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ABSTRACT

Tax compliance has been a matter of key concern for both researchers as well as tax
administrators. Low rates of Value Added Tax compliance is one of the internal factors that
contribute towards shortfall in Value Added Tax revenue in Kenya. This study investigated
the factors that affect Value Added Tax compliance among Small and Medium Enterprises in
Kajiado town, Kenya. Specifically, the study found out the effect of tax knowledge, tax
compliance costs and taxpayers perception on Value Added Tax compliance in Kajiado town,
Kenya. The theories for the study are: deterrence theory and theory of planned behavior. The
study adopted descriptive research design. The target population for this study was 241 SMEs
that are located in Kajiado town and that have been registered for Value Added Tax
according to the records of Kenya Revenue Authority in Kajiado County for the financial
year 2017/2018. This study used both secondary and primary data. Primary data was acquired
using structured questionnaires with closed questions and secondary data was acquired from
existing revenue publications and reports. The study concluded that Tax Knowledge had
positive relationship on Value Added Tax Compliance among SME owners in Kajiado town.
Also Tax Compliance Costs had positive relationship on Value Added Tax Compliance and
lastly Taxpayer Perception had positive relationship on Value Added Tax Compliance. The
study further concluded that Tax Knowledge variable had the weakness influence among the
independent variables on the dependent variable of Value Added Tax Compliance. Future
studies may be conducted on the influence of Taxpayer perception on Value Added Tax
Compliance among SME traders in other towns in the Country such as Bomet, Narok and
Kericho.
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DEFINITION OF TERMS

VAT compliance - Tax compliance including VAT compliance refers to taxpayers’
willingness and ability to observe the tax laws including VAT laws, declare the correct
income and pay the correct amount of taxes such as VAT on time (Palil, Hamid, & Hanafiah,

2013).

SMEs - Small enterprises have annual turnover of between Kshs. 500,000 and Kshs. 5
million and medium enterprises have annual turnover of between Kshs. 5 million and Kshs.

800 million (Adeyeye, 2016).

Tax knowledge - Tax knowledge refers to taxpayers’ ability in understanding tax laws and

the role of taxes in national development (Mohd, 2010).

Tax compliance cost - Tax compliance costs constitute the costs that taxpayers incur as they
meet the requirements set by the revenue authorities and the requirements of the tax laws

(Eragbe & Modugu, 2014).

Taxpayer perception — Taxpayer perception involves the process by which individuals
organize and interpret their sensory impressions in order to give meaning to their

environment (Robbins & Judge, 2013).
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CHAPTER ONE
INTRODUCTION
1.1 Background of the Study

Taxes are the major source of public revenue. Tax is a compulsory unrequited payment to the
general government. The term compulsory means that the taxpayers have an obligation to pay
tax. The term unrequited means that the benefits that are provided to the taxpayers by the
government are not in proportion to the amount paid as tax by the taxpayers. The general
government includes both the local and national governments and their administrations (OECD,
2018). Taxes are essential in financing public spending and it should be ensured that taxes are
distributed in an administratively feasible and sustainable economic way (Bird & Wilkie, 2012).
The types of taxes in Kenya include income tax which is a direct tax charged on a person’s
income, whether the person is non resident or resident, which accrued in or was derived from
Kenya, rental income tax, Value Added Tax (VAT) which is charged on the supply of services or
goods that are taxable and are provided or made in Kenya and on the taxable services or goods
that are imported into Kenya, excise duty, Capital Gains Tax (CGT) and agency revenue which
includes stamp duty and betting and pool tax (KRA, 2019). This study focused on Value Added

Tax.

Several revenue authorities have defined tax compliance as taxpayers’” willingness and ability to
observe the tax laws, declare the correct income and pay the correct amount of taxes on time
(Palil, Hamid, & Hanafiah, 2013). Tax compliance is an area of concern in tax administration.
According to Horodnic (2018) for many governments globally, tax compliance continues to

constitute a key area of concern. Alabede (2012) stated that taxpayers not observing tax
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compliance is a major challenge being faced in tax administration and that tax non compliance
prevents tax revenue performance in counties that are developing including Nigeria. One of the
factors that have an effect on the Kenyan government’s ability to raise revenue and in turn meet
its expenditures is low tax compliance (Kipkoech & Joel, 2016). This study focused on Value

Added Tax compliance.

1.1.1 Tax Knowledge

Tax knowledge of VAT legislation and procedures affect VAT compliance. Tax knowledge is
concerned with the taxpayers’ ability in understanding tax laws and the role taxes have in
national development (Mohd, 2010). Greater education on tax matters potentially rises the
submission of VAT returns, as educated taxpayers have the knowledge of their tax responsibility
as well as the risks involved if they are not submissive with the tax laws (Fjeldstad, 2013).
Taxpayer education encourages taxpayers to meet their tax obligations as required by the
government. This means that taxpayer education exists mainly to encourage taxpayers to
voluntary comply with the tax laws (Gitaru, 2017). When people do not understand the taxation
system, they will be less compliant because many people will avoid paying tax since they do not
know the amount of tax they are required to pay and the need to pay tax. Therefore, in order to
encourage compliance, people should be educated about the whole taxation process and the

importance of paying taxes (Ndirangu, 2014).

Saheb (2016) indicated that in Gondar city in Ethiopia, greater proportion of VAT payers do not
have enough knowledge about: the procedures for VAT registration, goods and services to be
charged VAT, zero rated or VAT exempted, input VAT invoices that are deducted from output
VAT and the procedures to declare and pay VAT for each month. Oladipupo and Izedonmi

(2013) showed that most of the respondents in Nigeria including businessmen without putting
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into consideration their literacy levels do not have the knowledge of the laws associated with
VAT and that when the taxpayers do not understand the different tax laws, the tax compliance
levels will become low. Similarly, Amanamah (2016) indicates through evidence that there is
low tax education among Small and Medium Enterprises in Kumasi metropolis, Ghana which in
turn makes Small and Medium Enterprises not to voluntary comply. There are several ways in
which VAT knowledge can be extended to the SME owners so as to promote their VAT
compliance. One way in by creating awareness towards VAT system among the general public,
on governmental and governmental organization. Tax related information should be published
through newspapers, television, radio and cinema. Interview programs engaging tax experts

should also be conducted through media (Subedi, 2015).

1.1.2 Tax Compliance Costs

Tax compliance costs in relation to VAT affect VAT compliance. Tax compliance costs
constitute the costs that taxpayers incur as they meet the requirements set by the revenue
authorities and the requirements of the tax laws. They are costs over other than the actual tax
payment and are usually more than any distortion costs inherent in the nature of the tax. The
costs constitute the costs of remitting, collecting and accounting for tax on the business’ products
and gains (Eragbe & Modugu, 2014). Small and medium sized enterprises particularly
experience high compliance costs as a challenge and in South Africa Value Added Tax is
perceived as the one associated with the most compliance costs and as a way of dealing with the
high VAT compliance costs, about 18 percent of SMEs try to evade or avoid payment of taxes

(Akinboade, 2015).

Compliance costs can also be defined as the expenditure in the form of time or money

encountered when obeying the set government regulations or legislation. For example, taxpayers
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who are registered for Value Added Tax are supposed to keep records that have details for all the
input and output tax to make the process of completing VAT returns easier. This may make the
taxpayers to have to hire a tax consultant and this would be considered a compliance cost.
Compliance costs comprises of the planning and administration costs in relation to adhering to
the tax laws as well as the direct money together with time spent filing paperwork. Small
enterprises often encounter high costs when filing, in the preparation to pay tax and paying taxes
besides the burden associated with payment of tax (Mwangi, 2014). There are several ways in
which VAT compliance costs can be reduced among the SME owners so as to promote their
VAT compliance. For example, the revenue authorities could set up SME business Support
Service Unit to provide advice as well as assistance on issues that are related with VAT to SME

taxpayers who do not have or engage VAT consultants (Faridy, Fredeunberg, & Sarker, 2017).

1.1.3 Taxpayers Perception

Taxpayer’s perception also affects VAT compliance. Perception represents the process by which
individuals organize and interpret their sensory impressions in order to give meaning to their
environment (Robbins & Judge, 2013). A lot of factors influence individual taxpayer’s
perception which eventually contribute towards their individual Value Added Tax compliance
behavior. Yesagat and Fjeldstad (2016) indicated that in Ethiopia, taxpayers perceptions and
attitudes on paying taxes contribute towards lower levels of tax compliance. According to
Horodnic (2018) sub-cultures and cultures within social groups, communities and countries
affect taxpayers compliance and that individual taxpayers perception is shaped by the behavior
of other people in the community whereby when tax compliance is regarded to be a social norm

and not being tax compliant results in to exclusion then tax compliance improves.



