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OPERATIONAL DEFINATION OF TERMS

Electronic Filling It is the submission of returns through the system with the help of the internet
within an established period (Bett & Yudah, 2017).

Electronic Payment It is remittance of the filed tax returns to the relevant tax agency within the

prescribed time frame (Chege, 2010).

Online Taxpayer Registration It is the use of technology to register the tax payers by issuing
them with Personal Identification Numbers (PINs) and the certificates
thereof (Etienne, Siringi & Kiprotich, 2013).

Small and Medium Enterprises A small business has fewer than 50 employees or one that
records revenue of less than 50 million Kenya shillings. A firm employing
more employees than these cut-offs but fewer than 500 employees is
classified as a medium-sized business (Kenya Small & Medium Enterprise
Authority, 2015).

Tax System Automation It is the use of information and communication technologies and tools

to simplify the administration of taxes (Gitaru, 2017).

Value Added Tax Compliance It is adherence to all the laws and regulations that govern
administration of Value Added Tax in an economy (Gwaro, Maina &
Kwasira, 2016).

Xi



ABSTRACT

VAT compliance has remained a contingent issue among the developed and developing countries
around the world. Unlike developed economies, failure to comply with taxes is more evident
among developing and other emerging economies. Kenya is one of the developing. The study
sought to establish the effect of tax system automation on value added tax compliance among
small and medium enterprises in Kisumu County. Specifically, the study focused on electronic
tax payer registration system, electronic filing and electronic payment system and their influence
ion VAT compliance. The study was supported by two theories namely technology acceptance
model theory and the Allingham and Sandmo (AS) theory. The design adopted in the study was
descriptive. A total of 451 SMEs operating in Kisumu City were targeted. The study used
stratified random sampling to sample out 221 SMEs. Primary data was collected using
questionnaires. The analysis of the collected data was done using descriptive and inferential
statistics. The study established that electronic tax payer registration, electronic filling and
electronic payment all positively and significantly influence VAT compliance. The study
concludes that tax system automation has postive and significant effect on VAT compliance. The
study recommends that KRA should consider integrating the i-tax with the tax payer registration,
filing and payment system so that these activities can be carried out simultaneously.

xii



CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

The process of automation and framework has played a crucial role in simplifying and enhancing
the administration of tax through the usage of modern technologies such as ICT. In view of the
above, Panday (2006) empirically conducted a study whose major focus involved the assessment
of how the adoption of technology affected mobilization of revenues in India. The study's results
revealed that government must dramatically expand its financial scope without causing costly
recurring overheads to align in growth execution and desires if its constituents. Tax collection
automation facilitates entry of data tax, storage automation, measurement, evaluation and
automatic reportage of tax and input needed for monitoring and managing of risks (Holniker,
2005). In accordance to Holniker (2005), automation of tax collection involves the development
of computer programs that are powered to perform assessments of tax and calculation;
assessment of tax duties with accuracy and high speed, thus ensuring rapid reaction to the
receiver (Guido, 2007). Katsuya-Takii (2003) suggests that automation is a tool and stimulus for
the modernization of customs. In his argument, Baurer (2005) ascertain that problem creation
can also be caused by the tax authorities while in their process of performing their duties by
enforcing the reportage of burdensome and keeping the required records; performing
unnecessary audits and inspections; failing to handle the dishonest workers in the tax
administration; and failing in the provision of accountability in the process of administering

taxes.

1.1.1 Global Perspective of Tax System Automation

In Germany, Seelmann et al. (2011) researched on the effects of an integrated computerized tax
system (i-Tax). They discovered that the i-Tax system saves on costs and e-government-induced
impacts on service enhancement. Tax payment automation was first introduced in the US for the
first time. Australia is one of the countries in the management of their cities that adopted the
program (Turner et al, 2004). In Turkey, tax strategy aims at simplifying tax laws, regulating
and harmonizing tax law with the law of EU. Developing and utilizing modern technology in

mobilization of revenues has become an important key factor to consider.



A research by Wasilewski (2000) on economic development and taxation system was aimed at
comparing the Japan and Brazilian case. The experience of Japan has shown that a nation need
not delay a real change in structuring of taxes until a maximum level of growth is reached.
Alternatively, the enhancement of the domestic market and the improvement of the economic
growth could be made successful by using a modern system. Declaring of customs, procedures of
accounting, transiting and other procedural tensions are managed by the program, generating

data for trade which in the end can be used to conduct economic and statistical analysis.

Wasilewski (2000) compared Japan and Brazil methods of tax collection. The study found that
collecting revenue in Japan was highly automated. Japan’s high revenue generation has enhanced
economic growth. The Pakistan State Bank and the Federal Revenue Board have jointly launched
the electronic system of collecting of government taxes and duties through a one-link system.
This would refer for paying customs duties, sales tax, income tax and excising duties. That kind
of system aims to improve systems of making payments, particularly in the context of collecting
incomes, in addition to facilitation of tax payers and reduction in leakage incidence. It is also
expected that this move will positively contribute to the process of generating revenues by

reducing the inefficiencies involved in the machine used for collecting tax.
1.1.2 Regional Perspective of Tax System Automation

Gidisu (2012) conducted a study on the Ghana Revenue Authority's automation process
procedure on the efficiency of collecting revenues using a Customs Division case study.
According to Gidisu (2012), the usage of automation system positively impacted the
administration of tax, collection of revenues and automation process. In Nigeria, Gidisu (2012)
found that the cost of tax administration decreased as a result of the implementation of an
automated revenue collection program, leading to efficient revenue collection. A research by
Abiola and Asiweh (2012) on the effect of Nigeria’s automatic collection of government
revenue, indicated that increasing the process of diversifying automated collection of revenues
impacted positively to the development of the economy that was realized with automation in
revenue collection, hence leading to the improvement of the lives of Nigerian citizens. Nkote and
Luwugge (2010) noted that for automation to be efficient and effective, custom tax
administration computerization requires adequate trained manpower capable of addressing

automation challenges such as clearance time delays.
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In Nigeria, Onuiri, Fikayo, Ogheneovo and Ayodeji (2015) noted that tax is any type of charge
that is imposed by a governing body or its equivalent on a person or institution to punish default
payment by law. Taxation is as old as civilization which is slicing through culture, ethnicity and
world borders. In most existing societies of today, the primary goal of the government is to
ensure that taxes are paid on time and that there are minimal evasions of taxes. The tax evasion
problem has proved to be a very hard activity to be dealt away with even in nations that have a
proper register of citizenship, and as determined by our case study survey, the current mode of
tax payment is inefficient and hectic. In Nigeria, Oseni (2015) researched on the hiding places
used by tax evaders. The study involved the use of modern technology because the program is
capable of capturing all potential taxpayers, but ICT usage can be dangerous incase the taxpayers
and tax managers are carelessly employed as scammers and web hackers who can use the
confusion or lax security of the system. According to Efunboade (2014), the emerging
globalization of the infrastructures which include Factual Accurate Complete Timely-Project
FACT, Integrated Tax Administration System-ITAS and Taxpayer ldentification Number-TIN
will allow qualified taxpayers to pay tax electronically anywhere and at any time.

1.1.3 Kenyan perspective of Tax System Automation

Polycap (2017) revealed that computerized systems have contributed positively to the
performance of customs department. Independent variables cargo security and tax clearance time
had a positive significant impact on the performance. Revenue collection and tax administration
had an insignificant impact hence there may be other many factors which affect revenue
collection other than computerized systems. Bett and Yudah (2017) identified that online
taxpayer registration, online tax return processing, online compliance and monitoring activities,
and electronic tax payments make a substantial contribution to KRA, Rift Valley Region's
revenue collection. Madegwa and Namusonge (2018) noted that in Trans Nzioa county
government office, the online system of automating revenue collection processes greatly

influences efficiency.



Otieno, Oginda, Obura, Aila, Ojera and Siringi, (2013) in their study revealed that there exists a
correlation between systems of information and internal control systems together with collection
of revenues both in terms of efficiency and performance in collecting revenues. Nevertheless,
council staff's aversion to reform derailed the full introduction of IS. The research is useful in
collecting revenue for the present study in order to fully incorporate IS, and more precisely e-
payment system. Another research by Kinyanjui and Kahonge (2013) proposed the creation of a
system to monitor the flow of traffic, allocation and availability of parking space in the Nairobi
streets but failed to manage the penalty involved in the system of payment, a problem to be
addressed carefully by the present study. A report by Kirichu and Senagi (2014) study was vocal
in e-payment agitation in Nairobi County and the parking industry using mobile parking

management system, but the report was aware of the obstacles that could be overcome.

1.1.4 VAT Compliance

Tax compliance, according to Ssetuba (2012), is the ability to pay tax on time and submit correct
tax data on a timely basis. Many tax compliance concepts focus on the quality of tax return data
and the cost of making tax returns. Auyat (2013), for example, describes tax compliance as the
provision of correct and timely lodging of income tax returns along with the payments needed
whenever due. There are two forms of compliance with tax; voluntary and involuntary tax
compliance (Mandola, 2013). Voluntary tax compliance does not allow taxpayers to comply with

the tax requirements, as opposed to involuntary tax compliance (Hussein et al., 2010).

Tax compliance, according to Ssetuba (2012), refers to the extent to which one makes timely
payment of taxes and submits correct tax data on a timely basis. Many tax compliance concepts
focus on the quality of tax return data and the costs incurred in filling returns on tax. Auyat
(2013), for example, describes tax compliance as the provision of correct and timely lodging of
income tax returns along with the required payments anytime they are required. According to
Mandola (2013), the existing forms of compliance tax include; voluntary (hinders the taxpayer
from complying with requirements of taxes) and involuntary tax compliance. In comparison to
compulsory tax compliance, voluntary tax compliance does not require state regulation for

taxpayers to comply with tax requirements (Hussein et al., 2010).



Compliance with VAT is the timely filing and reportage of the required tax information and
correctly assessing taxes due and making payments of the taxes without compliance action at the
required period of time (Jones, 2009). Tax compliance can be divided into three dimensions from
the definition. The dimensions include; filing, recording, and compliance with payments.
Therefore, if the three dimensions are not adequately met, a taxpayer would be considered non-
compliant. Tax reforms are aimed at achieving higher voluntary compliance in many countries,
and this is done by implementing online filing (Khadijah, 2013). A tax fails to the degree that it
is skipped or evaded, irrespective of what the justifications have been proposed (Shultz & Harris,
2004).

1.1.5 Small and Medium Enterprises in Kenya

SMEs are facing various tax-related challenges. For example, Odongo (2014) found that SMEs
in Uganda had very low levels of tax compliance. The low levels of complying to tax in Uganda
has been brought by many factors which include bad bookkeeping, low turnover revenues and
changes on SMEs ' ownership that occur frequently (Nakiwala, 2010). There are problems
linked to the rates of tax compliance among the Kenyan SMEs due to the nature of the firms
(Simiyu, 2013). Kenya's turnover tax implemented by the 2007 Finance Act specifically targeted
SMEs, especially those with an annual gross income which is lower than 5 million (Osebe,
2013).

In Kenya SME or MSME refers to and means Jua kali or informal sector. According to the
Government, any business that employs between one to nine, ten to forty nine and fifty to ninety-
nine as micro, small and medium enterprises correspondingly. For purposes of this paper, these
common factors shall become the basis of identification of, to mean and refer to SMEs. The
composition of the inventory of SMEs target groups outlined in the paper for tax base
broadening has substantially drawn from these features (Kinyua, 2014). Hall and Harvie (2003)
explains that SMEs are important in a country economic development and growth in that they
create jobs and build a base which is more adaptable and flexible for the competitive economy.
The Economic Survey Report (2016) indicated that SMEs contribute to 70% of Gross Domestic

Product in Kenya and the sector employs about 80%.



