptive tax compliance among SMEs in Nyeri County.

1.4 Research Questions

a) Does tax knowledge influence presumptive tax compliance among SMEs in Nyeri County?

b) Does tax compliance costs influence presumptive tax compliance among SMEs in Nyeri

County?

c) Does tax rates influence presumptive tax compliance among SMEs in Nyeri County?

d) Does awareness of the presumptive tax system influence presumptive tax compliance

among SMEs in Nyeri County?



1.5 Significance of the Study

1.5.1 Academic

The study will act as a useful guide and eye opener for scholars, researchers, students and
policymakers on relevant topics of discussion, therefore, forming a basis of further research
for any individual intrigued by the subject of tax compliance specifically in Kenya. Reference
will be drawn from the research which will provide an excellent literature base especially for
academicians who will add to their existing body of knowledge in factors influencing tax

compliance among SMEs.

1.5.2 Policy and Administration

This study will inform policy makers and various stakeholders on the various factors
contributing to tax compliance among SMEs in Kenya. This study will also enable the Kenya
Revenue Authority make informed decisions and choices in dealing with the various
stakeholders in matters of tax requirements and compliance. The study will inform the
various SMEs on the need for tax compliance and possibly work on reducing the negativity
associated with tax revenue collection. The study aims to ensure better tax compliance by

highlighting out the factors influencing the tax compliance of SMEs.

KRA and the national treasury who are basically the tax policymakers in Kenya will benefit
from this study in that they can get a feeling of what the SMEs want to be provided with or to
be changed for ease of tax filing. Tax filing has appeared to be the main challenge that most
of the SMEs face and thus the reaction from this study should help KRA work on it and thus

better the procedures to be followed.
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1.6 The Scope of the Study

This study focused on identifying the factors influencing Presumptive tax compliance among
SMEs in the Nyeri County. Nyeri County was selected as the study location due to its
strategic location as it covers the developing SMEs since Nyeri is predominantly a rural
County. Moreover, the research will lay more emphasis on the Nyeri Central region due to its
strategic location and that majority of the SMEs operators in the town are women, which
account to 60.4% of the business in County. Out of the 33,328 SMEs in the Nyeri County, the
research will gather data from a sample of 379 SMEs. This study, therefore, will give an
overview of the current status of the Presumptive tax compliance among SMEs who are
registered, located and have been operating in Nyeri Central Region between the years 2010

and 2019.

1.7. Limitations of the study

Time was deemed to be a limiting factor when carrying out the research, as more time would
have been sufficient to carrying out the study and have an extension scope and coverage. The
research was a self-sponsored endeavour and hence the available financial resources were not
enough to carry out an extensive research. The trust in the respondents to return
questionnaires with complete answers was not guaranteed, as majority of respondents were

fearful of being exposed for failing to be compliant.

To counter these limiting factors, the researcher had to request for time off from work as well
as source for funding from closes friends, family and relatives. For the respondents who were
fearful of being caught with non-compliance issues, confidentiality was facilitated and

highlighted in the letter of transmittal.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This Chapter examined existing knowledge identified by various scholars in relation to tax
compliance. It comprised the theoretical review and empirical framework, which clearly
outlined the diverse schools of thought associated with the objectives of the study as well as
the conceptual framework that gave a visual display of the relationship between the

independent and dependent variables.

2.2 Theoretical Framework

The models of taxpayers’ behavior are heavily incorporating the decision whether or not to
pay taxes and it reflects on every of the following five theories: economic deterrence, fiscal

exchange, social influences, comparative treatment, and political legitimacy.

2.2.1 Economic Deterrence Theory

This theory can be traced back to the early 1960s from the work of a known philosopher by
the name of Becker whose research on compliance analysed illegal behaviour from an
economic framework point of view. He was able to propose an argument that tax fraud had
been possible since deterrents such as probabilities of detection as well as avoiding the tax
law penalties are within the control of the society(Sebola & Chauke,
2016).0therphilosophers, namely Allingham and Sandmo, in the early 1970s were able to
derive a model from Becker’s findings based on assumptions such as taxpayers being
individuals who maximize utility with the knowledge of the penalties and detection rates at
the back of their mind. They further elaborated that imposing heavier penalties and
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probabilities of detection will increase the rate at which income is declared. This model was,
however, not proven as it was considered simple and the variables very limited (Kosgei &

Tenai, 2016).

In the early 2000s, further studies attempted to address the limitations of previous research
and new modifications were fabricated by scholars and in particular Cuccia. He discovered
that the taxpayers’ perception and knowledge of the penalty levels is actually greater than the
actual imposed penalties thereby concluding that the penalty perception had no relationship to
the income being declared, hence contradicting with prior study. Falkinger and Walther went
further to consider both disciplinary and persuasive factors whereby they recommended a tax
system that integrates both penalties and rewards to enable maximum compliance. They
further suggested the rewards should take the form of quicker tax refunds, percentage

decrease in tax payable among others (Devos, 2014).

Therefore, despite the positive impact of increased penalty levels on taxpayer compliance,
which was found to be likely effective where relatively low (and realistic) penalty levels are
utilized, their overall impact has been questionable. More so, traditional economic deterrence
models which were drawn from expected utility theory and deterrence, mainly in the form of
penalties, were found to be wanting. Little evidence was available to support the predictions
of economic deterrence models as a whole and therefore researchers were forced to
summarise the impact of monetary cost determinants of compliance to include the tax rate,

detection probability, income level, and the penalty composition.

Consequently, having considered the economic deterrence model and its limitations, it
became clear that further revisions and improvements needed to be developed to address tax

evasion and non-compliance(Devos, 2014).
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2.2.2 Fiscal Exchange Theory

Unlike the economic deterrence theory, the fiscal exchange theory states that the tax
compliance rate is bound to increase with the prominent presence of an authority like the
government. This theory is traced way back in 1992 where philosophers Alm, McClelland
and Schulze suggested that tax compliance could be improved when the government
increased the availability of public goods and services to its citizens. They further elaborated
that taxpayers believe that the taxes they pay are used to fund the provision the public goods
and services by the government(Nikiema & Zahonogo, 2017). This theory basically implied
that a direct relationship existed between the government’s provision of public goods and

services and the tax compliance of the citizens in general.

Despite the exact value of this public goods and services that taxpayers feel in return for
payment of taxes remaining unknown, taxpayers could be seen to have a general attitude
towards terms of trade with the government thereby, affecting also the taxpayer’s level of
satisfaction with the government. Therefore, if the taxpayer felt that the tax jurisdiction was
unfair and inequitable, he/she could result to fully or partially engage in tax fraud (D'Arcy,

2014).

Other philosophers were able to further identify other non-state related factors such as
powerful people or groups such as donors and NGOswho were able to influence the tax
compliance of individuals when the government is weak and vulnerable. This influence is
created when the taxpayers make payment to this non-state factor so as to receive protection
for themselves, their business and property. However, no study exists on how the provision of
services by criminal organizations and gangs affects taxpayers’ attitude towards compliance

(Sacks, 2015).
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2.2.3 Social Influences Theory

The social influence theory stated that an individual’s tax compliance behaviour and attitudes
was affected by social norms and ways of living of an individual’s reference groups who
include relatives, close neighborsand friends. One of the assumptions made was that the
human behavioural any tax jurisdiction is influenced by social interactions just the same way
as other forms of demeanour. Therefore, if a taxpayer had a majority of his influences from
these reference groups, he or she was likely to engage in tax evasion as his compliance level
grows weaker (Nikiema & Zahonogo, 2017).More so, social relations could, on the other
hand, influence taxpayers to reduce engagement in tax evasion for fear of the social penalties
imposed once discovered and unveiled publicly. That went ahead to support one of the
variables of the economic deterrence theory which was improving tax compliance based on

the probability of being detected(Nurfazlina & Mohd, 2017).