Value Added Tax compliance behavior can only be encouraged by visits in person by well-
trained VAT officers so as to increase the perception of being caught. In the United Kingdom
many of the non-compliant small and medium business owners have the perception that the
chances of being caught for not paying Value Added Tax are minimal due to the closure of Her
Majesty’s Revenue and Customs offices nationally (CIT, 2018). Also a tax system with lower
VAT penalty will contribute towards a high rate of non-compliance because Small and Medium
Enterprises will easily evade Value Added Tax. For example, for SMEs in Nigeria, the fear of
penalty increases the level of VAT compliance (Nura, Jabbar, & Ibrahim, 2017). In Kenya, the
penalty rate for failure to pay VAT is 5% of VAT payable or Kshs.10, 000 whichever is greater
(KRA, 2019). Penalties including VAT penalty rates commonly relate to failing to keep
documents, late submission of tax returns, tax shortfall, tax avoidance, failing to comply with
electronic tax system, failing to appear before the commissioner and fraudulent claim for refund

(Tax Procedures Act 2015 Section 82-89).

1.1.4 VAT Compliance

VAT is a tax on consumption charged by a seller charges on all of its sales and claims credit for
the VAT that has been charged on its inputs and in Indonesia, one of the main revenue sources
for the Central government has been VAT (Iswahyudi, 2018). Le, Jensen, Shukla, and Biletska
(2016) indicate that VAT in consumption based, follows destination principle, uses the credit
invoice method for calculating tax liability and could have single or multiple rates and that in
recent decades, the Value Added Taxes around the developing countries have evolved as the

main workhorse of taxation.

VAT was introduced in Kenya in 1990 as a means of increasing the government tax collections

by widening the tax base (King’oina, 2016). VAT is imposed by Kenya revenue Authority
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(KRA) as per the laws of the Value Added Tax Act 2013.The Value Added Tax is a type of tax
that is indirect and is charged on consumption applicable on the sale of supplies at all levels of
production and distribution. VAT registered taxpayers acts as agents in collecting and remitting
collected VAT to the government. The Value Added Tax paid on inputs is claimed as credit
when taxpayers who are registered declare output Value Added Tax on their sales (VAT Act
2013 Section 17). Suppliers of exempt goods & services (VAT Act 2013, first schedule) do not
charge Value Added Tax on their supplies and cannot claim VAT paid on their purchases. There
are also goods and services which are zero rated (VAT Act 2013, second schedule) whereby,
suppliers charge VAT at a rate of 0% on their supplies and are allowed to subtract the input tax

paid on the purchase of those zero rated goods and services (VAT Act 2013 Section 17).

Tax compliance including VAT compliance is a concerning area in tax administration for
revenue authorities worldwide and in Kenya. This position is supported by Umar, Derashid, and
Ibrahim (2017) who stated that an undivided agreement exists among: authorities in developing
countries, international agencies as well as among tax researchers that currently tax compliance
with the tax laws is a major challenge hampering mobilization efforts for tax revenue. Over the
years the Kenyan VAT has been underperforming in comparison to the other types of taxes
(Ndumia, 2015). VAT compliance level has remained low despite the administrative reforms that
have been undertaken contributing only 23% of the total revenue (KRA, 2015). Gitaru (2017)
states that Kenyan taxpayers are grouped as large, medium or small based on the earnings of
their businesses. Without putting into consideration how the taxpayers are grouped, every
taxpayer in Kenya is supposed to comply with VAT, Withholding Taxes, Customs duties, PAYE

and Income Tax.



There are two ways in which tax administrators can enhance tax compliance. One way in which
tax administrators can enhance tax compliance is improving on enforcement by increasing access
to data. This involves using third party information and cooperating with both the government
agencies and counterpart agencies. The other way in which tax administrators can enhance tax
compliance is through adjusting operations according to the motivational approaches of
taxpayers. By this, analyzing the factors that influence taxpayers behavior and clearly

understanding taxpayers’ businesses as well as their activities (Majdanska & Lindenberg, 2018).

1.1.5 Small and Medium Enterprises

There is no distinctive, internationally accepted meaning for Small and Medium Enterprises.
SMEs are mostly defined based on quantitative indicators, the size in terms of the number of
employees and economic indicators of yearly turnover and the total of economic results in the
financial statements (Berisha & Pula, 2015). SMEs are categorized as either micro, small-sized
or medium-sized on the basis of the number of employees, turnover and the maximum total
assets. MSEs or MSMEs are terms used in Kenya to make reference to SMEs (Adeyeye, 2016).
Micro and Small Enterprises are defined according to turnover whereby, micro enterprises have a
turnover of Kshs.500, 000 and less and small enterprises have a turnover of around Kshs.500,
000 to Kshs.5, 000, 000, the number of employees whereby, micro enterprises have below 10
employees and small enterprises have 10 to 50 employees and the assets which are determined

by the Cabinet Secretary (KNBS, 2016).

Most SMEs fall under the informal sector comprising mostly of people who are entrepreneurs,
self-employed or operating in small scale industries. SMEs play a key role in many economies.
Importance of SMEs to a county’s economy include economy advancement through output of

goods and services, creating job at relatively low capital cost and generation of income (Sitienei,
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2018). According to KAAA (2016), under the economic pillar of vision 2030, strategies have

been set to support the informal sector for reasons that include raising public revenues.

For the Kenyan business sector, most taxpayers are SMEs which according to a current report
about National Economic Survey by the Central Bank of Kenya reveal that SMEs make up 98%
of total Kenyan businesses and they also create 30% of the jobs yearly (Viffa, 2018). According
to KNBS (2016), the number of MSEs in Kenya is 7.4 million; and out of the 7.4 million MSEs,
1.5 million have been issued with licenses by the 47 county governments and approximately 5.9
million do not have licenses, an indication that the number of undocumented businesses
operating informally in Kenya is high. If all SMEs would be able to improve on tax compliance
or be tax compliant then KRA would be able to collect more revenue which would contribute

towards KRA meeting its set revenue targets.

1.1.6 Justification For Selection of Kajiado Town

Small and Medium Enterprises in Kajiado town range from wholesale and retail traders,
restaurants, professional service firms, educational institutions among others. These Small and
Medium Enterprises contribute greatly towards the economy of the region by creating
employment hence directly supporting livelihoods. In addition, Kajiado town has a different
business and cultural environment whereby predominantly, the people in the region specialize in
livestock farming (Kajiado County Government Records, 2018). According to the licensing
department in Kajiado County, there are over 500 registered Small and Medium Enterprises
located in Kajiado town (ICT, 2019). Although SMEs are spread widely across the country
(KNBS, 2016), this study believes that the Small and Medium Enterprises located in Kajiado

town have the potential to contribute towards increased Value Added Tax collection within



Kajiado County when Kenya Revenue Authority enhances Value Added Tax compliance among

the SME owners in Kajiado town.
1.2 Statement of the Problem

Value Added Tax compliance issues which determine the effectiveness of tax administration in
collecting Value Added Tax are reflected through the existence of significant differences
between potential VAT collections and actual VAT collections (Schlotterbeck, 2017). There is
an alarming trend about VAT compliance issues resulting into lower generation of VAT revenue
(Nura, Jabbar, & Ibrahim, 2017). Hutton, Thackray, and Wingender (2014) also acknowledge
that over the years, there has been a contrast between the expected Value Added Tax and actual
Value Added Tax collected in Uganda and policies such as reducing complexity in the Value

Added Tax law need to be set to improve the collection on Value Added Tax Revenue.

Value Added Tax compliance levels have continually remained low in Kenya, contributing
towards Kenya Revenue Authority’s failure to collect the planned and expected Value Added
Tax revenue amount. For example, the revenue expectations from budget policy 2015 for Value
Added Tax in the period 2017/2018 was 412, 688 million Kenyan shillings (KRA, 2015).
However, the actual revenue collected for Value Added Tax in the period 2017/2018 was 356,
777 million Kenyan shillings (KRA, 2018). An indication of a variance (shortfall) of 55, 911
million Kenyan shillings. The amount of VAT collected in Kajiado county in the period
2017/2018 was 39, 616, 569 Kenyan shillings and the target that was set for VAT for that period
was not met (KRA, 2019). Low Value Added Tax compliance is one of the factors that affect the
ability of the government of Kenya to collect the expected or planned Value Added Tax revenues

which is used by the government to carry out government functions.



King’oina (2016) indicates that despite the existence of administrative reforms, compliance level
for Value Added Tax has been low in Kenya due to factors such as poor understanding of VAT
laws and negative perceptions and attitudes towards payment of VAT. On average about 30% of
all taxpayers fail to submit their VAT returns and many each year face prosecution for failing to
file complete returns (Onditi, 2013). Other studies have been done in the areas of Value Added
Tax compliance. They include, Musau (2015) who did a study on the determinants of tax
compliance among small and medium enterprises in Kenya whereby tax compliance was
measured by registration for relevant taxes such as VAT, registration for itax and use of ETR
machine. Ndirangu (2014) conducted a study on the effect of taxpayer education on Value
Added Tax compliance among motor vehicle parts dealers in Nairobi. However, there is still
need for more strategic actions to be undertaken by Kenya Revenue Authority to enable higher
levels of Value Added Tax compliance among Small and Medium Enterprise owners in order to
attain the planned and expected VAT revenue currently and in the future. It is in the background
of these issues that this study sought to investigate the factors that affect Value Added Tax

compliance among Small and Medium Enterprises in Kenya and specifically in Kajiado town.