1.2 Statement of the Problem

VAT compliance has remained a contingent issue among the developed and developing countries
around the world (Bett, Yudah, 2017). Advanced economies like United Kingdom and United
States of America and other member countries of the European Union have largely invested in
technologies so as to automate the revenue collection processes hence increasing the rate of
compliance. Unlike developed economies, failure to comply with taxes is more evident among
developing and other emerging economies. The major factor contributing to the high level of tax
noncompliance among developing economies is inadequate budget to invest on technologies for

automating the revenue collection processes (Etienne, Siringi & Kiprotich, 2013).

Kenya is one of the developing countries that are highly affected by the rate of tax
noncompliance especially among small business that largely operate in the informal sector. In
fact, Kenya is ranked among countries with low income characterized by low tax compliance
particularly among the SMEs (Gitaru, 2017). Given the fact that most of the Kenyan SMEs
operate in informal sectors, this makes it hard for KRA to track down their actual revenues. At
the same time, Kenya is one of the countries with high rates of non-compliance. The low level of
tax compliance among SMEs has resulted into inability of KRA to meet the projections For
example, for the period 2018/2019, the total value of VAT collected stood at Kshs. 851 million
in Kisumu County (KRA, 2019). This was against the targeted amount of VAT which stood at
Kshs. 1.69 trillion for the financial year 2018/2019 (KRA, 2019). Although efforts have been
put in place to automate revenue collection processes, the level of tax compliance especially
among SMEs is still low in Kenya which justifies the need for the current study (Serem, Robert
& Phillip, 2017).

Several studies on automation of tax systems have been conducted by some researchers. Lukwata
(2011), for example, studied how the electronic tax filing system affects tax compliance and
collection taxes. The findings of the study revealed that tax compliance has been enhanced by the
electronic tax filing system as it makes it much easier for the tax payers to accurately assess their
tax obligations and enable them to file their returns on time. Kamau (2014) analyzed technology
adoption as a tactical tool for strengthening the compliance of tax in Kenya using Kenya

Revenue Authority's case study of large taxpayers. The study revealed that it’s Web and



communication engineering policy has been successfully implemented by the Kenya Revenue
Authority. Gwaro, Maina and Kwasira (2016) researched how online tax filling affects small

scale tax compliance.

Olaoye and Kehinde (2017) researched on how IT affects tax administration using a case of
Nigeria. Gitaru (2017) researched on how automation system affects the process of collecting
revenues in Kenya Revenue Authority with reference to SIMBA system. The study findings
revealed that the process involved in collecting revenues was directly proportional to the rates
involved in the exchange process. This came as a result of having a positive sign in the
coefficient. Wasao (2014) looked at online system of taxation and its influence on ability of
SMEs to comply and established a postive link. Thus, although several studies have been
carried, some of them were doe in other advanced countries. Other studies merely focused on
ICT while other studies were done in different counties and not the SMEs. Hence, the current
study aimed at determining the interaction between tax system automation and value added tax

compliance with reference to SMEs operating in Kisumu.

1.3 Research Objectives

The study was guided by general and specific objectives.

1.3.1 General Objective

The general objective of the study was to establish the effect of tax system automation on value

added tax compliance among small and medium enterprises in Kisumu County.

1.3.2 Specific Objectives

The study was guided by the following specific objectives;

I.  To determine the effect of electronic taxpayer registration system on value added tax
compliance among small and medium enterprises in Kisumu County
ii.  To determine the effect of electronic filing system on value added tax compliance among
small and medium enterprises in Kisumu County
iii.  To determine the effect of electronic payment system on value added tax compliance

among small and medium enterprises in Kisumu County



1.4 Research Questions
The study was guided by the following research questions
I.  How does electronic taxpayer registration system affect value added tax compliance
among small and medium enterprises in Kisumu County?
ii.  How does electronic filing system affect value added tax compliance among small and
medium enterprises in Kisumu County?

iii.  To what extent does electronic payment system affect value added tax compliance among

small and medium enterprises in Kisumu County?

1.5 Significance of the Study
The findings of the study would be important to the following stakeholders;
1.5.1 Kenya Revenue Authority

The Kenya Revenue Authority (KRA) would rely on the findings of the study to put in place
adequate measures of strengthening and improving on systems of automation in place. This

would increase the collected revenues.

1.5.2 Small and Medium Enterprises

The management of SMEs would use the findings of the study to determine the best way of

relying on automated tax systems to increase compliance with VAT.

1.5.3 Scholars and Researchers

The study would add to the existing literature of tax system automation and tax compliance. This

is important because future scholars would be able to carry out empirical studies.

1.5.4 Practitioners and Management

The findings of the study would be important to management practitioners like tax managers
since they would be able to understand the role played by tax system automation and VAT

compliance.



1.6 Scope of the Study

The study was carried out in Kisumu County in Kenya and the focus was on SMESs operating in
the County. Kisumu County was ideal because it is one of the rapidly growing cities in Kenya,
yet the level of tax compliance among small businesses has been reported to be very low. The
study covered 451 SMEs operating in Kisumu County, Kenya within the financial year
2018/2019.

1.7 Limitations of the Study

The limitations of this study are evaluated in terms of the concepts, the theories and the methods
used. Conceptually, the study was limited to three independent variables: electronic tax payer
registration system, electronic filing system and electronic payment system. Theoretically, the
study was limited to two theories: the Technology Acceptance Model Theory and the Allingham
and Sandmo (AS) theory. The TAM theory was used to underpin the independent variable being
tax system automation while the AS theory was used to explain the dependent variable being
VAT compliance. Methodologically, the study was limited to 451 registered SMEs operating in

Kisumu City and information from these SMEs was gathered with the use of questionnaires.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter is set to review literature on automation and VAT compliance. The review of
literature was centered along the theories and past empirical studies. The conceptual framework

is provided with variables and how they shall be operationalized.

2.2 Theoretical Review

The study was guided by two theories; the Technology Acceptance Model Theory and the
Allingham and Sandmo (AS) theory.

2.2.1 Technology Acceptance Model Theory

This theory was advanced by Venkatesh and Davis (1989). The theory of technology acceptance
model has been regarded as a very strong economic framework that clarifies how information
technology has been adopted by its users. According to this theory, the implementation of a new
information system by the consumer is dictated by their desire to use the system, which is
defined by their system beliefs. This theory also ascertains than two beliefs that are considered to
be useful and easily available for use are very important in revealing how the intention of the
users varies. The perceived usefulness entails the extent to which a person accepts that the usage
of a certain system will create more room for boosting the way a job is performed and on the
other hand the extent to which a person accepts that using a certain system will result in yielding

of effortless work is referred to as perceived ease of use.

According to some beliefs, it is believed that perceived ease of use is a good indicator in
predicting the perceived utility. TAC is believed to be useful in examining how the individual
difference (the efficiency of one’s self computer) affects users ' acceptance on electronic tax
filing systems. The beliefs behind this fact include; perceived ease of use, perceived usefulness
and perceived credibility. According to Miyazaki and Fernandez (2001), the perceived reliability
of web systems by users has a significant influence on the ability of users to participate in online

money transfers and sensitive personal information. TAM's key features are the perceived ease of
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use and usefulness. Azmi and Bee (2011) ascertain that the perceived usefulness is the extent to
which one accepts that his performance will be enhanced through the usage of a particular
technology. Perceived ease of use on the other side, refers to process where one accepts that
using a particular system will gain nothing. Hussein et al., (2010) argues that the theory of TAM
suggests that the purpose and usage of an information system that is considered to be new by the

users will be influenced by the perceived usefulness and ease of use

The theory of Technology Acceptance Model has been used by several scholars, for example,
Fu, Farn and Chao (2006) relied on TAM theory to research the acceptance of electronic tax
filing by concentrating on taxpayer expectations, Azm and Kamarulzaman (2010) used the
concept of TAM to explain out the factors affecting African countries in adopting electronic
filling. Carter, Shaupp, Hobbs and Campbell (2011) used the theory of TAM to forecast the role
played by safety and confidence in the adoption of online tax filling. It has been shown in all
these studies that perceived user-ease of use and perceived usefulness play a major role with
respect to technology adoption in tax administration. This theory applies to the study as it
explains the automation of the tax system and the reasons that could persuade taxpayers to
embrace automated tax systems including electronic payment, electronic registration and

electronic filling.

2.2.3 Allingham and Sandmo Theory

This theory was advanced by Allingham and Sandmo (1972). According to this theory, the
government is able to deter non tax compliance through arranging of sanctions and audits. When
a tax payer perceives the expenses of tax evasion to be too small, he or she may decide to break a
fiscal law and circumvent his or her tax obligations, assuming that the likelihood of him or her
being identified or audited are unlikely to occur. If the tax payers perceive the compliance costs
to be high, they are also likely to evade tax. Involving and burdensome tax systems and
processes tend to encourage cumbersome hence leading to tax evasion. Tax payers who fear high

and punitive tax rates are going to evade tax.

Allingham and Sandmo (1972) pioneered income tax avoidance, where a rational and moral
taxpayer maximized the desired utility which depends solely on income. When caught, the agent

must pay the associated penalties for the sum of evaded profits A primary stable comparative
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finding is that more or less tax compliance with competing income and replacement effects that

occur when the tax rate changes.

The effect of substituting promotes fraud since the rate of tax raises the marginal benefit of
cheating. On the opposite, the impact on taxes appears to discourage avoidance as an increase in
rates of tax brings about the feeling of making the taxpayer feel worse off with declining
absolute risk aversion, thereby reducing the chances of taking risks. The resulting impact is
therefore ambiguous. Shlomo Yitzhaki (2002), however, found that substitution effect disappears
when the penalty is levied on the sum of evaded taxes, as is the case under the present laws of
tax. The premium levied on hidden income rises in a proportion manner to the rate of tax at the
original maximum, and therefore there is no consequence of substitution. It is the residual profit
benefit which allows the taxpayer to engage in less cheating. Therefore, better compliance
becomes the net effect. The conclusion of Yitzhaki (2002) may be the most crucial discovery in

the literature on early tax evasion, having inspired several impressive extensions.

A number of scholars have used this theory to explain the tax compliance problem, for example,
Riahi-Belkaoui (2004) used AS theory to predict how international tax compliance intentionality
relates with selected determinants of tax morale. Marandu, Mbekomize and Ifezue (2015) used
the theory of AS to describe tax compliance determinants: A study of variables and
conceptualizations. Hasan, Mohammad and Alam (2017) relied on AS theory in Bangladesh to
describe tax-payers’ compliance behavior. This theory applies to this study as it describes the
reason behind the tax payers ' compliance with VAT, which is the study's dependent variables.

2.3 Empirical Review

This section will review past empirical studies on tax system automation and how it influences

compliance.

2.3.1 Electronic Taxpayer Registration and Value Added Tax Compliance

A single taxpayer system of registration that is well centralized creates more room for proper
planning making it much easier for administering taxes hence leading to rationalization of
resources and staffing based on the active taxpayers’ size and geographical location. Without an

online tax program, many of those things would be difficult. An online tax system for example
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may automatically validate that the new PIN that has been issued is actually unique whereas if
the taxpayer population is big, the same process of verifying will be almost impossible when
done manually (Deloitte, 2013). the reform of tax administration can result into several
advantages (Bird & de-Jantscher, 1993), some of the benefits include effectiveness in the
performance of the revenue, improved equality and consistency among individuals and
businesses, high chances of implementing fiscal reforms, lower taxpayer compliance costs, high
number of taxpayers who are being registered, decrease in cheating and evasion of tax improved
management services of the tax arrears, quality tax payer services and improved integrity and

transparency in the administration of operations.

The registration system is used on the basis of unique identification of numbers to identify
companies and individuals. The registration system must be the first module in service and the
first process to become functional is the registration of taxpayers. As explained, data collection
should be as restricted as possible and information update and validation from any device in the
module should be possible. Numerous registrations are due to negligence or intention. Some
taxes are linked to thresholds or tax brackets, leading to creation of an incentive to reduce taxes
by breaking some big businesses into several smaller units. Most tax authorities require the
owner to be enrolled under a PIN for motor vehicle registration. This significantly increases the
number of registered persons and jeopardizes the quality of the data, as the person concerned
could only register with the intention of completing the registration of the motor vehicle and
could register with different data separately for another business (Musgrave, 2013).