One finding that remain constant about taxpayer attitudes and behavior from research done in
West African countries is that those who were compliant believed that their colleagues and
friends comply, whereas those who engaged in some form of tax evasion believed that other

taxpayers also evade as they do(Waris, 2014).

2.2.4 Comparative treatment theory

This theory stated that if tax compliance is to be improved, the relationship between the two
main actors, that is, the government and taxpayers, should be mended.It was based on the
equity theory such that taxpayers are more likely to be tax compliant if their perception of the
tax jurisdiction is fair and just (Ali, 2014). This perception of the tax systems influences not
only the compliance decision but also related to the tax burdens of the taxpayers making it

possible for tax compliance to increase among tax payers who are aware of having the same
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tax obligation and burden. Taxpayers who are aware of having the same tax obligation but
varying tax liability would in turn chose not to declare all their income as a way of getting

square with the tax system(GlZ, 2015)

Three levels of fairness in the taxation system were highlighted by the United Nations in
2010 and they include distributive, procedural and retributive fairness. Distributive fairness
was described as the taxpayers’ perception of the government as proper watchdogs and
intelligent spenders of the tax revenue thereby being linked to the fiscal exchange theory.
Procedural fairness was, on the other hand, described as the perception of tax-related bodies
and authorities adhering to the stipulated tax procedures and administration as well as treating
taxpayers with equity and equality. Finally, the retributive fairness was described as the
perception of tax-related bodies and authorities being just in the application of penalties upon
the violation of the tax system policies. Overall, equity and fairness in all tax-related issues
by the government and tax bodies builds on trust and cooperation among taxpayers hence

improving tax compliance(OECD, 2015).

2.2.5 Political legitimacy Theory

Among other philosophers, elaborated that political legitimacy theory relates to taxpayers’
belief and trust in the authorities and institutions to be just, congruous and operate for the
common good (Fjeldstad, 2016). The United Nations goes further to state that the more
citizens choose to trust these institutions and authorities, the more likely they will voluntarily

comply with the rules and regulations they set(OECD, 2015).

In an effort to support this theory, research was carried out in the early 2000s by Picur and
Riahi-Belkaoui on 30 developing and developed countries where tax compliance was found

to be highest in countries with more control on the level of corruption with a small size of
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beauracracy.The researchers concluded the study by suggesting that the government needs to
increase its reputation and credibility so as to improve the citizens’ trust and belief in

them(Mitra & Sharma, 2016).

Other variables linked to the political legitimacy theory include national pride which in
influences citizens’ behavior and morale in cooperating with the set rules including
regulations relating to the tax system (Beale & Wyatt, 2017). Political affiliations is another
variable whereby it was stated that if citizens support the current ruling government party,
there are more likely to be compliant. This is because the citizens believe that ruling
government party is efficient and credible in relation to the opposing political parties to
whom they will most likely to be non-compliant since they will not trust in their

policies(Langvatn, 2016).

2.3 Conceptual Framework

The study revealed a direct relationship existed between the factors that influence
Presumptive tax compliance which are the independent variables and the existing influencing
Presumptive tax compliance of SMEs which is the dependent variable. A visual
representation of this relationship between the independent and dependent variables is seen
below. The independent variables as seen above include tax knowledge, tax compliance
costs, tax rates and awareness of Presumptive tax system towards taxation Presumptive tax
compliance. The tax knowledge variable is characterized by the lack of adequate knowledge
and understanding on tax rules and regulations among the SMEs. Tax compliance costs, on
the other hand, is characterised by various costs that SMEs incur when choosing to comply
with the tax system for example labour and time costs. Tax rates is another independent
variable that is characterised by lack of adequate knowledge on the related tax heads, rates

and the consequent penalties for non-compliance among SMEs. Awareness of the
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Presumptive tax system is the fourth independent variable that is characterised by lack of

adequate knowledge of how to carry out the process by SMEs making the process inefficient

since SMEs fail to do what is required. The dependent variable for the research is

Presumptive tax compliance among SMEs and is characterised by proper filing of the returns

and timely payments of the taxes due.

Figure 2.1: Conceptual Framework

Independent Variables

Tax Knowledge

e Knowledge on tax rules and
regulations.

e Understanding of the tax
information

Tax compliance costs

e Time costs
e Labour costs

Tax rates
e Tax penalties

e Knowledge on the applicable
tax heads and rates

Dependent Variable

Awareness of the
Presumptive tax
e Knowledge of the
Presumptive tax system
e Understanding of the
presumptive tax

Presumptive Tax compliance

e Providing accurate
business permit fee.

e Timely and proper
payment of presumptive
tax due.
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2.4 Empirical Literature Review

Tax plays a key role in the economic growth and development of Kenya, hence all related
authorities and bodies strive to empower Presumptive tax compliance among all sectors
including the SMEs. Empirical evidence was identified to support the specific objectives of

the study, which are discussed as follows;

2.4.1 Tax Knowledge

Tax knowledge is the level of understanding and apprehension that taxpayers have on the tax
legislations in a tax jurisdiction. It is mainly characterised by the level of taxpayer education
provided to taxpayers by the relevant tax agents to enable understanding of the tax
registration and filing requirements among others(Oladipupo & Obazee, 2016). Generally,
the understanding of the tax system will positively impact the voluntary tax compliance

particularly in aspects of calculating, filing and paying the right amount of tax('Yossi , 2018).

Various studies carried out on the effectiveness of Malaysia’s tax self-assessment system
revealed that tax knowledge had a direct relationship to the tax compliance behaviour of the
citizens(Loo, 2016).The findings of the various studies were that 97% of the respondents,
who were all SMEs, were aware of the tax system requirements and were all able to comply
with the tax jurisdiction. Other studies carried out on the tax knowledge of SMEs in the UK
revealed two aspects of tax knowledge: general awareness created through taxpayer
education from tax agents and knowledge gained to take advantage of the existing tax
legislation loopholes to engage in tax evasion. Majority of the respondents from the studies

possessed the tax knowledge and were aware of what is expected (Harris, 2014)

Further studies carried out on SMEs in New Zealand also revealed that they all have
substantial information on the taxes and they complied with the tax rules and regulations
(Ritsema, Thomas, & Ferrier, 2014). Research done on SMEs in Australia showed that
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majority of them was not aware of the tax requirements leading to unintentional tax
noncompliance behaviour. The study findings were that the absence of knowledge among
taxpayers leads to both intentional and unintentional tax non-compliance behaviour (Saad,

2014).

2.4.2 Tax compliance Costs

Tax compliance costs the costs that taxpayers incur after choosing to comply with their
respective tax obligations and they include internal costs such as cost of time and labour
consumed to complete the tax activities and external costs such as cost of required expertise
and skill to effectively complete the tax activities as well as incidental expenses incurred
during the completion of these tax activities (Mahangila, 2017). According to the OECD
(2014), in order to minimize these costs, simplification of the tax compliance requirements
such as less frequent filing and permitting simplified accounts should be done which will in

turn influence SMEs compliance to the tax system.

Another set of scholars distinguished the compliance costs experienced by SMEs in three
components; explicit costs which are monetary payments made to tax advisers and agents,
implicit costs which include the time and labour spent by taxpayers and finally non- labour
costs, also known as incident costs which are the business overheads like travel, stationery,
equipment( Eichfelder & Hechtner, 2016).The scholars ,however, had a difficult time trying

to evaluate incidental costs requires a proper accounting system.

Other measured costs that they were able to state include psychic costs which take the form
of anxiety, stress, frustration that come about when complying with the tax obligations as
well as tax authorities. Unfortunately, psychic costs are subjective in nature and hence

become difficult to measure. Explicit costs, on the other hand, are the easiest to measure as
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they represent the cash expenditure that is incurred by the taxpayer. The challenges that arise,
however, a third party providing both accounting and tax-related services and the taxpayer is

not aware how to classify activities as accounting or tax related(Evans & Liignier, 2014).