1.3 Research Objectives

1.3.1 General Objective

The purpose of this study was to investigate the factors that affect Value Added Tax compliance
among Small and Medium Enterprises in Kajiado town, Kenya.

1.3.2 Specific Objectives

The specific objectives of the study that enabled this study achieve the general objective of the

study were:
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(i) To establish the effect of tax knowledge on Value Added Tax compliance among Small
and Medium Enterprises in Kajiado town.

(if) To determine the effect of tax compliance costs on Value Added Tax compliance among
Small and Medium Enterprises in Kajiado town.

(iii) To determine the effect of taxpayers perception on Value Added Tax compliance among

Small and Medium Enterprises in Kajiado town.
1.4 Research Questions
The research questions for the study were:

(i) What is the effect of tax knowledge on Value Added Tax compliance among Small and
Medium Enterprises in Kajiado town?

(if) What is the effect of tax compliance costs on Value Added Tax compliance among Small
and Medium Enterprises in Kajiado town?

(iii) What is the effect of taxpayers perception on Value Added Tax compliance among Small

and Medium Enterprises in Kajiado town?
1.5 Justification of the Study

The study will be of great importance to the following:

1.5.1 Managers

The findings of this study will assist tax mangers develop tax strategies and policies that help
businesses and clients maintain compliance with VAT laws and regulations. The study will also
enable tax managers propose solutions in relation to the identified issues relating to Value Added

Tax.
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1.5.2 Policy makers

The study will be valuable to the government in the formulation or in the designing of
appropriate mechanisms so that the government could generate adequate revenue to enable it
finance its government activities. The findings of this study will assist tax administrators address

the issues related to VAT compliance by SME owners during revenue collection.

1.5.3 Researchers

The study is expected to benefit other researchers by contributing to the existing literature in the
field of factors affecting VAT compliance among SMEs. It is hoped that this study will form the

underlying foundation for further research on this subject.
1.6 Scope of the Study

The study focused on how tax knowledge, tax compliance costs and taxpayers perception affect
Small and Medium Enterprises’ Value Added Tax compliance. The target population was 241
SMEs that are located in Kajiado town and that have been registered for Value Added Tax
according to the records of Kenya Revenue Authority in Kajiado County for the financial year

2017/2018. A sample size of 151 SMEs was selected for the study.
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CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This chapter reviews on the theoretical framework, empirical literature, conceptual framework,

critique of the literature review, summary of the literature review and the research gap.
2.2 Theoretical Framework

A theoretical framework provides a representation of the beliefs on how certain phenomena,
variables or components relate to one another and provide explanation for why there exists
beliefs that variables are associated with one another (Sekaran & Bougie, 2010). The guiding

theories for this study are the deterrence theory and the theory of planned behavior.

2.2.1 Deterrence Theory

The deterrence theory was developed by Becker in 1968 and describes the effects of sanction
threats and sanctions. The theory’s framework indicates that the structure for penalty, probability
of detection and tax rate determines the financial costs of compliance which in turn determine
taxpayers’ behavior in relation to compliance (Sapiei & Kasipillai, 2013). Walsh (2012) when
pointing out at the deterrence effects, stated that the standard model of tax compliance which was
formed from Becker (1968) and Allingham and Sandmo (1972), has the assumption that a
taxpayer who is rational does an assessment on the costs associated with evading payment of
taxes and the advantages for evading taxes and that when the advantages expected that is, less
income “lost” to tax outweighs the costs that is, the probability of being caught and punished for

not becoming compliant with tax then the taxpayer will consider evading tax.
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Deterrence can be achieved using punitive and persuasive approaches (Kendrick, 1939). The
punitive approach advocates for effective imposition of tougher penalties and increasing the
probability of detection as a way of preventing taxpayers from failing to comply with their tax
obligations. Persuasive approaches advocate for improving taxpayers education and simplifying
the tax system. Velthoven and Wijck (2016) indicated that Becker’s economic deterrence theory
started a new branch of law and economics literature and has been a seminal contribution.
However, the two main principles of Becker’s deterrence theory that is the economic approach to
the behavior of offenders and the minimization of social loss as the criterion for optimal law
enforcement have gone unchallenged and have generally been accepted within the law and
economics literature. Deterrence theory is related to this study because it appreciates the role of
the sanction threats such as the probability of being detected and penalties as a way of achieving

taxpayers’ Value Added Tax compliance.

2.2.2 Theory of Planned Behavior

Ajzen in 1991 developed the theory of planned behavior. The theory originated from the Theory
of Reasoned Action by Ajzen and Fishbein in the year 1975 to predict an individual’s intention
to engage in a behavior. The Theory of Reasoned Action indicates that there is a high likelihood
for people to behave in a certain way when they assess that the behavior being suggested has
positive outcome(attitude) and if they think that other people associated with them would like
them to undertake the behavior (Subjective norm). However, the same authors later on argued
that due to limitations caused by circumstances, subjective norms and attitude do not usually
result to behavior and as a result Ajzen extended the Theory of Reasoned Action to include a

new aspect known as perceived behavioral control, to assist in accounting for the behavior that
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comes up when an individual’s control over the behavior is incomplete. The extended version is

known as the theory of planned behavior (Southey, 2011).

The theory of planned behavior suggests that a person’s intention is the immediate determinant
of behavior. The intention is determined by the subjective norms, attitude and perceived behavior
controls. Attitude refers to the evaluations made by the performer of the behavior in relation to
the action of that behavior. Subjective norms refers to the opinions that are made by the people
who are related to the performer of the behavior or who will be considered as reference in
relation to a particular behavior. Perceived behavioral control illustrates the level of difficulty
that exists for the performer so as to perform a particular behavior (Benk, Cakmak, & Budak,
2011). In the recent decade, the founder of Theory of planned behavior, Ajzen together with his
partners have published monographs so as to discuss, reflect and analyze the three main variables
and three corresponding beliefs, and now made arguments to improve the rigor of the theory of

planned behavior (Zhang, 2018).

The theory of planned behavior is related to this study because first, it points out that taxpayers’
attitudes have a positive effect on VAT compliance intentions and according to Oladipupo and
Obazee (2016) one instrument that can be used to change taxpayers’ attitude towards matters
associated with tax is tax education. This means that taxpayers knowledge about VAT legislation
and procedures play a role in achieving taxpayers’ VAT compliance. Secondly, the theory of
planned behavior points out that there are indeed factors that have a positive and negative effect
on VAT compliance intentions which eventually result into VAT compliance behavior. For
example, taxpayers attitudes such as equity attitudes have a positive effect on VAT compliance

intentions, taxpayers subjective norms such as social and moral norms in regards with VAT have
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a positive effect on VAT compliance intentions and perceived behavioral control such as

detection risk and penalty magnitude also have a positive effect on VAT compliance intentions.
2.3 Empirical Review

This section presents an analysis of previous studies that have been undertaken by other
researchers both globally and locally in relation to tax knowledge, tax compliance costs,

taxpayers perception and Value Added Tax compliance.

2.3.1 Tax Knowledge and VAT Compliance

According to Palil (2010) tax knowledge significantly affects tax compliance among individual
taxpayers in Malaysia and positive tax attitudes among taxpayers can be formed when the
taxpayers have better knowledge on tax matters which would in turn improve compliance. The
study further suggested that an introductory tax course should be introduced at the beginning of
higher learning education in order to cultivate responsible taxpayers in Malaysia. Similarly,
Ndirangu (2014) indicates that the relationship that exists between tax knowledge and tax
compliance including VAT compliance is significant among motor vehicle part dealers in
Nairobi Central Business District. The study suggested that the public should be educated on tax
policies and regulation. And that public awareness need to be enhanced on the benefits of paying

tax to change the attitudes of taxpayers on tax remittance.

Although VAT contributes importantly towards the total government tax revenues accounting for
over 30% of the revenues, it is complexity and its implementation requires taxpayers’
cooperation making taxpayer education very paramount. One component of enhancing
compliance by tax administrations’ is taxpayers education and outreach which entails ensuring

that taxpayers know their legal obligations (Olowookere & Fasina, 2013). Based on the relevant
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tax laws businesses as well as citizens have the following main obligations in relation to tax
compliance: registration for identification; filing which is submission of tax returns on time;
declaration by correctly reporting tax liabilities; and, payment of tax on time as stipulated in the

law (Ndirangu, 2014).

Nyareru, Kibati, and Ragama (2017) indicate that businesses that have registered for VAT
should give out tax invoices that are generated by ETR. However, some SMEs owners do not
acquire ETR because of the operational skills that are needed to operate the ETR. Also some
SME owners have had queries on the quality of service as well as training given by the suppliers
of ETRs. Free training programs could help taxpayers understand all issues that are related with
VAT law. For example, the study of Faridy, Fredeunberg, and Sarker (2017) recommends that
the National Board of Revenue in Bangladesh could establish an extensive free training program
about issues that are involved with the VAT law as a way of making SME taxpayers understand
the VAT law. Tax knowledge enhancement creates a positive attitude towards tax compliance.
For example, in Malaysia for the taxpayers in Malaysia, knowledge has been recognized as a key

factor to promote understanding of the tax system (Agbadi, 2011).