Negligence will also pose some obstacles to reliable, usable data. The arrangement of names,
consisting of first, middle and last names, creates erroneous entries; it is difficult to distinguish
between taxpayers with the same name by lacking birth dates. The purpose of i-tax is to enroll all
taxpayers in the national database and to issue for everyone a national PIN. If there is a political
will to register all taxpayers or even all residents under national PINSs, incentives must be
developed to enable individuals to register with national tax authorities. Interestingly, most tax
authorities do not report workers because the wage tax interestingly referred to as pay as you
earn) is the employer's withholding tax. The worker will not normally be able to request a tax

return at the end of the year in order to claim back taxes (Mutua, 2012).
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In Kenya, Awitta (2010) researched how the strategies used in collecting of revenues at KRA
were effective. The study adopted descriptive research design focusing on quantitative
characteristics and status of KRA's revenue collection strategies regarding revenue collection
enhancements. Stratified random sampling technique was used by the study to select a sample of
154 staff from Nairobi region. Collection of data was done using a questionnaire provided
through face-to-face interviews. The findings revealed that changes in revenue management by
implementation of electronic taxpayer registration resulted in improved revenue efficiency,
lower taxpayer compliance costs, increase in the number of registered taxpayers, improved
management and handling of tax arrears, decrease in tax evasion, greater consistency in
implementing of fiscal reforms, equity for businesses and individuals and distributing of tax

burden in a fairly manner across the population.
2.3.2 Electronic Filing System and Value Added Tax Compliance

Sonja and Mehmet (2017) researched on electronic tax filing in the United States. This research
analyzes the geographical, demographic and socio-economic factors that affect the e-filing for
the years 1999 and 2004-2007 in the United States, as well as the rise in electronic filing
between 1999 and 2007. The study results show a varying significance in the levels of electronic
filing across and within countries as well as steady growth over time. In rural counties where
there is a low density of population, low proportion of women, higher proportion of Hispanics
and Asians and higher proportion of elders were found to have lower rates of electronic filing.
Surprisingly, electronic filing rate and advancement in e-filing are negatively correlated with

educational achievement.

Yilmaz and Coolidge (2013) sought to establish whether costs in tax compliance can be reduced
by the electronic filing system. The study aims at finding the existing relationship between e-
filing and costs incurred in tax compliance among the small and medium-sized enterprises in

developing countries.

In regard to the South African survey data, Ukraine, and Nepal. E-filing adoption involves the
company's up-front investments in terms of capital assets, effort and the necessary resources and
effort required to invent new ways of using the e-filing more effectively and efficiently. In

general, the likelihood of small businesses facing a steep "learning curve™ is considered to be
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high, they should ideally not be pressured in using the e-filing until most of them gain access to
computers that have a reliable source of power and have had the opportunity becoming

acquainted with the internet services and using of computers.

Muji, Wulandari and Devi (2016) researched on how the use of e-filing, level of tax
understanding and compliance awareness influences tax payers at KPP Pratama Yogyakart. The
study population was registered as taxpayer Taxpayers e-filing users on KPP Pratama
Yogyakarta. The sample used in this study was 100 respondents. Data in this study were
obtained primarily through a questionnaire (questionnaire). Results from this study showed that
i-tax implementation on e-filing contributed positively on tax compliance at KPP Pratama
Yogyakarta. This is evidenced by the coefficient value of determination which is 0.454, this

means that the implementation of e-filing affect taxpayer compliance of 45.4%.

Night and Bananuka (2019) examined the role played by electronic tax system in adopting
electronic tax system attitude and tax compliance. The aim of this paper is to investigate how
electronic tax system affects electronic tax system attitudes and tax compliance using the
evidence of the developing economy of small business enterprises in Africa (SBEs). Quantitative
research approach was adopted by the study where a questionnaire with close-ended questions.
The process of adopting Electronic tax system plays a key role in creating a relationship between

the attitudes involved in electronic tax system and tax compliance.

Ajape, Afara and Uthman (2017) tried to assess how the Lagos State Internal Revenue Service E-
Tax System affected the administration of taxes in generating of revenues. The e-tax plays a
crucial role in helping the tax payers have access to electronic registration, information, payment,
filing and education. The study used descriptive statistics in analyzing the collected data. The
hypotheses were evaluated through the use of Multivariate Variance Analysis (MANOVA) with
the help of SPSS. The study's results showed that respondents do not differ and the enhancement
of the Lagos State's revenue-generating capacity contributes positively on tax administration

efficiency.

Mongwaketse (2015) examined how tax compliance affects electronic filing system in a district
municipality. According to the research, most of the tax authorities whom have leveraged on e-

filing have seen a decrease in the cost of returns, increased tax compliance and shorter
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turnaround for assessing and processing of tax returns. The increase in the number of tax-
compliance implies that there is a drop in evasion of tax and consequently the tax gap. With
regard to this survey, most respondents consider e-filing advantages like faster payment of tax
refunds, ease of tax liability payment and ease of tax returns submission.

Gwaro, Maina and Kwasira (2016) conducted a study to determine how online tax filing affects
the Nakuru town small and medium enterprises. The study has been majored on four theories
which form the part of the theoretical framework. The theories include; Technological
Acceptance Model Theory, Unified Theory of Acceptance and Use of Technology, Reasoned
Action Theory, and Diffusion of Innovation Theory. The study adopted a descriptive research
design. Collection of quantity data was done through the use of primary data collection
techniques. A sample size of 100 Nakuru Small and Medium Enterprises respondents was used.
Among the independent variables, the study revealed that only computer literacy had a
significant impact on the tax compliance rates among Small and Medium Enterprises in the town

of Nakuru.

In Meru County, Kenya, Muturi and Kiarie (2015) researched on how online tax system affected
small taxpayers’ tax compliance. A descriptive research design was adopted by the study.
Collection of data that covered all study variables form the 60 sampled Meru County Tax
District taxpayers was done by use of a structured questionnaire. The collected data was
subjected to SPSS (version 20). Besides descriptive statistics, analysis of correlation and
regression were made and presented in summarization form. The study findings revealed that the
level of tax compliance among small tax payers in Meru County is not affected by the online tax

system.

Benaihia, Owin and Tanui (2017) surveyed the views on how Kenyan revenue authority
especially in the Rift Valley region is affected by online tax payer registration and processing of
tax return on the collection of revenues. The study investigated the role played by the iTax
system in Kenya Revenue Authority, Rift Valley Region. A correlation design was employed by
the study and the employees of the KRA Rift Valley Region's domestic tax department were the
main target. The research targeted a total of 114 employees, of this sample, 76 respondents were

selected using stratified random sampling technique. The study found that online taxpayer
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registration and online tax return preparation contributed significantly to KRA, Rift Valley

Region's revenue collection.

Murigu (2017) researched on the determination of the factors that affect the process of adopting
I-tax among the small and medium-sized enterprises (SMEs) in Westlands, Nairobi County. A
descriptive research design was adopted by the study. The population was 120 SMEs in the
Westlands, choosing a sample size of 73 SMEs. 62 respondents completed the questionnaires
from this survey, leading to a response rate of 85 percent. From the findings of the study, the
SMEs thought the online system I was useful. They agreed that it was a good idea to introduce |
The study also found that the use was felt by SMEs. The study also found that the SMEs felt the
usage of the online system would not infringe on their privacy. In addition, the online system
will facilitate the process of filing tax returns. The study also found that majority of the SMEs
accessed internet at their business premises and found the monthly cost of internet to be
affordable. However, the computer hardware acquisition and maintenance costs were found to be

relatively high.

2.3.3 Electronic Payment System and Value Added Tax Compliance

De-Neve, Imbert, Spinnewijn, Tsankova and Luts (2019) used evidence from Population-wide
Experiments in Belgium to address how to improve tax compliance. We research the effects of
deterrence, tax morale, and the simplification of information on tax compliance. We performed
five studies covering the tax system which varied the tax administration's contact with all
Belgian income taxpayers. Also tax motivation messages that boost public service awareness and
respect do not increase compliance. Nevertheless, analyzing heterogeneity with causal forests
reveals that most taxpayers are backfired by tax-moral services. Simplification, on the other
hand, has significant positive effects on compliance, which declines over time due to follow-up

enforcement.

Singh (2018) researched on how E-Payment of tax affects tax compliance in Nigeria. This paper
explores how e-payment of tax affects tax compliance in Nigeria. The study uses primary data to
obtain information from the respondents by using questionnaires. Using regression approach, the
Social Sciences Statistical Package (SPSS) version 20.0 program was used to analyze the data on
the opinion of individual taxpayers. Findings indicate that perceptions of taxpayers in Nigeria

have a major impact on tax compliance. Furthermore, service quality, e-payment user-
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friendliness and e-payment usefulness have significant positive effects on tax compliance in

Nigeria.

Maisiba and Atambo (2016) researched on the determination of the effect of electronic tax
system on effective collection of revenues at the Kenya Revenue Authority using a case study of
Uasin Gishu County. The study used Uasin Gishu County's KRA research design. The main
tools for data collection involved the usage of questionnaires given to the respondents. The key
findings were that most respondents agreed that KRA had a good electronic tax payment system
and that most of the KRA officials were well educated, trained and familiar with the usage of the

system.

2.4 Conceptual Framework

A conceptual framework diagrammatically represents the study variables with clear lines of
expected relationship (Yin, 2018). It identifies the various variables in the study including:
independent variable (IV) and the dependent variable (DV). It also identifies various parameters
that the study wishes to be measured of the various variables (Kothari, 2004). Relationship

between independent and dependent variables is as shown in Figure 2.1.

From Figure 2.1, the independent variables of tax system automation include electronic taxpayer
registration system, electronic filing system and electronic payment system. The dependent
variable on the other hand is VAT compliance. Thus, the study seeks to determine the interaction
between electronic taxpayer registration system, electronic filing system and electronic payment

system as the independent variables and VAT compliance as the dependent variable.
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Figure 2.1: Conceptual Framework

2.4.1 Electronic Taxpayer Registration System

Tax collection and administration can be strengthened through the improvement of certain
measures which include; switching to an electronic registration system for taxpayers where a
standard Personal Identification Number (PIN) will apply irrespective of whether a taxpayer
registers for individual tax, corporate tax or VAT (Seelmann et al.,, 2011). Taxpayer data
registration and recording is one of the tax administration's core functions and determines to a
large extent how other core administrative functions operate. An unreliable registry of taxpayers
will inevitably lead to ineffective systems of enforcement. The timely and accurate collection
and recording of the taxpayer's basic information would allow the tax administration to
understand its taxpayer base, its employees themselves, and to prepare other core functions of tax

administration in a more effective way (Murdoch, 2013).
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If the administration does not know where its taxpayers are ands whether they are active or
inactive and their physical locations, then managing them becomes a very hard task. Improved
collection of revenue entails the process of expanding of the tax base by getting a large number
of taxpayers into the tax bracket by robustly recruiting and registering the taxpayers. Murdoch
(2013) suggests that this can achieved effectively by using voluntary electronic recruitment and
registration. Governments around the globe are implementing electronic taxation systems with
the increase in frequency to assist in collecting tax revenue. These systems are popular with
governments because they minimize manual errors and help avoid tax avoidance by matching
data (Manly, Thomas & Ritsema, 2005).