2.4.3 Tax Rates

Research on how the marginal tax rates affect tax compliance were more profound in the
1980s where scholars such as Clotfelter and Slemrod, identified the high tax rates as a major
cause behind underreporting and tax evasion by many firms globally. The same findings were
supported by other researchers like Pommerehne and Weck- Hannerman,who demonstrated

that tax evasion increases with increasing in the tax rates.

In the late 2000s, more refined research was carried out and identified that the impact of the
tax rates heavily depends on the degree of trust. When the trust level is low, the high tax rates
will be interpreted as unfair treatment to taxpayers and a way of wielding power by the tax
related authorities. On the other hand, when the degree of trust is high, the high tax rates will
be considered as contribution to the development and growth of the community as if there is a

joint agreement all individuals (Mas’ud, Aliyu, & Gambo, 2014).

In recent studies on one of the African countries (Modugu, Eragbhe, & Izedonmi, 2014),
however, the findings showed that tax rates have no relationship with tax compliance. This
was due to the nature of the responses from respondents and thus the researchers gave a
general view as they were unable to determine the effect of tax rates on the level of
compliance. Other studies that portrayed mixed and conflicting findings on the relationship of
tax rates to the level of compliance include a cross-country analysis of the determinants of tax
evasion which was conducted on the OECD countries and others that have the same trend

(Schmutz, 2016). These findings mainly included that the high tax rates increase gains from
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tax evasion and thereby lowering level of tax compliance through under reporting of income

among taxpayers.

2.4.4 Presumptive tax system

Presumptive Taxes come about which self-assessment of tax returns cannot be relied on
administrative assessments have to be put in place. The benefits that are brought about by this
tax include reduction of the tax fraud loopholes, expanding the tax base, tax formalization as
well as reduce tax collection costs. Presumptive taxes are adopted make tax related
procedures easier for SMEs so as to collect more revenue from the informal sector(Bird,

2014).

In Ghana, presumptive tax was abolished as it was considered unjust and unfair form of
taxation regardless of an enterprise profits or losses while other tax legislations rely on the
records kept and filed. The SMEs in Ghana are mainly subsistence farmers and the
presumptive tax had deemed inapplicable as the formal sector were being lured to operate as

part of the informal sector (Chan, Troutman, & O’Bryan, 2014).

Other studies carried out in Tanzania revealed that the contribution from presumptive tax
revenue was insignificant to the country’s economy and that the previous turnover tax regime
deem more successful(Bird, 2014).In the United States, presumptive tax regime was
introduced in the motor trade sector and there was improved performance in the tax head. It
was attributed to proper implementation of the tax with the aim of maximum tax base

expansion as well as tax revenue generation and collection (Thomas, 2014)

Presumptive tax was introduced in Kenya effective from January 2019 to target SMEs with
an annual turnover of less than Kshs five million. Its predecessor, Turnover tax had failed to
meet its targets of expanding the tax base in the informal sector as well as collect more tax

revenue (Njiru, 2018). It is still evident that the presumptive tax performance is still very low
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unlike how it was expected which can be attributed to lack of proper understanding of the
presumptive tax declaring procedures by the informal sector as well as the county

government failing to include the charge in the business permit invoices(llako, 2019).

2.5 Critique of the study

In the early 2000s, further studies attempted to address the limitations of previous research
and new modifications were fabricated by scholars and in particular Cuccia. He discovered
that the taxpayers’ perception and knowledge of the penalty levels is actually greater than the
actual imposed penalties thereby concluding that the penalty perception has no relationship to
the income being declared, hence contradicting with prior study. Falkinger and Walther went
further to consider both disciplinary and persuasive factors whereby they recommended a tax
system that integrates both penalties and rewards to enable maximum compliance. They
further suggested the rewards should take the form of quicker tax refunds, percentage

decrease in tax payable among others (Devos, 2014).

Among other philosophers, elaborated that political legitimacy theory relates to taxpayers’
belief and trust in the authorities and institutions to be just, congruous and operate for the
common good(Fjeldstad, 2016). The United Nations goes further to state that the more
citizens who choose to trust these institutions and authorities, the more likely they will

voluntarily comply with the rules and regulations they set(OECD, 2015).

Another philosopher, was able to further identify that non-state related factors such as
powerful people or groups such as donors and NGOs are able to influence the tax compliance
attitude of individuals when the government is weak and vulnerable(Sacks, 2015). This
influence is created when the taxpayers make payment to this non-state factor to receive

protection for themselves, their business and property. However, no study exists on how the
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provision of services by criminal organizations and gangs affects taxpayers’ attitude towards

compliance.

2.6 The Knowledge Gap

In the 2016/2017 budget speech, Hon, Henry Rotich vividly laid emphasis on the need to
widen the tax base so as to tap more into the informal sector where most SMEs lie. He further
elaborated on the need to revise the existing tax policies and also highlighted the introduction
of the Presumptive tax which was to replace the Turnover Tax which had failed to contribute
to high growth of tax revenue as it was earlier intended. This therefore, leave a knowledge
gap in this aspect and thereby forming the basis of this study. This research, therefore, has the
main objective of determining the factors that influence the Presumptive tax compliance of

Small and Micro Enterprises in the Nyeri County.

2.7 Summary

In summary, the study was able to identify five various diverse theories in the theoretical
framework that relate to tax compliance including; economic deterrence, fiscal exchange,
social influences, comparative treatment, and political legitimacy. Moreover, the review of
literature identified previous studies that elaborated on the general objectives of the study in
the empirical framework which include; Existing tax knowledge of SMEs in Nyeri County,
tax compliance costs and how they affect SMEs and lastly the factors influencing
Presumptive tax compliance of SMEs., The researcher was unaware of any existing study that
has evaluated how these factors may influence Presumptive tax compliance among SMEs in
Kenya and particularly in Nyeri county. Consequently, a gap exists in literature that the

present study sought to shed light.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlined the relevant steps that were taken to collect, analyze and present the

data found.

3.2Research Design

A descriptive research design was used for this study as it aims to give the current status of
the identified variables of the study as well as identify the relationship between the
independent and dependent variables within a target population(Chudleigh & Smith,
2015).The experiments from quantitative research design are considered as true science and
make use of traditional mathematical and statistical ways to measure the findings in

depth(Shuttleworth, 2019).

3.3Sampling Frame

This is a population of interest with specific characteristics of whom the researcher wants to
find out more information about and also from whom a sample is drawn(Insights Association,
2018).A sampling frame, in summary, is a list of all the units of the target population(Turner,
2014). Units, in this case, are the elements of interest for the study and they were the SMEs

located in Nyeri County.

3.4 Target Population

According to the Nyeri County Integrated Development Plan 2018-2022, the number of

Small and Micro Enterprises in the county exceeds 1000 businesses with only afew registered
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under the Registrar of Companies. For the purposes of this research, the 2018-2022 plan

provides a list of 33,328 registered small enterprises in Nyeri County.

Table 3.1: Classification and Tally of SME’s in Nyeri County

Type of target business Number of SMEs registered
Small Traders 20,687

Kiosks 708

Hawkers 2,542

Agricultural Dealers 1,624

Small Hotels 3,137

Other Catering & Accommaodation facilities 33

Butcheries 1,042
Bars 1,042
Professional Services 700
Health — Private facilities 780
Workshop 1,033
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Total Population 33,328

Source: (DEPARTMENT OF FINANCE AND ECONOMIC PLANNING, 2018)

3.5 Sampling and Sampling Technique

Sampling is a crucial step in research because samples are derived from the target population
and hence are used to provide an accurate representation of the population(Wills, Roecker, &
D’Avello, 2018).Sampling is also very fundamental since it is almost impossible to collect
and analyze data from an entire population targeted for research. Samples are chosen based
on either non-probability techniques which do not provide equal chances for all individuals in
a population to be selected such as snowballing or quota or probability techniques which, on
the other hand, provide all the individuals of a population an equal chance of being selected
such as simple random sampling and stratified sampling. For the purposes of this research,
stratified sampling will be used where the target population will be subdivided into strata,
then randomly select samples based on equal proportions (Crossman, 2018).