Machogu (2015) reveal that most entrepreneurs do not know about the regulations required when
starting up a business and the general taxation procedures as a result of ineffective procedures
used to give out information relating to government policies preventing entrepreneurs from
formalizing their businesses. The study further indicated that tax specific knowledge is necessary
in enabling owners for small businesses to comply and increase their compliance willingness
based on the assumption that to learn about taxes will also mean to learn about the functions of

taxes in the society.
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However, Umar and Tusubira (2017) in their paper that is based on their understanding in the 5th
Annual TARC Workshop (2017) state that for countries that are developing continuous
improvement on tax awareness and the simplification of the tax systems could increase
collection of taxes, however such techniques are not sufficient and engaging taxpayers is what
should be considered. Taxpayer engagement involves enabling taxpayers to participate in the
stages of setting agenda, making policy as well as implementation. This study agrees with
Ndirangu (2014) and Faridy, Fredeunberg, and Sarker (2017) that knowledge about specifically
VAT is indeed a factor that contributes towards Value Added Tax compliance for Small and

Medium Enterprise owners.

2.3.2 Tax Compliance Costs and VAT Compliance

Higher compliance costs for VAT are one of the important components that have an effect on
Small and Medium Enterprises causing significant non-compliance and under representation in
the registration for VAT and in the collection of VAT revenue among SME taxpayers in
Bangladesh (Faridy, Fredeunberg, & Sarker, 2017). The study suggested that the National Board
of Revenue in Bangladesh could establish SME business Support Service Unit to provide
assistance and advice on VAT issues to SME taxpayers who do not engage VAT consultants.
Gerard and Naritomi (2018) similarly agree that VAT declaration involves high compliance costs
as a result of detailed book keeping and complex filing. The compliance costs are intensified
since VAT implementation entails different rates for different supplies and a lot of exemptions.
This can be a burden for specifically the firms that are small. According to Gachiku (2015) the
complexities in the Value Added Tax include keeping records that are detailed for the output as
well as input tax so as to aid in completing VAT returns. These complexities associated with

VAT may require SME owners to hire a person who has VAT law skills.
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VAT law entails the use of ETRs. However, SMEs are yet to embrace the idea of using ETRS
because of difficulties associated with purchasing, installing as well as maintaining the ETRS
(Nyareru, Kibati, & Ragama, 2017). Faridy (2015) illustrates that in the context of VAT in
Bangladesh, direct and indirect costs are encountered by SMEs when complying with the VAT
law. Direct costs are made up of costs associated with document collection (compiling receipts,
recording data, checking accounts); accounting for VAT; tax advisor fees, learning VAT law
costs, price declaration costs; preparation for VAT refunds and remitting VAT on products.
Indirect costs are made up of the time used in order to complete VAT returns; time used to
acquire VAT knowledge; need to have awareness on the taxpayers rights and obligations and
getting information about the new procedures and regulations set. The study further points out
that complexity of the VAT law partly contributes towards unintentional non-compliance and

high tax compliance costs burden partly contributes towards intentional non-compliance.

Measuring compliance costs is not easy since they vary significantly over taxes and taxpayers.
And that the reason that leads small businesses to fail to register or reduce their undertakings to a
lower level which cannot be taxed is that: tax compliance costs are made up of components that
are substantially fixed and that the cost incurred when VAT return is filed will cost more of an
equal an equal measure such that any net amount that is remitted would be discovered to be huge
for businesses that are small. Promoting voluntary compliance by reducing the compliance costs
can be obtained through improving the services being offered to the taxpayers in ways that
include: provision of information that can be readily accessed as well as advice, reporting
simplification and giving attention to the different segments of the taxpayers based on their

different needs (IMF, 2015).
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It has further been recommended that the revenue authority should strive to provide taxpayers
with services that are of high standards as clearly stated in the corporate plan and in the tax payer
charter to reduce the need of spending costs to hire skilled persons (Gachiku, 2015). Also
reduced complexity and reduced compliance costs enhances compliance with VAT law (Faridy,
2015). King’oina (2016) indicates that a country’s competitiveness is disadvantaged by high tax
compliance costs and as a way of reducing the need to hire tax professionals and encouraging
voluntary compliance KRA has set up ways of simplifying the tax systems through the itax
system. Value Added Tax Flat Rate Scheme structure was also established in Ghana in order to
minimize difficulties related with the VAT structure and in return improve compliance among

traders (Agbadi, 2011).

This study therefore agrees with the above authors that there indeed exists Value Added Tax
compliance costs among Small and Medium Enterprises and that high VAT compliance costs
among Small and Medium Enterprises is as a result of complexity of the VAT laws and the VAT
system, Value Added Tax Consultant and agent fees, ETR acquisition, installation and
maintenance costs and the costs associated with having a system of accounting that deals with

the calculation of due amount of VAT and the preparation of required information.
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2.3.3 Taxpayers Perception and VAT Compliance

Jayawardane and Low (2016) revealed that taxpayers perceptions and attitudes encourage tax
compliance including VAT compliance among individual taxpayers in Sri Lanka with a
correlation of 0.834=1. The study suggested that taxpayers perceptions and attitudes can be
changed by the government being accountable for people’s money so as to improve peer attitude
on the payment of taxes. This argument is supported by King’oina (2016) who stated that
taxpayers perceptions and attitudes have a significant effect on Value Added Tax compliance
among construction firms in Kisumu County. VAT compliance among individual SME owners
could be directly affected by other SME owners. Pukeliene and Kazemekaityte (2016) indicated
that social interactions and social norms contribute greatly towards individual compliance
decisions. For example, taxpayers may not observe tax compliance if they believe that other

individuals are not paying their taxes too.

Motivation has an impact on taxpayers perception that in turn contributes towards VAT
compliance. Luttmer and Singhal (2014) through evidence indicate that recognition can
encourage tax compliance and one of the ways in which governments could enhance taxpayers
motivation is facilitating social recognition for the taxpayers who are compliant. Forms of
intrinsic motivation are often connected with honesty and the achievement of civic duties. They
further suggest that enforcement can also be used to increase motivation by showing taxpayers
that tax compliance is an important legal duty. Probability of being detected and penalized is
another factor that would have an impact on VAT compliance. In a study conducted by Barham
and Fox (2011) in Britain, out of the 734 business in the sample of the study which were
registered to pay Value Added Tax, 76% revealed that it was likely or very likely that Small and

Medium Enterprises regularly evading Value Added Tax would be caught. Also in relation to
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perception towards Her Majesty’s Revenue and Customs’ sanctions, out of the 734 Small and
Medium Enterprises which were registered for Value Added Tax, 68% agreed that penalties for
not complying with Value Added Tax was sufficient to deter businesses from not declaring
Value Added Tax properly, while 8 per cent disagreed. However Faridy, Copp, Freudenberg and
Sarker (2014) found out that the likelihood of audits, penalties and sanctions have a less effect on
taxpayers who are not compliant with the Value Added Tax laws. This study agrees with
Jayawardane and Low (2016) and King’oina (2016) that taxpayers perception has an effect on

Value Added Tax compliance.

2.3.4 VAT Compliance

In Bangladesh, there is under representation of SMEs in terms of VAT collected by the revenue
authority (Faridy, 2015). According to Nura, Jabbar, and Ibrahim (2017) there is an alarming
trend about lower levels of VAT compliance specifically among Small and Medium Enterprises
and that there are many factors that influence VAT compliance behavior including the political
environment, business environment, detection probability, VAT penalty as well as VAT
complexity. Keen (2013) indicates that causes of non-compliance among MSMEs include little
taxpayer knowledge about tax obligation, on registration as well as non-filers and underreporting

problems.