Compliance information which includes types of businesses or estimated turnover, to plan future
activities is also collected by modern tax administrators. Many tax administrations grant a
specific Personal Identification Number (PIN) and registration certificate during registration and
provide information about their filing and payment responsibilities to the new taxpayer. The
online tax system's basic registration functionality involves storing and retaining data identifying
taxpayers, automatically issuing PINs and taxpayer certificates, and automatically deciding
taxpayer filing requirements. Successful registration of online tax systems involves the usage of
unique PINs to encourage the process of exchanging information between the agencies of the
government with the main aim of facilitating the identification of non-compliance; incorporation
of tax-based registration for the purposes of allowing a single view of the taxpayer during audits
or collections; centralization of the database registration for purposes of allowing effective
monitoring of non-compliance; provision a single facility for the online tax system and interfaces

with the e-tax system which allows registration of new taxpayers using the online method.

2.4.2 Electronic Filling System

Governments around the globe are increasingly implementing electronic taxation systems with
the increase in frequency to assist in their collection of tax revenue. These systems are common
in the governments because they reduce manual-filing errors and help in preventing the evasion
of tax by matching data (Manly et al, 2005). The recession across the globe in economies has
resulted in a lower tax base. Consequently, the revenue projections suffered as a result of lower

corporate tax and collections of PAYE. As a result, countries have introduced a number of
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measures to improve taxpayers’ compliance with their tax obligations. The implementation of an

electronic filing system is crucial among these reforms.

A study by Kariuki (2013), indicted that the role played by ICT is very crucial as it helps in the
process of administering revenues through its versatile nature which offers usable information in
both historical and current categories, decreases computational errors, and leads to reduction of
the time taken to process data and mitigates overall costs. The study also states that there is
enhancement of customer service and voluntary tax compliance which leads to high collection of
revenues and decreased frequency rate between authority employees and taxpayers, thereby
improving the process of making decisions. The electronic tax filing system plays a major role in
delivering a regular summary of the taxpayers and the authority leading to quicker tax and credit

computation where applicable.

Electronic filing is an online paperless system for electronically lodging tax returns and reports
and other tax-related services with a revenue authority. Globally, the use of software to simplify
regulation is rapidly being adopted. Once embraced and practiced by most corporations and
individual citizens, the electronic process for filing returns and paying due taxes results in
tangible benefits for both taxpayers and government. In addition to time saving, which in effect
improves compliance, the government benefits in the form of reduced operating costs which
include costs associated with filing, processing and managing returns. The system’s user
advantages are decreased calculation errors, planning and reporting on time. Among other goals,
the KRA launched the iTax electronic filing system to help in the speeding up of assessment and
other related procedures. Waweru (2013) notes that electronic tax filing system allows taxpayers
to gain access the usage of internet services like PIN formation, tax return filing, tax due

payment and editing profiles with the management of real-time ledger accounts.

2.4.3 Electronic Payment System

Numerous studies have been conducted around the globe on elctronic tax payments; Seelmann,
Lerche, Kiefer and Lucante (2011) conducted a study; advantages of an integrated computerized
tax system in Tanzania. According to their argument, the most important source of state income
is often taxation. Most developing countries, however, lack efficient frameworks and procedures

for tax administration. Technological innovations have not translated into tax officials’ day-to-
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day working reality. They concluded that tax and revenue computerization could help achieve
the goal of good (financial) governance. This strengthens tax authorities’ accountability and
transparency. Nonetheless, though reforming and modernizing the tax system is an integral part
of improving the mobilization of domestic capital, such a reform will only be sustainable in

conjunction with deeper improvements in a state's administrative and political structure.

Wawire (2000) conducted a study on Kenya’s tax system’s tax buoyancy and revenue elasticity.
For their tax bases, tax revenues from various sources have been increasing. The study concluded
that enough revenue had not been generated by the tax system. The study's drawbacks, however,
were that it never addressed other major tax revenue determinants, such as the unusual
circumstances that might have affected income. It also never ignored source-by-source tax
revenue data, so it was hard to tell which tax bases contributed more to the exchange. Finally, the
time series properties of the data used were never considered. Muriithi and Moyi (2003)
indicated that tax reforms had a positive impact on the overall tax structure and the treatment of

individual taxes, although the reforms’ impact was not always consistent.

Ayodeji (2014) analyzed how electronic systems affected Nigeria’s tax administration. He
argued that the decreasing global prosperity caused by the collapse in crude oil prices, Nigeria's
main source of wealth, shifted the government’s and the country’s major stakeholders’ focus to
local revenue. But the daunting task of improving the Internally Produced Revenue calls for the
adopting of electronic tax systems to help in driving of tax administration and suggests that
electronic tax systems play an important role in increasing domestically produced revenue in
Nigeria by ensuring enforcement thereby boosting the country's competitiveness and economic
activities. It is an agent of change for the acceleration of growth and elimination of poverty in
Nigeria and the entire African continent.

2.4.4 Value Added Tax Compliance

Alink and Kommer (2011) clarify that tax compliance can be characterized by how well a
taxpayer meets the four main obligations; firstly, registration of taxpayer profiles; secondly,
promptness in filing tax returns; thirdly, accuracy and completeness in information reporting;
and fourthly, remission of tax due on time. Compliance with taxes can take any of the three

forms that are dedicated, innovative and capitulative (McBarnett 2003). A taxpayer’s dedicated
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enforcement relates to their ability to comply accordingly with the laws and regulations of tax.
Creative approach entails the actions that would be taken by a taxpayer to reduce taxes by
reducing tax liability (tax avoidance). Finally, a taxpayer’s inability to discharge their tax burden

(tax evasion) is what is referred to as capitulative enforcement.

Tax compliance relates to the timely filing and reporting of the tax information required to
properly determine the taxes due and to the timely payment of those taxes without enforcement
action (Jones, 2009). There are three dimensions of tax compliance from this definition: filing,
reporting, and complying with the payments. Therefore, if the three dimensions are not
adequately met, a taxpayer would be considered non-compliant. Tax reforms aim to achieve
higher voluntary compliance in many countries, and one way to do this is through the
implementation of electronic filing systems (Khadijah, 2013). Whatever the justifications,
whether advanced or not, a tax fails to the degree that it is prevented or evaded (Shultz and
Harris, 2004). The goal of tax reform in many countries is to achieve greater voluntary
compliance, and one way to achieve this is by implementing a system of self-assessment (SAS)
(Khadijah, 2014).

2.5 Summary of Previous Studies

This chapter has reviewed a number of studies, for example; Murigu (2017) looked at
determinants of SMEs to adopt online systems of taxation. In KPP Pratama Yogyakart; Muji,
Woulandari and Devi (2016) was keen to determine the interaction of e-filling on compliance
behavior of the various tax payers. Ajape, Afara and Uthman (2017) sought to determine the
influence of e-tax system on administration of taxes in Nigerian context. Mongwaketse (2015)
sought to bring out how electronic system of filing influence compliance behavior of the tax
payers. Gwaro, Maina and Kwasira (2016) sought to determine how online system of taxation
influence ability of SMEs to comply. In Meru County, Kenya, Muturi and Kiarie (2015)

investigated the impact of the online tax program on small taxpayers’ tax compliance.

2.6 Research Gaps

Murigu (2017) was interested at determining the interaction between i-tax among SMEs
operating in Westlands. The study was done in Nairobi County and not in Kisumu County hence

a contextual gap. The study did not focus on tax compliance, hence a conceptual gap. Ajape,
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Afara and Uthman (2017) analyzed the interaction between e-tax system and generation of
revenues. This study was carried out in Nigeria and not in Kenya hence creating a contextual
gap. Mongwaketse (2015) was interested at determining the perceived effect of e-tax systems of
filling on ability of the tax payers to comply. The study focused on tax compliance as a whole
and not VATS tax head. Gwaro, Maina and Kwasira (2016) analyzed the influence of online
systems of filling and its influence on compliance with reference to SMEs in Nakuru County.

The study was carried out in Nakuru County and not in Kisumu County hence the contextual
gap.

Maisiba and Atambo (2016) used a case of Uasin Gishu to determine the influence of e-tax
system on revenue collection. The focus of the study was on Uasin Gishu County which differs
from Kisumu County. The study also concentrated on revenue collection efficiency and not
VATS compliance hence creating a conceptual gap. Singh (2018) studied the e-payment and its
influence on compliance in the context of Nigeria. De-Neve, Imbert, Spinnewijn, Tsankova and
Luts (2019) used a case of Belgium to determine how compliance of the tax payers can be

enhanced. All these studies were carried in other countries and not in Kenya hence a contextual
gap.

2.7 Critique of Literature

Awitta (2010) did a study on the effectiveness of revenue collection strategies at KRA. The study
focused on strategies of revenue collection and thus failed to bring out system automation. Sonja
and Mehmet (2017) did a study on electronic tax filing in the United States. The study however
failed to link how this electronic filling influences tax compliance. Yilmaz and Coolidge (2013)
sought to establish whether e-filing reduces tax compliance costs in developing countries. The
focus of the study was on compliance costs and not VAT compliance as a whole. Benaihia,
Owin and Tanui (2017) surveyed the views on the effect of online taxpayer registration and tax
return processing on revenue collection at the Kenya revenue authority, rift valley region. The
study focused on revenue collection and not specifically on VAT compliance.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter contains information on research design, the target population as well as the
methods of determining the sample size. The chapter also has the methods of data collection,
research procedure, pilot testing aimed at determining reliability and validity, data analysis and

presentation of the findings.
3.2 Research Design

Research design is an overall structure that provides an outline of how the study is to be carried
out. Bernard (2017) considers a research design as a blue print in any study as it determines the
methods to be used for collection as well as analysis of the findings of the study. The study
adopted a descriptive research design. Patten and Newhart (2017) argue that a descriptive design
is majorly used in primary studies and it allows one to collect and make a summary of the
findings in a clear way. Coolican (2017) indicates that a descriptive design is majorly used to

answer guestions about What, Why and How on a given phenomenon.

3.3 Target Population

The term population is used to describe the whole list of items or events that are of major focus
in a study (Patten & Newhart, 2017). The population is a group of homogenous items or events
that the researcher has an interest in. The study targeted 451 registered SMEs operating in
Kisumu City as indicated in appendix Il (KRA, 2019). The SMEs are classified as Small

Businesses and Medium Enterprises as shown in Table 3.1.

Table 3. 1: Target Population

Population Sample Proportion
Small Businesses 320 71.0
Medium Businesses 131 29.0
Total 451 100.0

Source; KRA (2019) & Micro & Small Data Authority (2019)
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3.4 Sampling Frame

Sampling frame simply refers to a list of the elements that form the basis of drawing the actual
sample to be included in the study. It could cover a list of units, institutions or functions and
individuals in an organization (Quinlan, Babin, Carr & Griffin, 2019). The sampling frame of

the study comprised of a list of owners of the SMESs operating in Kisumu County.

3.5 Sample Size and Sampling Technique

According to Kombo and Tromp (2006), to sample is to select representative elements from the
population for inclusion in the study. The study adopted stratified random sampling technique to
determine the sample size. First, the sample size was determined by the following formula by
Yamane (1967):

n=N/(1+Ne')

n =is the desired sample size (when population is less than 10,000)

N =is the target population

e =is the acceptable margin of error estimated at 0.05 (at 93% confidence interval)
Therefore, Sample size (n) =431 /(1+451(0.00235)

=451 /2.1275
n= 211 SMEs owners

The 211 SMEs determined were randomly selected as shown in Table 3.2.

Table 3.2: Sample Size

Population Sample Proportion Sample Size
Small Businesses 320 71.0 150
Medium Businesses 131 29.0 61
Total 451 100.0 211

Source; KRA (2019) & Micro & Small Data Authority (2019)
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3.6 Data Collection Instruments

The study collected primary data using questionnaires as the major tool. According to Creswell
and Creswell (2017), primary data is the kind of information that is collected first hand and thus
it has some degree of originality. Both the quantitative and qualitative data were used in the
study. The questionnaires were structured to make them to be standard and thus ease the process
of analysis as such information was easily coded into the analysis software. The rational for
using the questionnaire was that each respondent is asked the same set of questions that provide
an efficient way of collecting responses from the respondents prior to analysis (Saunders et al.,
2003). The questionnaires were designed on a five-point Likert scale where 1=-strongly disagree
and 5=strongly agree. The questionnaire was divided into sections based on the objectives of the

study.