Based on the Krejcer and Morgan table, generated in the 1970s with the aim of calculating
sample sizes for various population in a quantitative study, the research made use of a sample
size of 379respondents (izzati, 2017). Thus, the apportioning proportion to achieve the
sample size of 379 respondents was applied at 1.12% on the number of SMSs registered per

type of business. The sample selected was as below;
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Table 3.2: Sample Selected

Type of target business Number of % Sample Selected

SME’s

registered
Small Traders 20,687 1.12 233
Kiosks 708 1.12 9
Hawkers 2,542 1.12 29
Agricultural Dealers 1,624 1.12 19
Small Hotels 3,137 1.12 36
Other Catering & Accommaodation facilities 33 1.12 1
Butcheries 1,042 1.12 12
Bars 1,042 1.12 12
Professional Services 700 1.12 8
Health — Private facilities 780 1.12 9
Workshop 1,033 1.12 12
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Total Population 33,328 1.12 379

3.6 Data Collection Methods

Primary data was collected by way of close-ended questionnaires and where respondents
voluntarily filled and completed the questionnaires. This method ensured that maximum data
was collected from a wide range of respondents. The respondents included SME’s owner,
accountants or persons who handle the day to day tax related matters. Interviews with these
respondents were also carried out where possible using an interview guide. Other sources
such as relevant websites, documents and published articles were used to collect secondary

data to support the research.

3.7 Data Research Instruments

The data research instruments used in the study includes a closed ended questionnaire as well
as an interview guide. The instruments made it easier and quicker to gather data from

respondents, to compare and eventually easier to code and analyse.

3.8 Data Analysis and Presentation

Careful analysis of completed questionnaires was done so as to assure accurate and relevant
data was collected from the respondents. Upon collection, screening, coding of the
questionnaires, the data derived from them was broken down using the Descriptive and
Inferential Statistics tools like Regression, Correlations and Multi-colinearity analysis

models, which are all supported by the SPSS statistics software.

The study adopted a multi-regression model as indicated below;

Y= Bot B1 X1+ B2Xot B X3t BaXyte
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Where;

Y= Tax compliance

Bo= Constant term

B1.B2,p3, B4= Coefficient for the Independent Variables

X4=Tax Knowledge

X,=Tax Compliance Costs

X3=Tax Rates

X,=Awareness of the Presumptive tax system

€ = Error term, represents margin of error in the model

Data presentation techniques applied included; tables and figures as well as relevant graphical
presentations for summarizing and compressing data collected to allow ease of

understanding, interpretation and allow further investigation.

3.9 Measurements of the variables

The measurement of variables made use of a five point Likert Scale as seen in the statements

below:
SrN. Variable Measure/ Indicate Likert Scale
1. Tax Knowledge -Knowledge on the tax rules and -l Strongly disagree that knowledge
regulations on the tax rules and regulations is
well known.
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-Understanding

information

of

the

tax

-1 disagree that understanding of the

taxes is for large taxpayers alone.

-1 neither agree nor disagree that tax

knowledge is properly understood.

-1 agree that knowledge of tax rules

and regulations is accessible

| strongly agree that tax knowledge
needs to be well interpreted and

understood.

Tax  compliance -Time costs

costs

-Labour costs

31

-1 strongly agree that time is a

compliance cost.

-1 agree that labour is a compliance

cost.

-1 neither disagree nor agree that the
cost of hiring personnel influences

compliance.

-l disagree that the time spending

filing returns affects tax compliance

- | strongly disagree that a lot of
manpower is required to be

compliant.



Tax rates

-Tax penalties

-Knowledge on the applicable tax

heads and rates

-1 strongly agree that tax rates were

properly developed.

-1 agree that knowledge on tax heads

and rates is not well known.

-1 neither agree nor disagree that tax

rates are considered to be high.

-l disagree that tax rates are not

meant for small taxpayers.

-1 strongly disagree that tax penalties

are high.

Awareness of the

presumptive

system

tax

- Providing accurate business
permit fee.

-Timely and proper payment of
presumptive tax due.

-l strongly agree that the
presumptive tax systems are not well

known.

-1 agree that taxpayers need to be
sensitized on the presumptive tax

procedures.

-1 neither agree nor disagree that the
presumptive tax procedures are

efficiently done.
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-1 disagree that presumptive tax

procedure are time and labour costly

-1 strongly disagree that presumptive
tax systems are difficult to

understand.
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CHAPTER FOUR
RESEARCH FINDINGS AND DISCUSSIONS

4.0 Introduction

This chapter of the study aimed to gather research findings, presentations on the same as well
as analysis and discussion of these findings which were be based on the research variables.
Data was collected and broken down using the Descriptive and Inferential Statistics tools like
Regression, Correlations and Multi-co linearity analysis models which are all supported by
the SPSS statistics software. Data presentation techniques that were applied included tables

and figures.

4.1 Response Rate

The research had a sample size of 379 respondents from which data was collected on the
factors affecting Presumptive Tax compliance among Small and Micro Enterprises in Nyeri
County. Out of the 379 close ended questionnaires distributed by the researcher, 288
questionnaires were returned with complete responses. This gives a 76% response rate as
shown in Table 4.1 which is 16% above the expected response rate of 60% for any survey or
research done to achieve the maximum representativeness of the population of interest

(Fosnacht, Sarraf, Howe, & Peck, 2014)
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Table 4.1: Table showing Response rate

Questionnaires Tally Percentage
Returned and Complete 288 76%
Not returned 91 24%
Total 379 100%

As shown on table 4.1 above, the number of questionnaires that were returned having being
completed were two hundred and eighty-eight thereby representing 76% of the all the
questionnaires distributed. The returned questionnaires were analysed and the data collected

contributed to developing a conclusive study on the relationship of the research variables.

Figure 4.1: Figure showing response rate
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Figure 4.1 shows the percentage distribution of the response rate of the total 379
questionnaires administered for which 76% were returned having being completed whereas

24% were not returned.

Position of the respondents’ in the organization was an element of the study listed in the

questionnaire and table 4.2. shows the results from the responses given.

Table 4.2: Position of the respondent in the organisation

Respondent’s position Tally Percentage
Business Owner/ Managing 193 67%
Director

Auditor 8 3%
Accountant 5 2%
Employee 59 20%
Other 23 8%
Total 288 100%

Out of the total 288 questionnaires returned with complete answered, 67% were business
owners, 3% were auditors of the organization, 2% were accountants in the organizations,
20% were employees within the organization while 8% were other representatives of the

organization.
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4.2. Demographic Information

The researcher found it necessary to identify the demographic factors for purposes of

evaluating the factors influence presumptive tax compliance among SMEs in Nyeri County.

4.2.1 Age of the Business

Table 4.3 shows the age of the businesses for which the respondents were able to fill in the

questionnaires.

Table 4.3: Age of Business

Age Tally Percentage
Less than One year old 91 32%
Between 1 to 5 years old 117 41%
Between 6 to 10 years old 67 23%
Above 10 years 13 4%
Total 288 100%

The findings revealed that 13 businesses that had existed for more than 10 years contributed
to 4% of the total respondents.67 had existed between 6 and 10 years and were at 23%,
117businesses were between 1 to 5 years old contributing to 32% and finally 91 businesses
had been less than one-year-old occupying 41%of the total responses received. Therefore, it

was noted that majority of the respondents had been in business between 1 to 5 years.
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4.2.2 Type of Business

Table 4.4 shows the responses given on the type of businesses of the respondents.