Inasius (2015) indicates that in order to understand taxpayers behavior, it is important to study
taxpayers compliance. Subedi (2016) through evidence reveals that the trend in VAT compliance
in Nepal is decreasing and that in 2007/2008, the VAT compliance rate was 84.85% and it
decreased to 75.8% for the year 2014/2015. Many small firms in Africa, including Ghana do not
comply because the costs associated with compliance are high (Amanamah, 2016). Musau

(2015) observed that there are several factors that affect SMEs’ compliance with taxes such as
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VAT. These factors included Value of tax (satisfaction with the goods and services provided by
the government), information about taxes and complexity of the filing procedures, detection and
penalties and trust in government including trust in tax officials and authority. This study
therefore agrees with Inasius (2015) that it is important to study taxpayers compliance. This is
because through evidence from Subedi (2016) and Musau (2015) there are different factors that

affect VAT compliance among taxpayers.
2.4 Conceptual Framework

A conceptual framework is a model that is hypothesized and is used to identify the concepts
being studied and their relationships (Mugenda & Mugenda, 2003). The independent variables
for this study were tax knowledge, tax compliance costs and taxpayers perception and the
dependent variable for this study was Value Added Tax compliance. Tax knowledge was
measured using knowledge of the VAT system, seminar and access to tax information. Tax
compliance costs was measured using ETR acquisition and installation costs, tax consultancy
costs and book keeping costs. Taxpayers perception was measured using peer influence,
motivation and the probability of being detected and penalized. The number of taxpayers
registered for VAT, the number of filed VAT returns and the amount of VAT paid was used to

measure VAT compliance as shown in Figure 2.1.
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Figure 2.1: Conceptual Framework
2.5 Critique of the Literature Review

Previous studies that have been documented by Faridy, Fredeunberg, and Sarker (2017); Nura,
Jabbar and Ibrahim (2017) and Ndirangu (2014) agree that governments should make efforts in
ensuring that the collection of VAT is efficient and accurate so as to promote government
operations and that reducing the VAT compliance burden is important. Specifically, Faridy,

Fredeunberg, and Sarker (2017) conducted a study about the compliance costs incurred by the
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SMEs in relation to VAT in a country that is developing. Nura, Jabbar and Ibrahim (2017) did a
study on the impact that the business as well as the political surroundings have on compliance
with VAT. Ndirangu (2014) conducted research on the impact of taxpayer education on
compliance with VAT by traders that deal with parts of motor vehicle in Nairobi. However, no
study on factors affecting Value Added Tax compliance for Small and Medium Enterprises in
Kajiado town has been done previously. This study therefore sought to find out how tax
knowledge, tax compliance costs and taxpayers perception affect Value Added Tax compliance

among Small and Medium Enterprises in Kajiado town, Kenya.
2.6 Summary of the Literature Review

This study assessed how tax knowledge, tax compliance costs and taxpayers perception affect
Value Added Tax compliance among Small and Medium Enterprises. First, this study started by
introducing this chapter. Two theories that have been found to be relevant to the variables that
have been selected for this study include the deterrence theory and theory of planned behavior.
The conceptual framework has then been illustrated to represent the relationship between the
study variables. The empirical review section indicates the studies that are similar to the
dependent variable namely Value Added Tax compliance by Small and Medium Enterprises and
the independent variables namely tax knowledge, tax compliance costs and taxpayers perception.

This study finally criticized the literature that has been reviewed.
2.7 Research Gap

Several studies for research have been done on SME Value Added Tax compliance: Subedi
(2016) did research on the analysis of VAT evasion in the context of Nepal. Faridy (2015) did a
study about VAT non compliance as well as the compliance costs and complexities associated

with VAT by Small and Medium Enterprises (SMEs) in Bangladesh. Nyareru, Kibati, and
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Ragama (2017) conducted a study on the factors that have an influence on the utilization and
implementation of electronic tax registers by Small and Medium Enterprises in Kenya
specifically in Nakuru town. However, Marandu, Mbekomize, and Ifezue (2015) through
evidence indicate that the variables that have been proposed and used in tax compliance literature
have little similar attributes and vary with each study, making it hard to have a comparison of the
results from the different studies. Their study further recommends that future researchers should
develop common main tax variables. Also, the factors that affect VValue Added Tax compliance
among Small and Medium Enterprises in Kajiado County and specifically within Kajiado town
has not been documented. This study therefore, sought to find out how the following three key
variables selected from different studies that have been done in the past and include tax
knowledge, tax compliance costs and taxpayers perception affect Value Added Tax compliance

among SMEs in Kajiado town, Kajiado County.

26



CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

This chapter deals with the plan that acted as a guide in carrying out the research and also
provides explanation of how data was collected and analyzed. It comprises of the population of
the study, sampling unit, sampling techniques, the data collection procedure, pilot testing as well

as data analysis and presentation.
3.2 Research Design

A research design is used to provide a framework for data collection and analysis. The choice of
research design reflects decisions about the priority being given to a range of dimensions of the
research process (Bryman, 2012). Descriptive study is concerned with finding out the what,
where and how of phenomenon (Cooper & Schindler, 2003). The research design that was used
for this study is the descriptive type of research design. Descriptive research design was used
because the purpose of this study was to determine how tax knowledge, tax compliance costs and
taxpayers perception affect Value Added Tax compliance among Small and Medium Enterprises
in Kajiado town by discovering current ideas as well as insights into this study. When

questioning the respondents, quantitative research was used in the form of questionnaires.
3.3 Target Population

Mugenda and Mugenda (2003) indicate that the target population refers to a complete set of
individuals, cases or objects with the same common observable characteristics. The target
population for this study was 241 SMEs that are located in Kajiado town and that have been

registered for VAT according to the records of KRA station in Kajiado County for the financial

27



year 2017/2018. According to the records of KRA station in Kajiado County, Kajiado town had a

total of 241 SMEs registered for VAT in the financial year 2017/2018 (KRA, 2019).
3.4 Sampling Technique and Sample Size

A sample is a subset of the population. By studying the sample, the researcher should be able to
draw conclusions that would be generalizable to the population of interest (Sekaran, 2003).
Yamane formula was used for determining the sample size for this study because Yamane
formula assumes a normal distribution and it was assumed that the Small and Medium
Enterprises were distributed normally in relation to the parameters under study that is Value
Added Tax compliance. This formula also enables the selection of a sample that represents the

population, with confidence and risk levels. The Yamane formula is;
n= N

1+N(e?)
Whereby n represents the sample size for target population, N represents the population size, e
represents the error of sampling or precision/error limit at 95% level of confidence and 5% level
of precision is required (YYamane, 1967). Using the above formula and a precision level of 5%,
the desired sample size was; n= 241/1+ (241*0.05*0.05); 241/1.60; 150.63 ~ 151. Therefore, 151

Small and Medium Enterprises formed the sample size for the study. The sampling technique for

this research was simple random sampling.
3.5 Data Collection Instrument(s)

Choosing the method for collecting data depends on the purpose for conducting the study, the
skills that the researcher has and the available resources (Kumar, 2011). This study used

secondary and primary data. Primary data was obtained using structured questionnaires with
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closed questions so as to find out the opinion of the SME owners on how tax knowledge, tax
compliance costs and taxpayers perception affect Value Added Tax compliance among Small
and Medium Enterprises. The use of questionnaires was preferred because a questionnaire is
simple to administer and convenient for collecting data within a short time (Cooper & Schindler,
2010). Secondary data was obtained from existing revenue publications and reports in order to

find out the VValue Added Tax compliance levels.
3.6 Data Collection Procedures

According to Kumar (2011), when selecting a method for collecting data, the socioeconomic—
demographic characteristics of the study population should be considered. It is good to know the
study population’s attitude and interest towards participating in the study. Drop and pick method
of administering questionnaires was used. The method first involved seeking consent from the
selected Small and Medium Enterprises’ owners to participate in the study. The questionnaires

were then issued to the respondents.
3.7 Pilot testing

Pilot testing is done with the intention of revealing errors in the design and improper control of
extraneous or environment conditions. Pre testing the instruments enables refinement prior to the
final test (Cooper & Schindler, 2003). Pre-testing of the questionnaire was done using a small
group of respondents who are not part of the study in order to reveal the words and questions that
the respondents may not comprehend. Cooper and Schindler (2010) states that a pilot sample
should be 10% of the sample projected for the larger parent study. Therefore, 15 respondents
were used for the pilot study. For the pilot results 15 questionnaires were issued to the

respondents who formed the pilot sample. All the 15 questionnaires were filled and returned by
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the respondents who also revealed that the questions in the questionnaire were simple to

understand and precise.

3.7.1 Reliability Test

Sekaran (2003) indicated that the reliability of a measure is an indication of the stability and
consistency with which the instrument measures the concept and helps to assess the “goodness”
of a measure. The reliability analysis was done using Cronbach’s Alpha which is usually
interpreted as the mean of all possible split-half coefficients. Tax knowledge had an alpha of
0.702, Tax compliance cost had an alpha of 0.722, Taxpayers perception had an alpha of 0.719
and lastly Value Added Tax Compliance had an alpha of 0.893. The benchmark value of 0.7 is
commonly used for the reliability whereby alpha values above 0.7 are considered acceptable and
satisfactory, above 0.8 are considered good and above 0.9 are considered to reflect exceptional
internal consistency (Mohajan, 2017). The Cronbach’s alpha coefficient of 0.7 was used as the

benchmark for this study, and all variables had met the threshold.