3.6 Data Collection Procedure

A letter of introduction from J-KUAT was sought before commencement of the study. This letter
stated the purpose of the study as being for academic purposes only. The questionnaires were
then piloted after which the SMEs were notified in advance before the study was carried out.
During data collection in the field, the questionnaires were self-administered. A drop and pick

later method was also employed in distribution and collection of these questionnaires.

3.7 Pilot Testing

Validity and reliability of the research instruments was determined through the pilot study. Yin
(2017) defines a pilot study as an assessment that is done before the actual study in order to
establish whether the instruments are reliable and valid. The purpose of the pilot study in this
research was to identify probable loopholes in the research instruments by the way of assessing

both its validity and reliability.

The pilot study was able to inform the researcher on how well the respondents understand and
comprehended the questions posed in the research instrument. Any loophole that was identified
during the pilot study was addressed accordingly, before the main study was conducted. The
pilot study comprised of validation by the supervisor and 10 respondents who were not included

in the final study.
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3.7.1 Reliability of the Research Instrument

Reliability is the degree to which an instrument yields consistent results that can be comparable.
Reliable instruments would give similar and consistent results in each of the successive
measurement. Instruments that offer inconsistent results are said to be unreliable (Patten &
Newhart, 2017). To determine reliability, an internal measure of consistency called the
Cronbach Alpha was used. According to Bain (2017), values of Cronbach Alpha coefficients

above 0.7 shows that the instrument is reliable.
3.7.2 Validity of the Research Instrument

Validity is the extent to which an instrument measures exactly what it is designed to measure. It
is the degree in which the obtained measure is a true representation of phenomena under
investigation (Yegidis, Weinbach & Myers, 2017). There are various forms of validity; face,
construct, internal and external validity. The study determined construct validity of the
instruments by engaging the supervisor who reviewed the questionnaire to ensure that it
measured all the underlying constructs. All invalid questions were deleted from the

questionnaires.

3.8 Data Analysis and Presentation

Data analysis is the process of gathering, modeling and transforming data with the objective of
highlighting useful information, suggesting conclusion and supporting decision making (Fitcher,
2005). Once data had been collected from respondents in the field, it was cleaned and edited
before being entered into the Statistical Package for Social Sciences (SPSS). The findings were
done using descriptive as well as inferential statistics. The specific descriptive statistics included
the use of means and standard deviations. Inferential statistics included the use of regression
analysis. Tables, figures and other statistical tool were also used to represent the data in a simple

and understandable way. The regression model to be adopted took the following form;
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Y= Bot+ B1X1+P2Xo+P3Xst+e

Where:
Y= VAT Compliance
X1= Electronic taxpayer registration system

Xo= Electronic filing system

X3 = Electronic payment system

Bo= Constant,

B1, B2, P3 = coefficient of predictors and & = error term

3.9 Measurement of Variables

Table 3.1 gives a break down on how the variables of the study were operationalized.

Table 3.3: Measurement of VVariables

Variable Data Measurement Measures Data Analysis
collection Scale
instrument
Independent Questionnaire e Nominal Tax payer e Descriptive
electronic e Ordinal information Statistics
taxpayer_ Issuance of PINs e Inferential
registration statistics
system
Independent Questionnaire e Nominal Calculation e Descriptive
electronic filing e Ordinal errors & Statistics
system reconciliation e Inferential
statistics
Costs
Certainty  of
delivery
Independent Questionnaire e Nominal Convenience e Descriptive
electronic e Ordinal Real-time Statistics
payment system information e Inferential
Record Keeping statistics
Dependent Questionnaire e Nominal Number of e Descriptive
VAT e Ordinal taxpayers Statistics
compliance registered e Inferential
Returns filed statistics
Payment of
taxes
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CHAPTER FOUR
RESEARCH FINDINGS AND DISCUSSION

4.1 Introduction

This chapter will present the findings of the analysis on the primary data that was gathered from
the field. To gather data from the field, the study used questionnaires. The questionnaires that
were used were structured so as to ease the process of analysis. The completely filled research
instruments were first edited for completeness before being transferred into excel spreadsheets.
Each of the items on the questionnaire was then individually and systematically coded into SPSS
software in readiness for analysis. The values from excel were transferred into the coded SPSS
file and analysis was carried out.

The analysis of the findings was done in a systematic manner as informed by the study
objectives. The general information was analyzed with the use of frequencies and percentages
and presented using Tables and Figures. For the individual items on the questionnaire rated on a
Likert scale, the study used descriptive statistics including means and standard deviation to carry
out the analysis. The use of means signified whether respondents either agreed or disagreed with
the statements. The rationale for use of standard deviations was to establish whether there existed
similarities in the views shared by respondents of the study. Besides descriptive statistics, the
study also used inferential statistics including correlation as well as regression analysis. These
were useful in order to make necessary deductions and inferences as far as realization of the

objectives of the study was concerned.

4.2 Response Rate and Pilot Results

This section will provide the findings on the response rate and the pilot results.

4.2.1 Response Rate

The study issued out 211 questionnaires to owners of the SMEs within Kisumu town. From these
questionnaires, 167 of them were completely filed up and returned to the researcher. This
translated to a response rate of 79.1% as represented in Table 4.1.
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Table 4.1: Response Rate

Frequency Percentage
Response 167 79.1
Non Response 44 20.9
Total 211 100.0

The findings in Table 4.1 are supported by Mugenda and Mugenda (2012) who note that

response rate of over 70% is sufficient for one to present the findings.

4.2.2 Pilot Results

In order to ensure that the study instruments are as valid and reliable as possible, they were
piloted among ten respondents that were not included in the final sample size. The elimination of
the respondents of the pilot study was meant to ensure that there was no biasness. The items on
the questionnaire were reviewed by the supervisor to ensure that they were aligned with the
constructs of the conceptual framework hence validity. To establish reliability, the study used

Cronbach Alpha coefficients as shown in Table 4.2.

Table 4.2: Reliability Results
Study Variable Number of Items Cronbach Alpha Coefficient

Electronic Taxpayer Registration System 5 792
Electronic Filing System 6 .823
Electronic Payment System 5 .708
VAT Compliance 2 731

Ass indicated in Table 4.2, all the variables had Cronbach Alpha coefficients above 0.7. The
implication of this finding is that the instruments of the study were reliable. It can also be
inferred that the scale selected in the study was reliable. This finding is consistent with Bain
(2017) who opines that values of Cronbach Alpha coefficients above 0.7 shows that the

instrument is reliable.

4.3 General Information

The study sought to determine the general information as classified by the respondents as well as

the firms.
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4.3.1 General Information on Respondents

Respondents were asked to indicate their gender categories. The findings are shown in Figure

4.1.

Female
38%

Male
62%

Figure 4.1: Gender Distribution

From the findings in Figure 4.1, the respondents who were male stood at 62% while those who
were female were equivalent to 38%. This shows that there was gender balance in the study as
both male and female respondents were covered hence representative findings were sought by

the study as it regards the tax system automation and VAT compliance.

The study was also interested in establishing the level of education of the respondents. The

findings are shown in Figure 4.2.

60.0%

50.0%

40.0%

% 30.0%
20.0%

10.0%

0.0%

Certificates Diploma Degree Masters
Levels of Education

Figure 4.2: Gender Distribution
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From Figure 4.2, majority of the respondents 94.6% had diplomas and above. This means that
respondents of the study were learnt and thus were able to read and interpret the items on the
questionnaire as far as tax system automation aspects and VAT compliance of their firms was

concerned.

4.3.2 General Information on the Studied Firms

The study sought to determine the average number of employees in the firms that were covered

in the field. The findings are shown in Table 4.3.

Table 4.3: Number of Employees

Frequency Percentage
1-5 Employees 42 25.1
5-10 Employees 95 56.9
10-15 Employees 23 13.8
Over 15 Employees 7 4.2
Total 167 100.0

The findings in Table 4.3 indicate that majority of the studied firms 74.9% had above 5
employees. It can be deduced the studied firms ranged in sizes on the basis of the number of
employees such that some were small firms while others were Medium sized entities. This is
consistent with the definition of SMEs advanced by Kenya Small and Medium Enterprise
Authority (2015) that consider a small business as having fewer than 50 employees or one that
records revenue of less than 50 million Kenya shillings while a medium firm is one employing

more employees than these cut-offs but fewer than 500 employees.

The study further sought to determine the amount of revenues generated by the studied firms.
From the findings, there was variation in the level of revenues that the studied firms generated on
an annual basis. But on average, the revenues generated were all within the threshold established

by KRA for VAT registration purpose.

4.4 Tax System Automation

This section was designed to present the findings of descriptive statistics on the independent

objective variables of the study as far as tax system automation was concerned.
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4.4.1 Electronic Taxpayer Registration System

Respondents of the study were asked to indicate whether they registered as tax payers through
the online platform. From the findings, all respondents (100%) agreed that they were registered
as tax payers through online platforms. According to Seelmann et al. (2011), registration of the
tax payers through an online platform is one of the key functions of a tax administration as it

shows the functioning of the administrative functions of a tax agency.

The study formulated a number of statements on electronic tax payer registration and
respondents were asked to indicate the extent of their agreement with each of these. The findings

are indicated in Table 4.4.

Table 4.4: Rating of Respondents on Electronic Taxpayer Registration System
Statement Mean  Std. Dev
| cannot report an inaccurate VAT figure because the name of the business was

. o 4.09 551
captured during registration
| file VAT returns because the location of the business can be tracked easily 3.74 510
I was issued with a PIN during registration of the business 4.03 .655
I use the issued PIN to file VAT returns 3.78 729
Majority of the firms we own have registered for VAT 3.83 .805

From Table 4.4, most of the respondents agreed that they could not report inaccurate VAT
figures because the names of their businesses were captured during registration (M=4.09). This
shows that the details of the tax payers captured during registration enhance compliance
behavior. The finding is consistent with Bett and Yudah (2017) who established that online
registration ensures that there is an exchange of information between the tax payers and the
government tax agent. Respondents further agreed that they were issued with a PIN during
registration of their business (M=4.03). This means that electronic registration of the tax payers
helps in generation of PINs for individual tax payers which enhances compliance. According to
Deloitte (2013), an online system can help in automatic verification of new PINs issued as when

this was done manually.

Respondents also agreed that majority of the firms they owned had registered for VAT
(M=3.83). It was revealed that respondents used their PINs generated during registration to file
their VAT returns (M=3.78) and thus compliance. According to Bett and Yudah (2017), during
registration, PINs are issued to tax payers as well as the registration certificate while providing

with filling and payment obligations. Respondents agreed that they filed VAT returns because
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the location of the business could be tracked easily (M=3.74). All the values of standard
deviations from Table 4.4 are all less than 1; this means that respondents shared similar opinions
and views as it regards electronic tax payer registration. The values of means are all above 3.5;
which shows that the respondents generally agreed on the statements of electronic tax payer

registration.

4.4.2 Electronic Filing System

The findings on electronic filing system are indicated in Table 4.5.