Table 4.4: Type of Business

Type of target business Tally Percentage
Small Traders 19 7%
Kiosks 36 12%
Hawkers 161 56%
Agricultural Dealers 5 2%
Small Hotels 21 7%
Other Catering & Accommodation facilities 6 2%
Butcheries 4 1%
Bars 19 6%
Professional Services 1 1%
Health — Private facilities 3 1%
Workshop 11 4%

38



Other 2 1%

Total Population 288 100%

The majority of the respondents were hawkers who were 161 at 56%, followed up by kiosks
who were 36 and occupying 12% of the respondents, at 7% was both the small traders and
small hotels who were 19 and 21 respectively. At 6% were the 19 bars followed by 11
workshops at 4%, 2% being 5 agricultural dealers and 6 catering and accommodation
facilities. Finally, the least number of responses came from 3 health facilities, 1 professional

service, 4 butcheries and 1 other small business.

4.2.3. Annual Turnover

The researcher found it essential to identify the annual turnover of the respondents in order to
gather data that would assist in classifying the respective businesses as Small and Micro

Enterprises under the tax legislation.

Table 4.5 Annual Turnover of the Respondents

Annual Turnover Tally Percentage
Below Kshs 500,000 95 33%
Between Kshs 500,001 and Kshs 1,000,000 103 36%
Between Kshs 1,000,001 and Kshs 2,500,000 38 13%
Between Kshs 2,500,001 and Kshs 5,000,000 28 10%
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Over Kshs 5,000,000 24 8%

Total 288 100%

33% accounted for 95 respondents with an annual turnover below Kshs 500,000 while 36%
accounted for 103 respondents with an annual turnover of between Kshs 500,001 and Kshs
1,000,000.13% represented 38 respondents who indicated they had an annual turnover of
between Kshs 1,000,001 and 2.5million while 10% represented 28 respondents who has an
annual turnover of between 2.5 million and 5 million. The minority were 24 respondents who

were represented at 8% with an annual turnover of over 5 million.

4.2.4. Personal Identification Number

The researcher found it paramount to identify if businesses had PIN numbers for purposes of

taxation and the findings are shown below in table 4.6.

Table 4.6: Number of respondents with PINs

Respondent Tally Percentage

Respondents with PINs 265 92%

Respondents without PINs 23 8%
Total 288 100%

According to table 4.6, 92% of the respondents had PINs while only 23 respondents had not

registered for PINs representing 8% of the respondents. The researcher found it necessary to
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analyse both responses from respondents with and without PINs to collect data that will assist

in evaluation of the variables of the study.

4.3. Presentation of Research Variables

4.3.1. Tax Rates and Presumptive Tax Compliance

The researcher found it necessary to establish how tax rates influence Presumptive Tax

compliance and the respondents’ views were shown in the table 4.7.

Table 4.7: Responses on the statements that show a relationship between tax rates and

Presumptive Tax compliance

Variable Statement Strongly  Agree Neutral Disagree  Strongly
Agree Disagree

Kenyan taxes are not favourable. 42.01%  37.15% 10.07% 5.56% 5.21%

Penalties of failure to comply with the tax 7.64% 5.90% 11.81% 43.06% 31.60%

system are fair.

I am well informed on the type of tax 25.35%  31.94% 12.85% 19.79% 10.07%

applicable to my business.

My total tax payable influences my tax 52.78%  30.90% 4.86% 6.94% 4.51%

compliance.

Average 31.95%  26.47% 9.90% 18.84%  12.85%

As shown on table 4.7, respondents were expected to give feedback using a four point Likert

Scale to respond to statements in the questionnaires issued on how tax rates influence
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Presumptive tax compliance among SMEs in Nyeri County. On the first statement where
Kenyan taxes are favourable, 42.01% of the respondents strongly agreed, 37.15% agreed,
10.07% were uncertain, 5.56% disagreed and another 5.21% strongly disagreed. On the
second statement on whether penalties on non-compliance are fair, 7.64% of the respondents
strongly agreed, 5.90% agreed, 11.81% were uncertain, 43.06% disagreed and another
31.60% strongly disagreed. On the third statement whether the respondents were aware of the
taxes applicable to them, 25.35% of the respondents strongly agreed, 31.94% agreed, 12.85%
were uncertain, 19.79% disagreed and another 10.07% strongly disagreed. On the fourth
statement whether the respondents’ total tax influences their level of compliance, 52.78% of
the respondents strongly agreed, 30.90% agreed, 4.86% were uncertain, 6.94% disagreed and
another 4.51% strongly disagreed. The average scores revealed that majority of the
respondents, at 31.95%, strongly agreed with the statements raised under the variable of the

study.

Figure 4.2: Figure showing responses on the statements that show a relationship
between tax rates and Presumptive Tax compliance

Figure showing responses on the statements that show a
relationship to tax rates and Presumptive Tax compliance
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40.00%
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Kenyan Taxes are  Penalties of failure | am well informed My total tax payable
not favourable to comply with the  on the type of tax  influences my tax
tax system are fair ~ applicable to my compliance.
business

m Strongly Agree  ® Agree Neutral ®Disagree = Strongly Disagree
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Based on the figure 4.2, it can be observed that majority of the respondents strongly agreed at
42.01%, that Kenyan taxes were unfavourable, majority also disagreed at 43.06%, that
penalties of non-compliance to taxes were unfair. Another majority of the respondents agreed
at 31.94% that they were aware on the taxes applicable to them as well as another majority

strongly agreed at 52.78% that their total tax due influences their level of tax compliance.

4.3.2. Tax Compliance Costs and Presumptive Tax Compliance

The researcher found it necessary to establish how tax compliance costs influence
Presumptive Tax compliance and the respondents’ views were shown in figure 4.3 and table

4.8.

Figure 4.3: Figure showing monthly cost incurred by respondents to be tax compliant

Repondents' monthly cost incurred to be tax compliant

® Below Kshs 10,000

® Between Kshs 10,001-50,000

= Between Kshs 50,001-100,000

m Between Kshs 100,001 - 150,000

m Above 150,000

As shown in figure 4.3, 62% of the respondents incurred monthly costs below Kshs 10,000 to
be tax compliant, 25% incurred monthly costs between Kshs 10,001 and Kshs 50,000, 7%

incurred monthly costs between Kshs 50,001 and Kshs 100,000. Another 4% of the
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respondents incurred monthly costs of between Kshs 100,001 and Kshs 150,000, while

another 2% incurred monthly costs above Kshs 150,000 in order to be tax complaint.

Table 4.8: Responses on the statements that show a relationship between tax compliance

costs and Presumptive Tax compliance

Variable Statement Strongly  Agree Neutral Disagree  Strongly
Agree Disagree

Complying to the tax system is time 41.32% 18.75% 4.17% 25% 10.76%

consuming.

The current Kenyan tax structure 30.21% 43.40 7.64% 11.11% 7.64%

influences tax evasion.

The costs incurred in complying with the 59.72%  24.65% 10.76% 3.82% 1.04%

tax system influence my overall tax

compliance.

Average 43.75%  28.93% 7.52% 13.31%  6.48%

As shown on table 4.8, respondents were expected to give feedback using a four point Likert

Scale to respond to statements in the questionnaires issued on how tax compliance costs

influence Presumptive tax compliance among SMEs in Nyeri County. On the first statement

whether tax compliance is time consuming, 41.32% of the respondents strongly agreed,

18.75% agreed, 4.17% were uncertain, 25% disagreed and another 10.76% strongly

disagreed. On the second statement on whether the current Kenyan structure influences tax

evasion, 30.21% of the respondents strongly agreed, 43.40% agreed, 7.64% were uncertain,



11.11% disagreed and another 7.64% strongly disagreed. On the third statement whether the
respondents’ tax compliance costs influence their level of tax compliance, 59.72% of the
respondents strongly agreed, 24.65% agreed, 10.76% were uncertain, 3.82% disagreed and
another 1.04% strongly disagreed.The average scores revealed that majority of the
respondents, at 43.75%, strongly agreed with the statements raised under the variable of the

study.