Table 3. 1 : Reliability Test

Variable N Cronbach Alpha
Tax Knowledge 5 0.702
Tax Compliance Cost 4 0.722
Taxpayers Perception 4 0.719
Value added Tax Compliance 3 0.893

3.7.2 Validity Test

Validity refers to the accuracy and meaningfulness of inferences, on the basis of the results

obtained from research (Mugenda & Mugenda, 1999). The study used content validity whereby
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questionnaires included a variety of questions about how tax knowledge, tax compliance costs
and taxpayers perception affect Value Added Tax Compliance among SMEs. Clear instructions
were also given and the questions were formulated in simple language for clarity and ease of
understanding. The study also improved validity by matching the assessment measure to the

objectives of the study.
3.8 Data Analysis

Data analysis means computing certain measures along with searching for patterns of
relationship that exist among data-groups (Kothari, 2009). Data was analyzed using descriptive
statistical tools such as frequencies and percentages to help the study describe the data. There
was the use of the likert scale to help the study establish to what extent tax knowledge, tax
compliance costs and taxpayers perception affect Small and Medium Enterprises’ Value Added
Tax compliance in Kajiado town. In relation to establishing the relationship between the

dependent and independent variables, this study used multiple regression analysis:

¥ =Bot B1X1 + B2Xot+ B3Xst g

Where:
Y Represents Value Added Tax compliance
Bo Is the constant

B1 Boand B3 The regression coefficients

X1 Tax knowledge
X, Tax compliance costs
X3 Taxpayers perception
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The error term or residuals

3.9 Operationalization of study variables

The following table gives an outline of the dependent and independent variables and how they

were measured and reviewed.

Table 3. 2 : Operationalization of study variables

Variables

Independent

variables

Tax
knowledge

Tax
compliance
costs

Taxpayers
perception

Objectives

To establish
the effect of
tax knowledge
on VAT
compliance
among SMEs
in Kajiado
town

To  establish
the effect of
tax compliance
costs on VAT
compliance
among SMEs
in Kajiado
town

To  establish
the effect of
taxpayers
perception on
VAT
compliance
among SMEs
in Kajiado
town

Source/Author Data

Palil (2010)

Ndirangu
(2014)

Faridy,
Fredeunberg,
and
(2017)

Jayawardane
and
(2016)
King’oina
(2016)

Sarker

Low
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collection
instrument

Questionnaire

Questionnaire

Questionnaire

Measurement Analysis

scales

5 point likert

5 point likert

5 point likert

Regression
Analysis

Correlation
Analysis

Regression
Analysis

Correlation
Analysis

Regression
Analysis

Correlation
Analysis



Dependent
variable

Value Added
Tax
compliance

Measurable
indicators:

Number of
taxpayers
registered for
VAT

Number of
filed VAT
returns

Tax collected
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Questionnaire 5 point likert

KRA
periodical
reports

KRA
periodical
reports

KRA
periodical
reports

Ordinal

Ordinal

Ordinal

Regression
Analysis

Correlation
Analysis



CHAPTER FOUR
DATA FINDINGS, ANALYSIS AND DISCUSSION
4.1 Introduction

This chapter describes the actual findings as per the feedback from the respondents and which
linked them to the objectives of the study. It encompasses the nature of background information,
descriptive and inferential statistics of the respondents’ rating on Tax knowledge, Tax

compliance costs, Taxpayers perception and Value Added Tax compliance.
4.2 Response Rate

Questionnaires were used to seek perceptions of the SMEs owners operating their business in
Kajiado town on factors that affect Value Added Tax compliance. The researcher distributed 151
questionnaires out of which 97 were received, 4 questionnaires were not accepted as a result of
improper completion. Therefore 93 questionnaires were accepted as correctly filled which
represent a response rate of 61 %. For most academic studies involving a response rate of
approximately 35 per cent is reasonable (Baruch, 2004). Rate of response from respondents of
40% is unreliable, 50% is appropriate, 60% is considered good, 70% is considered to be very
good (Mugenda, 2008). Sekaran & Bougier (2009) recommend that researchers should strive to
achieve a rate of response from respondents of approximately 60% for almost all research. On
the basis of this opinion, this implies that the rate of response from respondents in this study was

adequate. Figure 4.1 illustrates the level of response rate.
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® Response M Non-response

Figure 4. 1 : Response Rate

4.3 Background Information

Table 4.1 shows that SME firms in the Kajiado town are owned by business people between 40-
49 age bracket with a representation of 38.2%, 18-28 at 11.3%, 29-39 at 23.1% and lastly above
50 years at 27.4%. From the findings majority of SME firms are owned by men with a
representation of 67.3% while 32.7% were of female gender. 25.3 % of SME firm in Kajiado
town had less than 10 employees, 57.0% have employees ranging between 10-20, and while only
17.7% had above 21 employees, this indicate that majority of SME firms have employed a range
of 10-20 employees. From the findings majority of the SME firms in Kajiado town that is 56.9 %
of them show that they have an average annual turnover of 500,000 — 5,000,000 Ksh, 13.8 %
have less than 500,000 Ksh turnover and lastly 29. 3% have annual turnover of above 5,000,000

Ksh. This shows that most SME in Kajiado town have an excellent sales turnover.

35



Table 4. 1 : Background Information

Percent (%)
Age
18-28 11.3
29-39 23.1
40-49 38.2
Above 50 27.4
Total 100
Gender Male 67.3
Female 32.7
Total 100
Average annual turnover Less 500,000 13.8
500,000-5,000,000 56.9
Above 5,000,000 29.3
Total 100
Numbers of employees Below 10 25.3
10-20 57.0
Above 21 17.7
Total 100

4.4 Statistical Assumptions

There are certain assumptions that exist in relation to the variables that used in analysis. These
assumptions are relied upon by the statistical tests. When these assumptions are not met the
findings may not be valid (Osborne & Waters, 2014). They further argue that this may result in a
type Il or type I error, or under or over-estimation of significance or effect size(s). It is therefore
important to pretest for these assumptions for validity of their results. Osborne, Christensen, and
Gunter (2001) observed that most articles do not report whether they have tested the statistical
tests assumptions that they rely on to draw their conclusions. Testing for assumptions is
beneficial as it ensures that the associated assumptions are met by the analysis and assists in
avoiding type Il and I errors (Osborne and Waters, 2014; Owino, 2014). Prior to data analysis,

assumptions for linear regression were checked together with multicollinearity and normality.
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4.4.1 Test of Normality

Parametric statistics by definition assume that data under test is distributed normally, hence the
use of the measure of central tendency (Zikmund, 2010). Ghasemi and Zahediasl (2012) indicate
that a number of statistical procedures including correlation, regression, t-test and f-tests are on
the basis of the assumption that the data follows a distribution that is normal. There are several
ways of testing normality such as Kolmogorov-Smirnov, Shapiro-Wilk, Anderson Darling and

Lilliefors.

Shapiro-Wilk is the most powerful normality test (Razali & Wah, 2011). This study adopted it.
The findings of the tests are presented in Table 4.2. Shapiro-Wilk test of less than 0.05 implies
that there is significant deviation of data from a normal distribution. The study’s data set was

subjected to a normality test and the findings are shown in Table 4.2.

Table 4. 2 : Tests of Normality

Kolmogorov smirnov Shapiro-Wilk
Statistics sig Statistics sig
VATC 0.087 0.200 0.891 0.023
TK 0.214 0.000 0.857 0.000
TCC 0.270 0.000 0.764 0.000
TPP 0.154 0.004 0.980 0.000

4.5 Multicollinearity Test

Table 4.3 shows that the tolerance values were less than 1 rule and of VIF were not more than 2.
This shows that among the independent variables there is no multicollinearity. Therefore, it
would not be appropriate to omit variables that have insignificant regression coefficients. Hakim
(2000) described that in an ordinary least squares regression analysis, variance inflation factor

(VIF) quantifies the severity of multicollinearity. VIF gives an index that measures how much
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the variance (the square of the estimate's standard deviation) of an estimated regression
coefficient is increased because of collinearity. Cooper (2006) stated that lower levels of VIF are
better while VIF that are of higher levels greatly affect the result that is associated with a
multiple regression analyses. The authors argued that relatively high levels of multicollinearity

are indicated by VIF above 2.50.

In the regression model for the study, the Variance Inflation Factor test was between 1.584 and
1.741. Bryman (2009) indicated the level of 2.5 as an indicator of muliticollinearity. The figures
obtained were less than 2.5 showing that there was no problem of multicollinearity in the
analysis. Thus the study findings were able to fulfill the threshold mainly because Table 4.3
shows that the VIF of the study were all less than 2. Tax knowledge had a Tolerance of 0.825
and VIF of 1.642, Tax compliance cost had a Tolerance of 0.716 and VIF of 1.584 and lastly

Taxpayers perception had a Tolerance of 0.642 and VIF of 1.741.