Table 4.5: Electronic Filing System

Statement Mean  Std. Dev
Electronic filling identifies errors during the filling process 3.75 1.039
A completely filled tax return can only be uploaded to the system once the

4.03 1.134
errors have been corrected
I incur costs of internet to file tax returns online 3.73 715
It is costly to file tax returns online for the business 3.03 1.134
| have certainty that the filed returns have been delivered once | have completed
filling 3.99 837
I receive a confirmation message indicating the filed returns have been 368 805

delivered

Table 4.5 shows that most of the respondents agreed on the fact that a completely filled tax
return could only be uploaded to the system once the errors had been corrected (M=4.03). The
finding is in line with Manly et al. (2005) who noted that e-filing systems have gained popularity
among governments because they reduce mistakes that are so common with manual systems of
filling. Respondents also agreed that they had certainty that the filed returns had been delivered
once they had completed filling (M=3.99). It was shown that electronic filling identified errors
during the filling process (M=3.75). The study found out that respondents incurred the costs of
internet to file tax returns online (M=3.73). Respondents agreed that they received a
confirmation message indicating the filed returns had been delivered (M=3.68). According to
Waweru (2013), e-filing system helps the tax payers to access internet based platforms that are
real time in nature. However, respondents were not sure whether it was costly to file tax returns
online for the business (M=3.03). There were variations in the values of standard deviations on
the items of electronic filling. This means that as much as most of the respondents agreed on the
statements, they however shared different views and opinions on the statements under electronic

filing system.
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4.4.3 Electronic Payment System

Electronic payment system is a platform that allows the tax payers to pay the amount of tax due.
Respondents were asked to indicate whether they filed tax returns electronically. From the
results, over 70% of the respondents agreed that they filed the taxes electronically.

Table 4.6: Rating on Electronic Payment System

Statement Mean  Std. Dev
Electronic payment of VAT is convenient to me 3.49 767
Electronic payment of VAT is available 24/7 which is convenient to me 3.85 757
I can pay VAT electronically any time of the day 3.86 748
| get a real time confirmation message once | have paid the VAT electronically 3.70 .928
I maintain a record of all transactions of VAT paid electronically 3.53 812

The findings in Table 4.6 indicate that respondents could pay VAT electronically any time of the
day (M=3.86). Respondents agreed that electronic payment of VAT was available 24/7 which
was convenient to them (M=3.85). Respondents agreed that they got a real time confirmation
message once they had paid the VAT electronically (M=3.70). Some of the respondents said that
they maintained a record of all transactions of VAT paid electronically (M=3.53). Respondents
were however neutral on whether electronic payment of VAT was convenient to them (M=3.49).
Alink and Kommer (2011) note that electronic payment helps tax payers to remit their taxes on
time. From the findings in Table 4.6, the values of standard deviations were all less than 1; this
shows that respondents shared same views on electronic payment system. The value of means on
most statements was above 3.5; this means that respondents agreed on the statements. The
findings in Table 4.6 are in line with Madegwa and Namusonge (2018) who noted that online
process of automation of revenue collection processes have an influence on compliance behavior

of the tax payers.

4.5 VAT Compliance

VAT compliance was the dependent variable of the study. The study sought to determine
whether respondents remitted VAT to KRA in time. It was shown that majority of the
respondents (over 85%) agreed that respondents paid their VAT on time. Table 4.7 gives the

findings of the rating of respondents on the statements of VAT compliance.
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Table 4.7: VAT Compliance

Statement Mean Std. Dev
I am electronically registered for VAT 3.89 873
| file all the VAT returns 3.75 .749
| pay the VAT due 3.84 .806

The findings in Table 4.7 indicate that respondents agreed that they were electronically
registered for VAT taxes (M=3.89), they paid their VAT due (M=3.84) and filed their VAT
returns (3.75). This finding is in line with Alink and Kommer (2011) who consider tax
compliance as the ability of the tax payers to register, file tax returns and pay tax dues within

established time frame and as accurate as possible.

4.6 Diagnostic Tests

The study tested for multicollinearity and normality before conducting inferential analysis. Table
4.8 gives the findings on multicolinearity as determined by Variance of Inflation Factor (VIF).

Table 4.8: Variance of Inflation Factor

Collinearity Statistics

Tolerance VIF
Electronic Taxpayer Registration 972 1.028
Electronic Filling System 764 1.309
Electronic Payment System 778 1.286

a. Dependent Variable: VAT Compliance

As shown in Table 4.8, all the variables had VIF values greater than 1 but less than 10; this can
be interpreted to mean that there was no multicollinearity in the data set. The findings on test for

normality are indicated in Figures 4.3 and 4.4.
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From the findings in Figures 4.3 and 4.4, it is clear that the data set used in the study had a

normal distribution.

4.6 Inferential Statistics

Inferential statistics were conducted including correlation analysis and regression analysis and

the findings are shown in subsequent sections.

4.6.1 Relationship between Tax System Automation and VAT Compliance

Correlation analysis was used to establish the relationship between tax system automation and

VAT compliance. The findings are shown in Table 4.9.
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Table 4.9: Relationship between Tax System Automation and VAT Compliance
Electronic  Electronic

VAT Electronic Tax payer Payment
Compliance  Filling System Registration System

VAT Pearson Correlation 1
Compliance  Sig. (2-tailed)

N 167
Electronic  Pearson Correlation 744 1
Filling Sig. (2-tailed) .000
System N 167 167
Electronic  Pearson Correlation 1777 165" 1
Taxpayer Sig. (2-tailed) 022 .033
Registration N 167 167 167
Electronic  Pearson Correlation 762" -4717 -.096 1
Payment Sig. (2-tailed) .000 .000 215
System N 167 167 167 167

**_Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

From Table 4.9, electronic filing system had Pearson correlation coefficient r=0.744; this shows
that it has a strong and postive relationship with VAT compliance. The finding is in line with
Lukwata (2011) who noted that e-tax system has significant influence on tax compliance
behavior of the tax payers. Kamau (2014) also established that KRA has implemented ICT
strategies to enhance compliance. For electronic tax payer registration r=0.177 has a weak and
positive relationship with VAT compliance. The finding is in line with Gwaro, Maina and
Kwasira (2016) who noted that e-tax system has significant influence on compliance behavior of
the tax payers. Electronic payment system r=0.762 has a strong postive relationship with VAT
compliance. Thus, it can be inferred that tax system automation has a positive relationship with
VAT compliance. The findings are consistent with Wasao (2014) who did an assessment of
online tax system and noted that it has significant influence in compliance behavior of the tax

payers.

4.6.2 Effect of Tax System Automation on VAT Compliance

In order to establish the effect of tax system automation on VAT compliance, the study carried

out regression analysis. The findings are shown in sections that follow.
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4.6.2.1 Electronic Taxpayer Registration System and VAT Compliance

The first objective was interested to determine the interaction between electronic tax payer

registration and VAT compliance. The findings of the model summary are shown in Table 4.10.

Table 4.10: Model Summary

Model R R Square Adjusted R Square  Std. Error of the Estimate
1 1778 .031 025 1.18734

a. Predictors: (Constant), Electronic Taxpayer Registration

As shown in Table 4.10, the value of adjusted R square is 0.025; this means that 2.5% change in
VAT compliance is explained by changes in electronic tax payer registration. Table 4.11 gives
the findings of the ANOVA.

Table 4.11: Analysis of Variance

Sum of Squares df Mean Square F Sig.
Regression 7.507 1 7.507 5.325 .022°
Residual 232.613 165 1.410
Total 240.120 166

a. Dependent Variable: VAT Compliance
b. Predictors: (Constant), Electronic Taxpayer Registration

The findings in Table 4.11 indicate the p-value p=0.022; which is less than 0.05. This means that
the model of the study was significant. The findings of the regression beta are shown in Table
4.12.

Table 4.12: Regression Coefficients

Unstandardized Standardized

Coefficients Coefficients
B Std. Error Beta t Sig.
(Constant) 4.710 1.170 4.026 .000
Electronic Taxpayer 136 059 177 2.308 022

Registration
a. Dependent Variable: VAT Compliance

From Table 4.12, a unit change in electronic tax payer registration all factors kept constant
would lead to 13.6% change in VAT compliance. The p-value p=0.022; which is less than 0.05.
This means that electronic tax payer registration has significant effect on VAT compliance.
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4.6.2.2 Electronic Filing System and VAT Compliance

The second objective aimed at determining the influence of electronic filing system ion VAT

compliance. Table 4.13 gives the findings of the model summary.

Table 4.13: Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 744° 553 .550 .80657

a. Predictors: (Constant), Electronic Filing System

The findings in Table 4.13 give the findings of adjusted R square as 0.550; this can be
interpreted to mean that 55.0% change in VAT compliance is explained by electronic filling.
Thus, apart from electronic filling, there are other factors influencing VAT compliance. The
findings of the ANOVA are shown in Table 4.14.

Table 4.14: Analysis of Variance

Sum of Squares df Mean Square F Sig.
Regression 132.777 1 132.777 204.097 .000°
Residual 107.342 165 651
Total 240.120 166

a. Dependent Variable: VAT Compliance
b. Predictors: (Constant), Electronic Filling System

The findings in Table 4.14 indicate the p-value p=0.000 which is less than 0.05 with F calculated
standing at 204.097. This shows that the overall regression model of the study was significant.

The findings of the beta coefficient’s and the level of significance are detailed in Table 4.15.

Table 4. 15: Regression Coefficients

Unstandardized Standardized

Coefficients Coefficients
B Std. Error Beta t Sig.
(Constant) 1.078 447 2.412 017
Electronic Filing System 283 .020 744 14.286 .000

a. Dependent Variable: VAT Compliance

As shown in Table 4.15, a unit change in electronic filing system keeping other factors constant
would lead to 28.3% increase in VAT compliance. The p-value p=0.000 which is lower than

0.05. This shows that electronic filing system has significant effect on VAT compliance.
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4.6.2.3 Electronic Payment System and VAT Compliance

The last objective sought to examine the effect of electronic payment system on VAT

compliance. Table 4.16 gives the findings of the Model summary.

Table 4.16: Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 762° 581 578 .78101

a. Predictors: (Constant), Electronic Payment System

As shown in Table 4.16, the value of adjusted R square is 0.578; this means that 57.8% change in
VAT is explained by electronic payment system. The findings of the ANOVA are indicated in
Table 4.17.

Table 4.17: Analysis of Variance

Sum of Squares df Mean Square F Sig.
Regression 139.474 1 139.474 228.654 .000°
Residual 100.646 165 610
Total 240.120 166

a. Dependent Variable: VAT Compliance
b. Predictors: (Constant), Electronic Payment System

From Table 4.17, the value of F calculated is 228.654; this means that the overall regression
model of the study was significant. Table 4.18 gives the findings of the regression beta

coefficients and the p-values showing significance.

Table 4.18: Regression Coefficients

Unstandardized Standardized
Coefficients Coefficients
B Std. Error Beta t Sig.
(Constant) 12.904 .369 34.982 .000
Electronic Payment 308 020 762 15121 000
System

a. Dependent Variable: VAT Compliance

From Table 4.18, when all the variables are held constant, a change in electronic payment system
would lead to 30.8% change in VAT compliance. The p-value of p=0.000 which is less than

0.05; this shows that the electronic payment system has significant effect on VAT compliance.
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4.6.2.4 Overall Regression Model

The findings of the Model Summary of the study are shown in Table 4.19.

Table 4.19: Model Summary

Model R R Square  Adjusted R Square  Std. Error of the Estimate

1 879 773 .769

57826

a. Predictors: (Constant), Electronic Taxpayer Registration, Electronic Payment System, Electronic Filling System

The findings in Table 4.19 indicate that the value of the coefficient of correlation R is given as
0.879; this is interpreted to mean that there exists strong correlation between tax system
automation and VAT compliance. The coefficient of determination R square is 0.773; this shows
the model of the study was good and thus fit. The value of adjusted R square is determined as
0.769; the implication of this value to the study is that 76.9% change in VAT compliance among

the studied firms is explained by tax system automation comprising of electronic taxpayer

registration, electronic payment system, electronic filing system.

Analysis of Variance (ANOVA) was processed at 5% level of significance. The findings are as

shown in Table 4.20.

Table 4.20: Analysis of Variance

Sum of Squares df Mean Square F Sig.
Regression 185.615 3 61.872 185.032 .000°
Residual 54.505 163 334
Total 240.120 166

a. Dependent Variable: VAT Compliance

b. Predictors: (Constant), Electronic Taxpayer Registration, Electronic Payment System, Electronic Filling System

The findings of the study in Table 4.20 indicate that the value of F calculated is 185.032 with a
p-value p<0.05. This means that the model of the study was significant. The findings on beta

coefficients and the significance as determined by the p-values are shown in Table 4.21.