Figure 4.4: Figure showing responses on the statements that show a relationship
between tax compliance costs and Presumptive Tax compliance

Figure showing responses on the statements that show a
relationship to tax compliance costs and Presumptive Tax
70.00% compliance

60.00%
50.00%

40.00%
30.00%
20.00% l
10.00%

Complying to the tax The current Kenyan The cost incurred in

system is time tax structure complying to the tax
consuming influences tax system influences the
evasion overall tax
complaince

m Strongly Agree  m Agree Neutral —m Disagree Strongly Disagree

Based on the figure 4.4, it can be observed that majority of the respondents strongly agreed at
41.32%, that tax compliance was time consuming, majority also agreed at 43.40%, that the
current Kenyan tax structure influences tax fraud. Another majority strongly agreed at
59.72% that the cost incurred to be tax compliant influenced their overall tax compliance

capacity.
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4.3.3. Tax Knowledge and Presumptive Tax compliance

The researcher found it necessary to establish how Tax Knowledge Influences Presumptive

Tax compliance and the respondents’ views were shown in the table 4.9.

Table 4.9: Responses on the statements that show the relationship between Tax
Knowledge and Presumptive Tax compliance

Variable Statement Strongly  Agree Neutral Disagree  Strongly

Agree Disagree

Information about taxes in Kenya is readily 57.29%  20.14% 8.33% 4.17% 10.07%

available.

I-taxhas improved my tax understanding.  43.40%  21.88%  26.04% 3.82% 4.86%

Tax information available is easy to 36.11% 29.17% 17.36% 13.19% 4.17%

interpret and understand.

Understanding of the tax knowledge 52.78%  23.96% 19.79% 1.74% 1.39%

influences my level of tax compliance.

Average 47.40%  23.79% 17.88% 5.73% 5.12%

As shown on table 4.9, respondents were expected to give feedback using a four point Likert
Scale to respond to statements in the questionnaires issued on how tax knowledge influences
Presumptive tax compliance among SMEs in Nyeri County. On the first statement whether

tax information is readily available, 57.29% of the respondents strongly agreed, 20.14%

46



agreed, 8.33% were uncertain, 4.17% disagreed and another 10.07% strongly disagreed.On
the second statement on whether the I-tax has improved the respondents’ tax understanding,
43.40% of the respondents strongly agreed, 21.88% agreed, and 26.04% were uncertain,
3.82% disagreed and another 4.86% strongly disagreed. On the third statement whether the
tax information available is easy to interpret and understand, 36.11% of the respondents
strongly agreed, 29.17% agreed, 17.36% were uncertain, 13.19% disagreed and another
4.17% strongly disagreed. On the fourth statement whether the understanding of the tax
knowledge influences the overall tax compliance, 52.78% of the respondents strongly agreed,
23.96% agreed, 19.79% were uncertain, 1.74% disagreed and another 1.39% strongly
disagreed. The average scores revealed that majority of the respondents, at 47.40%, strongly

agreed with the statements raised under the variable of the study.

Figure 4.5: Figure showing responses on the statements that show a relationship
between tax knowledge and Presumptive Tax compliance

Figure showing responses on the statements that show a
relationship between tax knowledge and Presumptive Tax
70.00% compliance
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Based on the figure 4.5, it can be observed that majority of the respondents strongly agreed at
57.29%, that tax information in Kenya is readily available, majority also strongly agreed at
43.40%, that the I-tax had improved the respondents’ tax understanding. Another majority
strongly agreed at 36.11% that the available tax knowledge was easy to interpret and
understand while another majority of respondents at 52.78%, also strongly agreed that the

understanding of tax information influenced their overall tax compliance.

4.3.4. Awareness of the Presumptive tax system and Presumptive Tax compliance

The researcher found it necessary to establish how the awareness of the Presumptive Tax
system influences Presumptive Tax compliance and the respondents’ views were shown in

figure 4.5 and table 4.9.1.

Figure 4.6.: Figure showing how respondents’ found out about Presumptive Tax System

Figure showing how respondents’ found out about Presumptive Tax
System

m KRA -SMESs' sensitization
forums

another service

5% B Through the Registrar of
Companies when

® Newspaper and Social Media

= Casual visit to KRA seeking

14% 13% acquiring/renewing a license

® | am not aware of the
Presumptive Tax System

As shown in figure 4.5, 36% of the respondents were not aware of the presumptive tax

system, 32% gained the presumptive tax information from KRA sensitization forums, another
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14% learnt about presumptive tax from the Registrar of Companies office when acquiring or

renewing a business permit. 13% learnt about presumptive tax through casual visits to KRA

seeking another service while the minority at 5% learnt about presumptive tax through social

media and newspapers.

Table 4.9.1.: Responses on the statements that show the relationship between the

awareness of Presumptive Tax System and Presumptive Tax compliance

Variable Statement Strongly  Agree Neutral Disagree  Strongly
Agree Disagree

Presumptive tax system is more simplified 61.17% 15.53% 1.94% 18.45% 2.91%

compared to the previous Turnover tax

system.

| am fully understand the presumptive tax 57.28%  23.30% 6.80% 7.77% 4.85%

filing and paying procedure.

Introduction of presumptive tax influences 39.81%  29.13%  15.53% 4.85% 10.68%

my tax compliance.

Average 52.75%  22.65% 8.09% 10.36%  6.15%

As shown on table 4.9.1, respondents were expected to give feedback using a four point

Likert Scale to respond to statements in the questionnaires issued on how the Presumptive

Tax system influences Presumptive tax compliance among SMEs in Nyeri County. On the

first statement whether Presumptive Tax system is more simplified than the previous

Turnover Tax system, 61.17% of the respondents strongly agreed, 15.53% agreed, 1.94%



were uncertain, 18.45% disagreed and another 2.91% strongly disagreed. On the second
statement on whether the respondents fully understood the presumptive tax filing and paying
procedure, 57.28% of the respondents strongly agreed, 23.30% agreed, 6.80% were uncertain,
7.77% disagreed and another 4.85% strongly disagreed. On the third statement whether the
introduction of presumptive tax influenced the respondents’ tax compliance, 39.81% of the
respondents strongly agreed, 29.13% agreed, 15.53% were uncertain, 4.85% disagreed and
another 10.68% strongly disagreed. The average scores revealed that majority of the
respondents, at 52.75%, strongly agreed with the statements raised under the variable of the

study.

Figure 4.7: Figure showing responses on the statements that show a relationship
between the Presumptive Tax system and Presumptive Tax compliance

Figure showing responses on the statements that show a relationship between
the Presumptive Tax system and Presumptive Tax compliance
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Based on the figure 4.7, it can be observed that majority of the respondents strongly agreed at
61.17%, that Presumptive tax is more simplified that the previous Turnover Tax, majority

also strongly agreed at 57.28%, that they fully understand that presumptive tax filing and
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paying procedures and finally another majority of the respondents at 39.81%, also strongly

agreed that the introduction of presumptive tax has influenced their level of tax compliance.

4.4. Inferential Statistics

4.4.1 Regression Analysis

Using SPSS Version 25, the regression analysis given below was projected from the study

Y= Bot B1 X1+ BaXot B3Xst PaXste

Coefficients?

Unstandardized  Standardized 95.0% Confidence
Coefficients Coefficients Interval for B
Std. Lower Upper
Model B Error Beta t Sig.  Bound Bound
1  (Constant) 1.981 709 2.795 .036 .528 3.433
Tax 113 .051 049 2.212 .035 .009 217
Knowledge
Tax -.140 .055 -.045 2542 017 -.027 -.253
Compliance
Cost
Tax Rate -.181 .060 -.040 3.014 .005 -.058 -.304
Awareness of 139 .036 .064 3.880 .001 .065 213
Presumptive
tax system

a. Dependent Variable: Presumptive Tax Compliance

The fitted regression model from the study findings is presented as follows:
Y=1.981+0.113X;-0.140X,-0.181X3+0.139X,.