Table 4. 3 : Multicollinearity Test
Coefficients®

Collinearity
Model Statistics
Tolerance VIF
(Constant)
TK 0.825 1.642
TCC 0.716 1.584
TPP 0.642 1.741

a. Dependent Variable: VATC
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4.6 Descriptive Statistics

4.6.1 Tax Knowledge

Several statements of Tax Knowledge were asked and respondents required to rate the extent of
agreement with the following statement on its applicability. Using the Likert scale of 1-5 where
1= strongly disagree, 2= disagree, 3= neutral, 4=agree and 5=strongly agree. The findings are as

shown in Table 4.4

Table 4. 4 : Tax Knowledge

Mean SD
| have information about VAT legislation
and VAT procedures 3.63 0.871
| have attended seminars on Value Added
Tax matters 3.04 0.263
VAT filing and payment procedures are
complex 3.55 0.412
In Kenya, information about VValue Added
Tax is easily accessible 3.34 0.385
| can correctly calculate VAT payable
amount with the available information 3.52 0.403
Average 3.41

Table 4.4 illustrate Tax Knowledge level among SME business owners in Kajiado town. The
results indicate an overall mean of 3.41 on Tax Knowledge variable. From the data findings,
respondents agreed with the statement that they had information about VAT legislation and VAT
procedures, having a mean score of 3.63. There was an agreement that they have attended

seminars on Value Added Tax matters with a mean score of 3.04. It was agreed that VAT filing
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and payment procedures are complex with a mean score of 3.55, respondent further agreed that
in Kenya, information about Value Added Tax is easily accessible with by mean score of 3.34
and lastly respondents strongly agreed with the statement that | can correctly calculate VAT

payable amount with the available information with a mean score of 3.52.

4.6.2 Tax Compliance Costs

Several statements of Tax Compliance Cost were asked and respondents required to rate the extent
of agreement with the following statement on its applicability. Using the Likert scale of 1-5
where 1= strongly disagree, 2= disagree, 3= neutral, 4=agree and 5=strongly agree. The findings

are as shown in Table 4.5

Table 4. 5 : Tax Compliance Costs

Mean SD
Tax stations are easily accessible 3.25 1.049
Costs of acquiring, installing and
maintaining ETRs comprises the highest
Value Added Tax compliance cost 4.12 0.701
Costs of hiring a tax consultant comprises
the highest VValue Added Tax compliance
cost 3.78 0.612
Accountancy costs comprises the highest
Value Added Tax compliance cost 3.39 0.661
Average 3.52

Table 4.5 illustrates Tax Compliance Cost level among SME business owners in Kajiado town.
The results indicate an overall mean of 3.52 on the practices of Tax compliance cost. From the
data findings, respondents were in agreement of the statement, tax stations are easily accessible
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with mean of 3.25. They strongly agreed that Costs of acquiring, installing and maintaining
ETRs comprises the highest Value Added Tax compliance cost with mean of 4.12. There was an
agreement that Costs of hiring a tax consultant comprises the highest Value Added Tax
compliance cost with mean of 3.78 and lastly respondent agreed with the statement that
accountancy costs comprise the highest VValue Added Tax compliance cost with the mean score

of 3.39.

4.6.3 Taxpayers Perception

Several statements on Taxpayers Perception were asked and respondents required to rate the
extent of agreement with the following statement on its applicability. Using the Likert scale of 1-5
where 1= strongly disagree, 2= disagree, 3= neutral, 4=agree and 5=strongly agree. The findings

are as shown in Table 4.6

Table 4. 6 : Taxpayers Perception

Mean SD
My friends, neighbors and other SME
owners pay the correct Value Added Tax 3.72 0.619
The government should reward those who
are Value Added Tax compliant 4.07 0.714
It is my obligation to support the government
by reporting and paying VAT 4.30 0.801
There is a high degree of being detected for
not paying Value Added Tax and penalized 3.66 0.512
Average 3.93
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Table 4.6 illustrates the level of Taxpayers Perception among SME business owners in Kajiado
town. The results indicate an overall mean of 3.93 on the variable of Taxpayers Perception. From
the data findings, respondents agreed that their friends, neighbors and other SME owners pay the
correct Value Added Tax with a mean of 3.72. There was an agreement that the government
should reward those who are Value Added Tax compliant with a mean score of 4.07, respondents
further agreed with the statement that It is my obligation to support government by reporting and
paying VAT which obtained mean score of 4.30 and lastly respondents were in agreement that
there is a high degree of being detected for not paying Value Added Tax and penalized with a

mean score of 3.66.

4.6.4 Value Added Tax compliance

Several statements of Value Added Tax Compliance were asked and respondents required to rate
the extent of agreement with the following statement on its applicability. Using the Likert scale of
1-5 where 1= strongly disagree, 2= disagree, 3= neutral, 4=agree and 5=strongly agree. The

findings are as shown in Table 4.7

Table 4. 7 : Value Added Tax Compliance

Mean SD
| have registered for Value Added Tax 4.10 0.751
| file Value Added Tax returns on time 2.79 0.317
| pay the correct amount of Value Added
Tax 3.69 0.619
Average 3.53
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Table 4.7 illustrates Value Added Tax compliance level among SME business owners in Kajiado
town. The results indicate an overall mean of 3.53. There was a strong agreement by the
respondents with the statement that | have registered for Value Added Tax by a mean of 4.10,
this was followed by disagreement of the statement of | file Value Added Tax returns on time
which obtained a mean of 2.79 and lastly respondents were in agreement with the statement | pay

the correct amount of VValue Added Tax with a mean score of 3.69.
4.7 Correlation Analysis

Hall (2015) defines the Pearson’s Correlation Coefficient (=) variables representing a set of
numerical data, and normalized to the square root of the variances. Table 4.8 illustrated the
Pearson Correlation Matrix and all variables that were independent had positive correlations with
the variable that was dependent. There is a strong positive correlation of r = 0.721 between Tax
Knowledge and Value Added Tax Compliance. There is also a strong positive correlation of r =
0.836 between Tax Compliance Cost and Value Added Tax. Lastly there is a positive correlation
of r = 0.826 between Taxpayers Perception and Value Added Tax Compliance. From the study
findings Tax Compliance cost variable has the strongest strength on Value Added Tax
Compliance Variable, followed by Taxpayers Perception while Tax Knowledge has the least
strength of independent variables factors on dependent variable of Value Added Tax

Compliance.
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Table 4. 8 : Correlation Analysis

Value Added Tax Tax Tax Tax
Compliance Knowledge Compliance Perception

Value Added Tax

Compliance 1

Tax Knowledge 0.721" 1

Tax Compliance

Cost 0.836" 0.720" 1

Taxpayers Perception 0.826" 0.768* 0.507* 1

== Correlation is significant at 0.01 level (2-tailed)

4.8 Regression Analysis between Tax Knowledge and Value Added Tax Compliance
4.8.1 Model Summary

Regression analysis was carried out to explain the relationship between Tax Knowledge and
Value Added Tax Compliance. The findings of the study in Table 4.9 indicate that Tax
knowledge correlates with VAT compliance up to 62.8%. Tax knowledge accounts for 39.4%
(R-Square, 0. 394) of variation in Value Added Tax Compliance. The remaining 60.6% was
caused by other factors not included in the model. The results further show that even when the
study does adjustments for samples that are small and collinearity that is high, Tax knowledge

would still account for 38.1% (Adjusted R Square, 0. 381) of Value Added Tax Compliance.

ANOVA tests were also carried out to establish if the model works in explaining the relationship
among variables as suggested in the conceptual model. Study findings from Table 4.9 indicate an
F value of 29.244 with a significance level of p = 0.000 which is less than the level of confidence
of 0.05, hence showing that the model is statistically significant. This implies that the
relationship between tax knowledge and VAT compliance is significant.
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Table 4. 9 : Effect Of Tax Knowledge On Value Added Tax Compliance

Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 .628° .394 381 .36793
ANOVA?

Model Sum of Squares Mean Square F Sig.

Regression 11.050 8270  29.244 .000°
1 Residual 36.573 .046

Total 47.623

Coefficients?
Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 1.446 0.403 3.434 .000
TK 0.619 0.261 0.628 5.247 .000

a. Dependent Variable: VATC
b. Predictors: (Constant), TK
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4.9 Regression Analysis of Tax Compliance Cost on Value Added Tax compliance

4.9.1 Model Summary

Regression analysis was carried out to explain the relationship between Tax Compliance Costs
and Value Added Tax Compliance. The findings of the study in Table 4.10 indicate that Tax
Compliance Costs correlates with VAT compliance up to 85.2%. Tax Compliance Costs
accounts for 72.6% (R-Square, 0. 726) of variation in Value Added Tax Compliance. The
remaining 27.4% was caused by other factors not included in the model. The results further show
that even when the study does adjustments for samples that are small and collinearity that is
high, Tax Compliance Costs would still account for 72.0% (Adjusted R Square, 0. 720) of Value

Added Tax Compliance.

ANOVA tests were also carried out to establish if the model works in explaining the relationship
among variables as suggested in the conceptual model. Study findings from Table 4.10 indicate
an F value of 34.411 with a significance level of p = 0.000 which is less than the level of
confidence of 0.05, hence showing that the model is statistically significant. This implies that the

relationship between tax compliance costs and VAT compliance is significant.
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Table 4. 10 : Effect Of Tax Compliance Cost On Value Added Tax Compliance
Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 .852° 726 720 41.27741
ANOVA?
Model Sum of Squares Mean Square F Sig.
Regression 18.700 18.700  34.411 .000°
1 Residual 45.361 0.498
Total 64.061

Coefficients?