Table 4.21: Regression Coefficients and Significance

Standardized
Unstandardized Coefficients  Coefficients

B Std. Error Beta t Sig.
(Constant) 6.377 783 8.149 .000
Electronic Filling System 185 .016 487 11.413 .000
Electronic Taxpayer 135 029 046 4.655 000
Registration
Electronic Payment System 213 .017 .528 12.484 .000

a. Dependent Variable: VAT Compliance
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From the findings in Table 4.21, the following regression model is formulated:

Y=6.377+ .185X;+.135X,+.213X3+ ¢

Where:

Y= VAT Compliance

X1= Electronic taxpayer registration system

Xo= Electronic filing system

X3 = Electronic payment system

€ = error term
From the equation above, it can be deduced that when all the variables are held constant, VAT
compliance would be at 6.377. A unit change in electronic registration system other factors kept
constant would lead to 18.5% change in VAT compliance. A unit change in electronic filing
system keeping other factors constant would result into "13.5% increase in VAT compliance. A
unit change in electronic payment system other factors kept constant would result into 21.3%
change in VAT compliance. The findings in Table 4.11 show that electronic taxpayer
registration system has a p-value p=0.000 which is lower than 0.05. This means that electronic
taxpayer registration system has significant effect on VAT compliance. The finding is in line
with Polycap (2017) who noted that computerization of operations at KRA has positively
influenced the tax compliance behavior of the tax payers. Electronic filing system p<0.05; and
thus it has significant effect on VAT compliance. The finding agrees with Bett and Yudah (2017)
who established that online tax systems have postive influence on ability of the tax payers to
comply. Electronic payment system has p<0.05, which means that it has significant effect on
VAT compliance. Thus, the overall implication of the findings on Table 4.11 is that tax system
automation has significant effect on VAT compliance. The finding is supported by Madegwa and
Namusonge (2018) who established that online process of automation of the tax systems is

positively associated with tax compliance.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter contains a summary of the findings that were analyzed from the field. The
established findings from the analysis were used to make conclusions and recommendations. The

areas for further studies are also well discussed.

5.2 Summary of the Findings

The first objective of the study sought to determine the influence of electronic tax payer
registration on VAT compliance. From the descriptive statistics, most of the respondents agreed
that they could not report inaccurate VAT figures because the names of their businesses were
captured during registration. Respondents further agreed that they were issued with a PIN during
registration of their business Respondents also agreed that majority of the firms they owned had
registered for VAT. It was revealed that respondents used their PINs generated during
registration to file their VAT returns. Respondents agreed that they filed VAT returns because
the location of the business could be tracked easily. From correlation results, electronic
registration has a weak and postive relationship with VAT compliance. Regression results

showed that electronic tax payer registration has significant effect on VAT compliance.

The second objective sought to determine the interaction between electronic filling and VAT
compliance. From the findings of descriptive statistics, most of the respondents agreed on the
fact that a completely filled tax return could only be uploaded to the system once the errors had
been corrected. Respondents also agreed that they had certainty that the filed returns had been
delivered once they had completed filling. It was shown that electronic filling identified errors
during the filling process. The study found out that respondents incurred the costs of internet to
file tax returns online. From correlation results, electronic filling has strong and postive
relationship with VAT compliance. Regression results showed that electronic filing system has

significant effect on VAT compliance.
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The last objective of the study sought to determine the effect of electronic payment system on
VAT compliance. The descriptive analysis findings showed that respondents could pay VAT
electronically any time of the day. Respondents agreed that electronic payment of VAT was
available 24/7 which was convenient to them. Respondents agreed that they got a real time
confirmation message once they had paid the VAT electronically. Some of the respondents said
that they maintained a record of all transactions of VAT paid electronically. The findings of
correlation analysis confirmed that electronic payment has strong and postive relationship with
VAT compliance. Regression results indicated that electronic payment of taxes has significant

effect on VAT compliance.

5.3 Conclusion

The study sought to determine the effect of electronic tax payer registration on VAT compliance.
Based on the findings, electronic tax payer registration has postive relationship with VAT

compliance. Electronic tax payer registration has significant effect on VAT compliance.

The study sought further to determine the effect of electronic filing on VAT compliance. From
the findings, the study comes to the conclusion that electronic filing has postive relationship with

VAT compliance. Electronic filing has significant effect on VAT compliance.

The last objective sought to establish the effect of electronic payment system on VAT
compliance. The study concludes that electronic payment system has postive relationship with

VAT compliance. Electronic payment system has significant effect on VAT compliance.

5.4 Recommendations of the Study

Based on the findings, the study recommends that KRA should integrate i-tax with tax
registration, filing and payment systems. Innovation should be encouraged at KRA to come up
with new ways of improving and strengthening the functionalities of electronic registration,

filling and payment systems.

The study recommends that the management team of SMEs and the tax practitioners should
regularly give feedback to KRA on performance of the electronic registration, filing and payment
systems since they interact with these systems as they strive to remain compliant. Any

suggestion for improvement of these systems raised by the SMEs and the tax practitioners should
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be implemented by KRA so as to optimize on performance and thus enhance compliance by the

tax payers.

5.5 Areas for Further Studies

The current study looked at tax system automation on VAT compliance. Tax system automation
was operationalized into threes specific objective variables: electronic taxpayer registration,
electronic payment system, electronic filing system. This study recommends that future studies
should be carried out to cover other aspects of tax system automation including tax registers. The
study was limited to primary data collected with use of questionnaires. Future studies should be

carried out with use of both primary and secondary data.
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APPENDICES

APPENDIX I: LETTER OF INTRODUCTION

Dear Respondent,

RE:DATA COLLECTION

I am a student at KESEA, currentlv undertaking a research studv on EFFECT OF TAX
SYSTEM AUTOMATION ON VALUE ADDED TAX COMPLIANCE AMONG SMALL
AND MEDIUM ENTERPRISES IN KISUMU COUNTY. You have been selected to
participate in this studv and I would highlv appreciate if vou assisted me by responding to all
questions in the attached questionnaire as completely, comrectly and honestly as possible. Your
response will be treated with utmost confidentiality and will be used only for research purposes

of this study.

Y our cooperation is highlv appreciated.

Y ours sincerely,

Irene Mwongeli Mackenzie
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APPENDIX Il: QUESTIONNAIRE

SECTION A: GENERAL INFORMATION

1) What is vour gender
Male [ ] Female [ ]

2) What is vour highest level of education?
Certificate [] Diploma [] Degree| ]
Masters [] PuD [
Other (Please explain) ———————————— oo

3) How long has the organization been in existance?
1- 5 wears [] 5-10 vears []
10-15 vears [ above 15 vears| ]

4y What is the average number of emplovees in the firm?
-3 [] 3-100 [1]
10-15 []above 15 []

3. Kindlv indicate the average revenue generated by vour firm annuallv?

SECTION B: ELECTRONIC TAXPAYER REGISTRATION SYSTEM

6. Did you register as a tax payer through the online platforms?
Yes[]No[]

7. For each of these statements electronic taxpaver registration systems, kindly indicate the
extent of vour agreement on how it moderates how extrinsic factors influence tax compliance in

wvour firm. Use the Likert scale which ranges from 1 -3 where 1= stronglv disagree; 2 = disagree

3= neutral; 4= agree and 5= stronglv agree.

Statement

I cannot report an inaccurate VAT figure because the name of the business was captured
during registration

| file VAT returns because the location of the business can be tracked easily

I was issued with a PIN during registration of the business

| use the issued PIN to file VAT returns

Majority of the firms we own have registered for VAT
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SECTION C: ELECTRONIC FILING SYSTEM

9. For each of these statements on electronic filing system, kindly indicate the extent of wvour
agreement on how they affect tax compliance in vour organization. Use the Likert scale which
ranges from 1 -3 where 1= stronglv disagree; 2 = disagree 3= neutral; 4= agree and 5= strongly

agree.

Statement 112]3/45
Electronic filling identifies errors during the filling process

A completely filled tax return can only be uploaded to the system once the errors have
been corrected

| incur costs of internet to file tax returns online

It is costly to file tax returns online for the business

I have certainty that the filed returns have been delivered once | have completed filling
I receive a confirmation message indicating the filed returns have been delivered

SECTION D: ELECTRONIC PAYMENT SYSTEM

11. Do you pay the filed tax returns electronically?

Yes[]No[]

12. For each of these statements on electronic payment system, kindlv indicate the extent of vour
agreement on how it affects tax compliance in vour organization. Use the Likert scale which
ranges from 1 -5 where 1= stronglyv disagree; 2 = disagree 3= neutral; 4= agree and 5= stronglv

agree.

Statement 1/2[3]4]5
Electronic payment of VAT is convenient to me

Electronic payment of VAT is available 24/7 which is convenient to me

I can pay VAT electronically any time of the day

| get a real time confirmation message once | have paid the VAT electronically
I maintain a record of all transactions of VAT paid electronically
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SECTION F: VAT COMPLIANCE

13 Does the firm remit VAT to the Kenya Revenue Authority (KRA) in time?
Yes[]No[]

14. For each of these statements on VAT compliance, kindly indicate the extent of wour
agreement on how it applies in vour organization. Use the Likert scale which ranges from 1 -5

where 1= strongly disagree; 2 = disagree 3= neutral; 4= agree and 5= stronglv agree.