Knowledge on the tax system influences tax compliance level among the SMEs. Taxpayers
who had the technical knowhow and skills in terms of discharging their tax compliance
obligations will more likely be tax complaint unlike those who lack the knowledge of the tax
system. The study findings indicate that the chances of SMEs being tax complaint are at

0.113 or 11.3%.
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Generally, when all variable are put into considerations based on the findings, when tax
knowledge is considered putting other factors constant, then an increase in tax knowledge
leads to an increase in Presumptive tax compliance by 0.113 or 11.3%. Another determinant
is tax compliance cost, when other factors are held constant then an increase in tax
compliance cost lead to decrease in Presumptive tax compliance by 0.140 or 14%. Increasing
tax rate when other variable are held constant, Presumptive tax compliance reduces by 0.181
or 18.1%.Creating awareness on the presumptive tax system among the citizens, increases the

rate of Presumptive tax compliance by 0.139 or 13.9%.

4.4.2. Correlation

Correlations

Tax
Tax Tax Compliance Tax Presumptive
Compliance Knowledge Cost Rate  tax filing
Pearson Presumptive 1.000 .386 -433 -.495 591
Correlation ~ Tax
Compliance
Tax .386 1.000 006 .277 071
Knowledge
Tax -.433 .006 1.000 -.087 -.252
Compliance
Cost
Tax Rate -.495 277 -.087 1.000 -.070
Awareness of 591 071 -.252 -.070 1.000
Presumptive
tax system
Sig. (1-tailed) Presumptive : .035 .017 .005 .001
Tax
Compliance
Tax .035 : 488 .070 .355
Knowledge
Tax 017 .488 . .323 .089
Compliance
Cost
Tax Rate .005 .070 323 . .357
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Awareness of
Presumptive
tax system
Presumptive
Tax
Compliance
Tax
Knowledge
Tax
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Presumptive
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The findings indicate that correlation coefficient between Tax compliance and:

1.

N

Tax Knowledge is 0.386
Tax compliance cost is -0.433

Tax rate is -0.495
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4.4.3. Discussion of Findings
The p-value for the independent variable, that is, tax knowledge, tax compliance cost, tax rate

and awareness of Presumptive tax system are 0.035, 0.017, 0.005, and 0.001 respectively.
The p-values are less than the significant value of 0.05. The confidence intervals of the
independent variables are all positive or they do not contain any zero value, therefore this
indicates that the overall study is statistically significant. From the study, there is sufficient
evidence to support the claim that the independent variables have great impact on dependent

variable (Presumptive Tax compliance).

The data collection was based on the 30 respondents, and thus this lead to 30 samples.
Therefore, considering 30 samples and a level of significance of 0.05 then the calculated
correlation critical value isr, = 0.361. Based on the correlation output between Presumptive

tax compliance and:

e Tax Knowledge is 0.386

e Tax compliance cost is -0.433

e Taxrateis - 0.495

e Awareness of Presumptive tax system 0.591
It is clear that correlation coefficient values are greater than the critical value |r| > 7.
therefore the relationship between the independent variables and dependent variable is overall

statistically significant.

54



CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
5.1. Introduction
This chapter outlines the summary of the findings of the research, research recommendations,
conclusions and other areas identified for further study that were determined in line with the
study’s main objective of identifying the factors that influence presumptive tax compliance

among SMEs in Nyeri County.

5.2. Summary

The researcher was able to sample a target population 379 Small and Micro Enterprises in
Nyeri County for the study. Out of the 379 questionnaires issued, 288 questionnaires were
able to be returned having being completed. Based on the questionnaires return and
completed, the researcher was able to come up with research findings for which conclusions

and recommendations were also derived from.

Majority of the respondents were business owners who were 193 representing 67% and
another majority that had been in operational for at least more than one year were 117
representing 41%. Majority of the respondents also had an annual turnover of between Kshs
500,000 to Kshs 1,000,000 at 36%. In as much as,265 respondents have registered for a KRA
PIN but the researcher found it necessary to include the 23 respondents who had not

registered for a KRA PIN in the study in order to evaluate the variables of the research.

5.2.1. Tax Knowledge and Presumptive Tax Compliance

The research focused to identify the factors that influence Presumptive tax compliance among
SMEs’ in Nyeri County. The research identified a positive relationship between tax
knowledge and presumptive tax compliance. Majority of the respondents strongly agreed at

57.29% that tax information was readily available and another 43.40% strongly agreed that
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Itax system had improved the level of tax understanding. 36.11% of the respondents were the
majority who strongly agreed that Tax knowledge was easy to understanding and interpret
while another 52.78% also strongly agreed that understanding of the tax knowledge

influenced the tax compliance level.

These study findings coincided with other findings on a research conducted in Nigeria on
SMEs which were that tax knowledge and awareness of the consequential penalties had a
positive effect on the overall tax compliance (Oladipupo & Obazee, 2016). Awareness of the
tax information as well as proper understanding of the tax rules and regulations positively

influences the level of tax compliance for SMEs.

5.2.2. Tax Compliance Costs and Presumptive Tax Compliance

The research identified a negative relationship between tax compliance costs and
Presumptive tax compliance. Majority of the respondents strongly agreed that it was time
consuming to be tax compliant with 62% being the majority of the respondents who incurred
a monthly cost of below 10,000 to be tax compliant. Another majority of respondents at
43.40% agreed that the current tax regime and structure influences tax evasion while another
majority at 59.72% strongly agreed that the costs incurred in complying to taxes influences

the overall tax compliance of SMEs.

The research findings concur with other study findings done on the influence of compliance
costs on SMEs’ tax compliance behaviour in Tanzania and the findings revealed compliance
costs had a negative impact on the compliance behaviour of the SMEs. The findings deemed
to be important to tax agents and authorities to enable creation of measures such as new tax

reforms that would improve tax compliance levels(Mahangila, 2017).
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5.2.3. Tax Rates and Presumptive Tax Compliance

The research identified a negative relationship between tax rates and the Presumptive tax
compliance. Majority of the respondents are 42.01% strongly agreed that Kenyan taxes were
not favourable as well as another majority at 43.06% disagreed that the penalties incurred for
noncompliance were not fair. 31.94% of the respondents were the majority who agreed that
they were well informed on the applicable taxes on their business while another majority at
52.78% strongly agreed that their total tax payable had an influence on their overall tax

compliance.

These study findings were consistent with other findings from a research carried out on the
tax compliance of SMEs in Industrial Area, Nairobi County. The findings were that the
majority of respondents viewed that the Kenyan taxes were higher as compared to the
neighbouring countries Uganda and Tanzania and the respondents felt that the tax rates would
need to be revised so as to be more attractive as well as help to reduce tax fraud(Mwangi,

2014).

5.2.4. Awareness of the Presumptive Tax System and Presumptive Tax Compliance

The research identifies a positive relationship between awareness of the Presumptive tax
system and Presumptive tax compliance. Majority of the respondents at 36%, were not aware
of the presumptive tax system and procedures. Out of the 64% respondents who were aware
of the presumptive tax, 61.17% strongly agreed that Presumptive tax system was more
simplified than Turnover Tax regime, 57.28% strongly agreed to fully understanding what
entails the Presumptive tax system while another 39.81% strongly agreed that the

introduction of the Presumptive tax system had an influence on their tax compliance.

The study findings were similar to findings from a research carried out on turnover tax based

presumptive taxation on micro enterprises in Ethiopia. The findings were that majority of
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respondents were not aware of the presumptive tax system because of the complexity of the
system as well as lack of proper education from the tax agents and authorities. Hence, the
research recommended that the presumptive systems should adopt a more simplified design
and the tax agents should embark on increased the tax education to improve tax compliance

(Getachew, 2019).

5.3. Conclusions

In conclusion, the findings of the research revealed that a negative relationship between tax
rates and tax compliance costs with Presumptive tax Compliance while tax knowledge and
awareness of the Presumptive tax system had a positive relationship with the presumptive tax
compliance of SMEs in Nyeri County.The study established that in as much as tax
knowledge is readily available as well as being easy to understand and interpret tax agents
need to embark on creation of more awareness of the tax laws as majority of the respondents
revealed that understanding of the available tax information would influence level of

compliance.