Statement 11234/ 5

| am electronically registered for VAT purpose

| file all the VAT returns

| pay the VAT due

THANK YOU
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APPENDIX I11: LIST OF SMALL AND MEDIUM ENTERPRISES

EISUMU CITY EEGISTEEED SMES

Pin no Taxpayer name
Totals Totals
1| ADD3933133T SUJAL EETAN HARIA
2 NICHOLAS OCHIENG ONYANGOD
3 A SAMIE AZIN NANII
4 | ADD4058037Y Saima Rehmtulla Junsja
5| AD11391766W FAMESHCHANDFEA EHODAEHAI BEHESANIA
6 | ADD12628005 CHANDULAL MAGANLAI THAEERAR
7 [ A0C Swyatkant Vallabas Kanani
2 WAILTEER. OEOTH OYUORO
] EVERLYNE ACHIENG
10 MANAS GONDA NASHON
11 sumanbha ivanbhai Patel
12 HANIF ABDUL GHAFFAFR MUHAMMAD
13 JOHN WILLIAM OMULD ODERA
14 JAGDISH MATHUERADAS BHIMITANI
15 Edina Awieta Astiba
16 2 Omang, Paul Ohuong
17 5 CERISPIN OKOTH ODORO
18 02830N Pandben Arvingd Pala
19 | ADD4381936N HARDEEF SINGH EATPUT
20 3636871 ALICE WEEE OLOO
21 071020B CHEISTINE SALIMA MUMBA
22 6448V SUSAN AEKOTH OEUEU
23 11340 BENARD OMONDI OMOL
24 33285Z FANWNIIT SINGH JUTHAEF. SINGH VIEDEE
25 524258 EAWNCHAN MANSUEKHLAI SHAH
26 G62303G MARY PHELE MULUDA
27 E0T0W SANTOEH SINGH GABERI
28 5 BEN ODOYD GOR
29 GORDON ONEGE OBAMA
30 MUNGEA BAJTENDEA POPATLAL
il FRAMNCIS MUCHIERI
32 JANE ACHIENG OEOTH
33 George UmasMongare
34 AHMEDNOOER. MOHAMMED HUSSEIN
i3 FAPHAFL OWINO OMAMEO
36 OLDMAN ONYIEGD BOSIEE
37 TOBIAS OCHIENG ADIPO
3% Ahmed Abdul Bazak Ali
39 Salah Ahmed Sjiyad
40 EARMAII SABZATI CHATUR
41 BEHARTI JERAM MOERHARIA
42 PEITIBEEN JERAMEHAI MOEJARTA
43 BINABAHEN MUEES MOERJARIA
44 Yusuf Abdurazak Ahmed
5 RISPER ATIENO ODUOER OSIA
16 Evalyns Sindani
47 MATHEEA MUINDI
42 GEORGE OTIP OWUOE
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40 | ADDB173860X PAMELA ATIENO AMUOMO
50 | AD0T24093007 PETEER. NTHOME MULE
51 | A003043107TW ERICK OMONDI OGOT
52 | ADD2B616211 MAUREEN NAEUEHU LUNJALA
53 | Al WALTER. OMINDE OGUTU
54 | AC EENNETH EAUNDA OGOLLA
55 | Al 67K PATL ODUDE QCHIENG
56 | ADD36 T JAMES LWANGU IMBUGA
57 | AO032818758 ERICK OWNDEGD GARO
58 | AOD3038308G MARY ATIENO OGOGOD
50 | AOOOZ0B351N Nabat Abdulla Mohamed Eanji
60 | AD04430786K BOENYPFHACE COENELIOUS OGWANG AYAKOH
61 | A0024096 NAFESH EUMAE AMEITLAI EHIMII
62 3C JOSEPH ODUOE OMNGORO
63 WILBERFORCE ZARANGD AYODI
64 Kulvinder Singh Bachan
63 EEVAIL NITESH CHUDASAMA
&6 CHARLES ODUOE ONYACH
67 Moharmmed Tang Gani
62 MOSES OWIND DULLO OTIENO
6o EARIM SULTANALI EANII JADAVII
70 FELIX OLUOCH OEAL
71 DALIP POPATLAL CHOHAN
72 JANE ATIENDO ODHIAMMEO
73 Charles Ndungu Muhia
74 Peter Wachm Gathondu
73 JOSEPH GITHIONDUNGU
T Bosze Alanyvi Mwaya
77 STEPHEN QCHIEMG QOEO
8 Paul Mwang Eamau
70 Johnson Pinto Bakwach
&0 BEENARD EYULI MUTUNGA
g1 CAROLINE PENINAH ABUOE OJERA
g2 47B Wilfred Nyonga Omamhbia
23 671 MILLICENT ACHIENG OTIENO
g4 13F BEAMUEL EISIGWA AMDAWVI
53 T1H Thakombhaik S Maisun
26 532Y Hazmnakhra Gulabchand Sanshy
g7 3L ISAAC KEABUSHO THUO
ge T Waushad Pastamal Omar Egmadl
39 Sipnian Qkidi Okidi
on SALIM MOHAMMED FAMADHAN
01 CHEISTINE AKINYI OKELLO
oz Hellen Bonaren Mokog
03 FEISAL MAATLIM HASSAN
04 HELLEN AEKINYI MATIEQO
95 023 Gladys MuthomiMbaya
o0& 0215C ELIZABETH MICHAL ATIENO OBANDA
o7 824D SUSAN ADOYO
08 GOET DUNCAN OFUED WADIA
00 230 CHEISTINE AKINYI EAHUDHI
100 838C FANUEL ADEYA SONGA
101 486G Monica Axdng Mheche
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LAZARO OEELO NUDI
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Fichard Omondi Eola
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17 FEATPEEET SING BEAFR
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191 Jamesz Qlare Eizuly
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202 CHARLES ODUOE MUNJAL
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CHEISTINE ACHIENG OMEITA

4 | AC ARGWENGS OGOLA ONDEGO
Al Sylvester JpakimEgesa

ot | b | ol | Bt | bt | B [ B [ | ot | B | b | b | Bl | ot | ot | o | B | b | b | b | b | b [ Bt [ Bt | B b | b | b [ B [ Bl | Bl | B | bt | et | B [ Bl | B | Bt

Ll KTl Rl KT Rl R | =R = R e e R Re R o]

A | Al Paul Mwaura Eana
7| A Calleh Ouko Nyaneweso
2 | AOD50 Nancy Musopye Lusava
200 | AQD4163395Y PETEER. ONYANGD OCHIENG
300 | AOD1384035Y EISPAH ATIENO OCHOLA
301 | AOQO1T0ZE95D Wrycliffe WaklmaaMutoka
302 | AOD1921802H Miltone Onyange Obonvo
303 | A001924035Y PATUL OMARY AUNGO
304 | AC 306TM EOSELYNE PAMELA ANYANGO
305 | AC 13817 STANLEY GUNYALI INZIRIA
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306 | A0D23750227 Millicent Qchorg Axvaki
307 | A0 38332 Mityl Dilip. Faban
308 | AD 460 MILLICENT WINIFEED OMONDI
300 | AD 617G OOED NAFULA JOAN
F)

310

Collins Otiens Okinye

311

=

Paul Oiene Muzeji

312

MARY ADHIAMEBO ARITO

313

b
=

L

-

s

&

re

Cheryl Auko Maloms
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314 | AC VINCENT MWANGI O0ED

315 | AC NICHOLAS OTIEMNO GUYA

316 | Al EENNEDY ODHIAMEBO NYANDIEO
317 | AL Camen Anuer Bapets

318 | AC Fredrick Qdhiambao

319 | AC Peter Chama Mhaja

320 | AC Peter Wamalwa Ehasmba

321 | AC AMOS OBILA OGARE

322 | Al ROSELINE AKINYI OBURQO

323 | AC BEEATEICE AYUMA LWAMEO

324 | AC 0228Y HARRY KHAGAI SHIVAIRO

325 | AC Q03767 CAROLINE AKINYI OLANG

326 | A0OT6O1455Z ELLY OTIENQO SANMWEL

327 | AO0B300240C ARSHAD MAHMOOD GHULAM HAIDER
328 | ADID1E0734Y Ellv, Otienn Qlulo,

329 | ADD43088771 ESTHEE ANYAMNGDO ONYANGO

330 | AD 3197 JOSEAH KEIPEOECH SAMOEL

331 | A0 0731ZF John Eipzang Bil

332 | A 3748 Nicholas Nene MMwang

333 | AL 5P George (tau Njoroge

334 | AC 0z DUNCAN OMONDI OEONGOD

335 | AC 40 Silas Oiieng Ponge

336 | Al EIW Simuion Gitonga

337 | AD DETC JUDITH ONUNGA SHIEKUEU

338 | AD 6H BONFACE OMODING

330 | AC 246R DIANA WANIIET EARIUEI

340 | Al 13 Kizite Abidha Wandusn

341 3 FESTUS JACESON QRUEOD

342 | AO0B442681% Nagesh Imtiaz Tazdin Kara

343 240V Mary Wanjiza

344 | AD0E343303L MakayaMargaret Besho

343 JP83A Jonathan Eiplagat Eipton,

346 3TIEG GRADUS AGGREY ONOEA NYAEAEA
347 33292 Fadlih AnnahMageka

348 10361E Milton ¥ulimwa Eaiva

349 2477V Everlvn Chinna Hokah Neetich

350 300X DICEENS EENETH OEKOTH ABWAD

[
—

AD03491141E

Joshua Chesaing

[

004242440R

EENNAS OGOLA ACHILA

e | b

[

1452630

Charles Otiate Odin

[
4

T06153A

Joshua Qchisng Odhiamba

[

Eunice Adhiambg Owoke

[FE] RWEY FITY FUTY IEY FETE FUEY IEY N NI
[
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1744V Tudith Dopcahs Anuko
57 04307 Franciz Ngothe Nienga
38 33030 EDITH AWUQOE. OBONYO
30 Q63 JOSEPH OMUNGU OWTUOER
60 469C Zablon Obanzimalkon
361 0398 Tobiaz Frank Orsang, Olal
362 iD Millicent Auma Qkal
363 1K John Unyange Oduambo
364 55 Toah Lubale Wania
63 TH COLLETA NEEESA ODUORI
166 A Fooze Ohan
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367 | A0D3023205Z Daniel KaraniaNjaw

368 | AC T1483P ALFRED EACHELO

360 | AC 4582F PATRICK OGUTU NAMAMEA OUMMA
370 | AC YT56TE Beatnce Cherong Buto.

371 | AOD30E1546Y Miriam Nyabaso Gugwa,

372 | ADD4122067L ERICK ONYANGD MIDUMEI
373 | ADD4236275XK JOPAM OMONDI ONYANGD
374 | A0D4406812K WILLIAM OURU NYANDIA
375 | AC DAVID OEOTH OCHIENG
376 | Al Erick Cmondi Akellg

377 - Dorcas Ananda Osiako

378 OMONDI COLLINS ADUDA
379 John Qduor Otieno

380 George Onyancha Motag

381 JUDITH AEKINYT OGAT

382 Daniel Qlweny, Ovayo,

383 G3eih Caleb Makava

384 BEN OGADA

385 Samuel Mama Wamgum

%6 Anthony Amaidza Ozoli

387 HEZEONE OWING OPIYO
3EE8 Jacinta Atieng Makogla

380 FRANCIS QCHIENG OEUMU
300 SYLVIA ACHIENG OEUNE
301 Elijah Muszeve,

302 JOSEPH OCHIENG ODINGOD
393 Jozeph Wamntn Muhin

304 JUDITH EOSELINE ANYANGDO ABAILA
305 Benedict Francis Qduor

306 F.ajab Ismail Jajimara,

397 Raseline Alpyd Qzal

308 ROSEMARY ACHIENG AGAN
300 MONICA AUMA OGUTA

400 VARLED ODHIAMEOQ OGONGO
401 Orgler Otieng Vincent

402 EDDAH SALOME OFIANYI
403 Foze Atleang Qgwens

104 Sheth Juma Nyandiko

405 Grace Atiene Awiti

406 WASHINGTON OMONDI ODERA
407 Philip Onyvangs (iwang

408 George OQduel Aning,

409 Dan Omglle. Obagia,

410 ABSHIE NOOE MAATIM

411 | A Emmah Awing Oduor

412 | AD0T2264735B Dorcas Ayl Ondisk

413 | ADOT4672170 ELSA ADKEO MIFPAMEO

414 | AOOTEZQO02ZH George Otienn Adienge

415 | A0QE420633C Enck Qdhiambe Nyagaya

416 | AD10T33470E COLLINS ODHIAMEO ONDIEE
417 | A0114921127 Rizper Adhiambo Qzola

418 | AD11713794D CHARLES QIUONDO HOMNGO
4190 | A0133401020 Adan Sheikh Mohamed
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AD13535862C Judith Anvango Otiene
21 | AD13034618V Meresa Achigng Chacha,
27 | ADDZ44953531% Jacob Ok Eango
23 | ADD3106032 Mary Wikana Anyika
424 | AC 764

Michael Jipna Okeyn

423

=

MUSTAFA ONYANGO SAIDI

426

=

PATUL OWUOE. LABAN MUGA

427

&

DANIEL OTIENO LUEAS

428

&

George Qpondo Obon

429 | AD Lingt Amuer Alex
430 | AC Samszon Chma Ommba

431 | AD GEORGE OTIENO OWUOCHE
432 | AC Matabel Avuor Olnane

433

&=

Vincent (fieno Mutunga,

434 | AC Hellen Adhiambo Dsozo
435 | AC MNicholas MNyapgei Aher
436 | Al Joyce Akach Onyango

437

JOSEFH OTIENO OEWACH

438

E;.:-'- jn-'- A ;.L' o Deweno

439 | AD13339895 Mahamud Sheikh Mohanud

440 | ADD21E3902V Punty Nyiha Nganga

441 | A001441055E MARTIN NICY OJUEA

442 | AC 63180 George Ahidha Onage

443 | AC 2633 MICHAEL ONYANGO ODONGD
444 | ADD5302239 SymonAnyvele Mugays

445

&=

Stanley Kiriagana Muchuga

446

=

George Chama Otisne

447

o

Josphat Mugauky Mmyithimbu

448

ELISHA OTWANG SEDA

449

EZINAH MWERESHI

430

Margaret NMaftal Anumo

431

Mary Wangu MNiuguna

Source; KRA (2019) & Micro & Small Data Authority (2019)
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