The study also concluded that tax compliance costs such as time spent in keeping proper
business records as well as the time spent in filing and being compliant hinder the SMEs from
being tax compliant. With majority of the respondents feeling that the current Kenyan tax
structure influences tax fraud, the government should revisit the tax structure to make it more
attractive as well as increasing more SMEs’ sensitization forums on how they can be tax

compliant and incur minimal costs simultaneously.

The study also concluded that the tax rates had the highest and most significant influence on
the presumptive tax compliance of SMEs’ in Nyeri County. Majority of the respondents were
well informed on the applicable taxes for their business but still felt that Kenyan taxes are not

favourable with the penalties of being noncompliance considered as unfair. Therefore, the
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government should also revisit existing tax rates applicable to SMEs and develop reforms

that will improve the taxpayers view to improve their overall tax compliance.

A significant number of respondents lacked awareness of the Presumptive tax system and
it was attributed to lack proper taxpayer education in the informal sector. The majority that
were aware of the presumptive tax system still felt that its introduction influenced the level of
tax compliance to some extent. The performance of Presumptive tax by the time the
2019/2020 budget was read, and it was significantly low and its registration was still
gradually growing. With the low performance, Treasury had considered reintroduction of the

previous Turnover tax to make up for the shortfalls in tax revenue from the informal sector.

5.4. Recommendations

Based on the studying findings, the researcher was able to develop recommendations to
encourage Presumptive tax compliance among Small and Micro Enterprises in Nyeri County.
On tax knowledge and Presumptive tax compliance, the research recommends that tax
agents should maximize on simplifying the available tax knowledge and also increase more
sensitization forums for SMEs to understanding the tax systems as well as contribute to

improving the simplicity of the tax information.

On the tax compliance costs and tax compliance, the research recommends that tax agents
should embark on more sensitization forums to SMEs so as to educate them on how to
minimize costs and still remain tax compliant. The study also recommends that training
should be offered to those that are accountants and auditors hired to assist in handling taxes

for SMEs so that they can be more efficient in tax compliance.

On the tax rates and Presumptive tax compliance, the research recommends that tax agents

and authorities should consider revising the existing tax rates and penalties so as to make
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them more attractive and favourable to the SMEs. This will go ahead to reduce the chances of

the taxpayers engaging in tax fraud.

On the awareness of the Presumptive tax system and Presumptive tax compliance, the
research recommends that the filing and paying procedures of the presumptive tax system
should be revised to be simplified and easy to interpret. The research also recommends that
the tax agents should embark on maximum sensitization on new tax reforms before they are
introduced to engage the intended taxpayers in how best to improve them and lead to

maximum tax revenue.

5.5. Recommendations for further studies

The study proposes the following areas for further study;

e Tax authorities should study ways to motivate and improve morale of SMEs to
comply with Presumptive tax system.

e Tax scholars a and decision makers should research on the tax compliance dilemma
that exists in the informal sector when it comes to Presumptive tax , Corporate tax and
Value Added Tax.

e Students should also research on factors influencing Presumptive Tax compliance

among SMEs in other regions that have minimal research carried out on.
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APPENDICES

APPENDIX I: LETTER OF TRANSMITTAL

Susan Wangui Kiama,

P.0.BOX 1374-00618,

Nairobi, Kenya,

Email: susankiamal9@gmail.com

To whom it may concern,

| am a student of the Kenya School of Revenue Administration pursuing my Post Graduate
Diploma in Tax Administration. t. | am conducting an academic research on the factors
influencing presumptive tax compliance among SMEs in Nyeri town. | am writing to humbly
invite you to participate in the research by filling in the questionnaire attached. My research
project focuses on tax knowledge, tax compliance costs, tax rates and the awareness of the
presumptive tax systems. The questionnaire should take not more than 30 minutes to
complete. Your participation is voluntary and the questionnaire is completely anonymous
hence | guarantee that the information you provide will be treated as confidential. 1 will
highly appreciate your support in answering all the questions comprehensively and to the best

of your knowledge. Thank you.

Yours Sincerely,

Susan Kiama

Tel: 0702-368983.
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APPENDIX Il: QUESTIONNAIRE
Instructions

This questionnaire is designed to collect information on the factors influencing presumptive
tax compliance among SMEs in Nyeri town. The information obtained will only be used for
academic purposes and shall be treated with utmost confidentiality. You are humbly

requested to complete this questionnaire as honestly as possible.

Please tick in the appropriate box and also fill in the blank spaces provided for those

questions where elaborate responses are required.
SECTION A: GENERAL INFORMATION
1. Name of SME (OPtioNal)........c.ccueiiiie ittt et et r s eree e

2. Position of respondent in the organization.

e Business Owner

e Auditor 3

e Accountant 3

e Employee 3

o  Others (SPeCify)..cuviriiii i

3. How long has the organization been in existence?

e Less than One year .
e 1-5Years |:|
e 6-10 Years (-

e More than 10 Years [
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4. What is the main business activity of the organization?

5. What is the type of the business?

L3 smail Traders [ Butcheries

[  Kiosks [ Bars

] Hawkers ] Professional Services
1]  Agricultural Dealers [ Health — Private facilities
3 Small Hotels ] Workshop

[] Other Catering &  Accommodation | Other(Specify)

facilities

6. On average, what is your business’ annual turnover?

e Below Ksh 500, 000 ]
e Between Ksh 500,001 and Ksh 1 Million []
e Between Ksh 1,000,001 and Ksh 2.5 Milliol—]
e Between Ksh 2,500,001 and Ksh 5 Million[]
e Over Ksh 5 million (.
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7. Does your business have a Personal Identification Number (PIN)?

Yes[] No [

SECTION B: FACTORS INFLUENCING PRESUMPTIVE TAX COMPLIANCE

AMONG SMEs

Tick where appropriate
1. Strongly agree

2. Agree

3. Neutral

4. Disagree

5. Strongly disagree.

No. | Tax Rates 1. | 2. 3. 4,

1. | Kenyan taxes are not favourable.

2. | Penalties of failure to comply with the tax system are fair.

3. | I am well informed on the type of tax applicable to my

business.

4. | My total tax payable influences my tax compliance.
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No.

Tax Compliance costs

On average, how much do you spend to be tax compliant

monthly?

Tick: 1- for below Kshs 10,000.00

2- for between Kshs 10,001 -50,000

3- for between Kshs 50,001 - 100,000

4- for between Kshs 100,001-150,000

5- for above Kshs 150,001

Complying to the tax system is time consuming.

The current Kenyan tax structure influence tax evasion.

The costs incurred in complying to the tax system influence my

overall tax compliance.
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No.

Awareness of the Presumptive tax system

How did you find out about Presumptive tax?

Tick

1- KRA SMEs’ sensitization forums

2- Newspaper and social media

3- Through a casual visit to KRA seeking another service

4- Through the Registrar of Companies when acquiring a
new or renewing a license.

5- I don’t know about the Presumptive tax.(if so, ignore

question 2,3 and 4)

Presumptive tax system is more simplified compared to the

previous Turnover tax system.

I am fully understand the presumptive tax filing and paying

procedure.

Introduction of presumptive tax influences my tax compliance.
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No.

Tax Knowledge

1. | Information about taxes in Kenya readily available.

2. ITAX has improved your tax understanding.

3. | Tax information available is easy to interpret and understand.

4. | Understanding of the tax knowledge influences my level of tax

compliance.
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APPENDIX I11: INTERVIEW GUIDE

1. What kind of experiences have you had with KRA?

2. What strategies would you recommend to KRA to help you become tax compliant?

3. What limits you from meeting your tax obligations?

4. What factors do you think promote Presumptive Tax compliance among SMEs in Nyeri

County?

5. What strategies would you want the government to put in place when it comes to tax

revenue?
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