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 1.894 0.213 7.014 .000
TCC 0.465 0.061 0.852 5.247 .000

a. Dependent Variable: VATC
b. Predictors: (Constant), TCC

4.10 Regression Analysis of Taxpayer Perception on Value Added Tax compliance

4.10.1 Model Summary

Regression analysis was carried out to explain the relationship between Taxpayers perception
and Value Added Tax Compliance. The findings of the study in Table 4.11 indicate that

Taxpayers perception correlates with VAT compliance up to 36.3%. Taxpayers perception
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accounts for 92.7% (R-Square, 0. 927) of variation in Value Added Tax Compliance. The
remaining 7.3% was caused by other factors not included in the model. The results further show
that even when the study does adjustments for samples that are small and collinearity that is
high, Taxpayers perception would still account for 91.8% (Adjusted R Square, 0. 918) of Value

Added Tax Compliance.

ANOVA tests were also carried out to establish if the model works in explaining the relationship
among variables as suggested in the conceptual model. Study findings from Table 4.11 indicate
an F value of 15.925 with a significance level of p = 0.000 which is less than the level of
confidence of 0.05, hence showing that the model is statistically significant. This implies that the

relationship between taxpayers perception and VAT compliance is significant.
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Table 4. 11 : Effect Of Taxpayer Perception On Value Added Tax Compliance

Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 .363° .927 918 31.67525
ANOVA?
Model Sum of Squares Mean Square F Sig.
Regression 29.044 29.044  15.925 .000P
1 Residual 31.324 0.344
Total 60.386

Coefficients?

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 1.489 0.331 4.407 .000
TCC 0.571 0.102 0.363 5.714 .000

a. Dependent Variable: VATC
b. Predictors: (Constant), TPP

4.11 Regression Analysis of Tax Knowledge, Tax Compliance Cost, Taxpayer Perception

on Value Added Tax compliance

4.11.1 Model Summary

The findings in Table 4.12, revealed that Tax Knowledge, Tax Compliance Cost, Taxpayer

Perception correlate with VValue Added Tax Compliance up to 73.1% (R=0.731) and accounts for
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a variation of 53.5% (R® =0.535). This implies that 46.5% of the change in Value Added Tax
Compliance was caused by other factors which were not included in the model. The findings
further reveal that even if the results adjust, the model would still account for 51% (Adjusted &=,

0. 510) variation of Value Added Tax Compliance.

Table 4. 12 : Overall Effect Of Tax Knowledge, Tax Compliance Cost, Taxpayers
Perception On Value Added Tax Compliance

Model Unstandardized Standardized T Sig
Coefficients Coefficients
B Std.Error Beta
(Constant) 0.109 0.223 0.489 0.006
Tax Knowledge 0.033 0.094 0.029 0.356 0.003
Tax Compliance
Cost 0.088 0.073 0.097 1.196 0.005
Taxpayers perception 0.806 0.093 0.702 8.688 0.000
R 0.731
R Square 0.535
Adjusted R Square 0.510
F 21.540
Sig 0.000

Dependent Variable: Value Added Tax Compliance

Regression equation:

Y=0.109§ + 0.033 X; + 0.088 X, + 0.806 X3+ &

4.11.2 Regression Coefficient
Multiple regression analysis was conducted as indicated in Table 4.12 replacing values found in
the Equation; Y=, + B, X, + f, X, + B X3+ =
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Overall, there was a positive and significant relationship between all the independent variables
and the dependent variable. Every unit change in Tax knowledge causes a variation of 0.033 on
VAT compliance. Every unit change in Tax compliance costs causes a variation of 0.088 on
VAT compliance. Also every unit change in Taxpayers perception causes a variation of 0.806 on

VAT compliance.
4.11.3 Analysis of Variance

ANOVA tests were also carried out to establish if the model works in explaining the relationship
among variables as suggested in the conceptual model. Study findings from Table 4.12 indicate
an F value of 21.540 with a significance level of p = 0.000 which is less than the level of
confidence of 0.05, hence showing that the model is statistically significant. This implies that the
relationship between the independent variables and VAT compliance which is the dependent

variable is significant.
4.11.4 Test of Research Questions

The first question was, what is the effect of tax knowledge on Value Added Tax compliance for
enterprises that are Small and Medium in Kajiado town? Tax knowledge has a positive
relationship effect on value added tax compliance of enterprises that are small and medium in
Kajiado town. The results on Table 4.12 revealed that p value was less than 0.05, p=0.003 which

implies that relationship was statistically significant.

The second question was, what is the effect of tax compliance costs on Value Added Tax
compliance for enterprises that are Small and Medium in Kajiado town? Tax compliance cost has

a positive relationship effect on value added tax compliance of enterprises that are small and
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medium in Kajiado town. The results on Table 4.12 revealed that p value was less than 0.05,

p=0.005 which implies that relationship was statistically significant.

The third question was, what is the effect of taxpayers perception on Value Added Tax
compliance for enterprises that are Small and Medium in Kajiado town? Taxpayer perception has
a positive relationship effect on value added tax compliance of enterprises that are small and
medium in Kajiado town. The results on Table 4.12 revealed that p value was less than 0.05,

p=0.000 which implies that relationship was statistically significant.
4.12 Discussion of the Findings

This chapter presents discussion of the results of various tests carried out on the study. The

results of each of the questions in this study will be discussed.
4.12.1 Effect of Tax Knowledge on Value Added Tax Compliance

The study’s first objective was to establish the effect of tax knowledge on value added tax
compliance and from the findings this study was statistically significant at a p value of 0.003
which is less than 0.05 the convectional probability significance level. This implies that there is a
positive relationship between tax knowledge and value added tax compliance. Also tax
knowledge had a strong positive correlation of r = 0.721. This implies that an increase in tax

knowledge would lead to an increase in VAT compliance.

Similar findings were revealed by Palil (2010) who conducted research on the effects of tax
knowledge on Tax compliance among taxpayers in Malaysia. The study found out that tax
knowledge significantly affects tax compliance including VAT compliance. Similar findings
were also revealed by Ndirangu (2014) through research on the impact of taxpayer education on

compliance with VAT by traders that deal with parts of motor vehicle in Central Business
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District, Nairobi. The study found out that tax education as well as knowledge has a significant

effect on Value added tax compliance.
4.12.2 Effect of Tax Compliance Cost on Value Added Tax Compliance

The study’s second objective was to establish the effect of tax compliance cost on value added
tax compliance and from the findings this study was statistically significant at a p value of 0.005
which is less than 0.05 the convectional probability significance level. This implies that there is a
positive relationship between tax compliance cost and value added tax compliance. Also tax
compliance cost had a strong positive correlation of r = 0.836. This implies that a decrease in tax

compliance costs would lead to an increase in VAT compliance.

Faridy, Fredeunberg, and Sarker (2017) examined the relationship of Tax compliance costs with
VAT compliance of enterprises that are small and medium in Bangladesh. The study revealed
that tax compliance cost has a significant effect on VAT compliance of enterprises that are small
and medium in Bangladesh. Similar study was done by Gachiku (2015) who examined tax
compliance of enterprises that are small and medium in Nairobi North tax region. The study
revealed that tax compliance costs influence Value Added Tax compliance significantly among

the enterprises that are small and medium in that region.
4.12.3 Effect of Taxpayers Perception on Value Added Tax Compliance

The study’s third objective was to establish the effect of taxpayers perception on value added tax
compliance and from the findings this study was statistically significant at a p value of 0.000
which is less than 0.05 the convectional probability significance level. This implies that there is a
positive relationship between taxpayers perception and value added tax compliance. Also

taxpayers perception had a strong positive correlation of r = 0.826. This implies that an increase

53



in taxpayers perception positively in relation to payment of value added tax would lead to an

increase in VAT compliance.

Contrasting finding was discovered by Faridy, Copp, Freudenberg and Sarker (2014) who found
out that taxpayers perceptions and attitudes including the likelihood of audits, penalties and
sanctions have a less effect on compliance with the Value Added Tax laws among enterprises
that are small and medium in Bangladesh. However, King’oina (2016) revealed that taxpayers
perceptions and attitudes have a significant effect on Value Added Tax compliance for

construction firms in Kisumu County.

4.12.4 Overall Effect of Tax knowledge, Tax Compliance Costs and Taxpayers Perception

on VAT compliance

The study’s overall objective was to investigate the factors that affect Value Added Tax
compliance among small & medium enterprises in Kajiado Town. This study was statistically
significant at a p value of 0.000 which is less than 0.05 the convectional probability significance
level, p= 0.00 < 0.05. This implies that there is a positive relationship between tax knowledge,
tax compliance costs as well as taxpayers perception and value added tax compliance. Also tax
knowledge, tax compliance costs and taxpayers perception had positive correlations with value

added tax compliance.

A study was conducted by Palil (2010) on the effects of tax knowledge on Tax compliance
among taxpayers in Malaysia. The study concluded through evidence that tax knowledge
significantly affects tax compliance including VAT compliance. This is also the case in the study
whereby the findings show that tax knowledge and VAT compliance have a statistically
significant relationship at a p value of 0.003 which is less than 0.05 the convectional probability

significance level.
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Gachiku (2015) examined tax compliance of enterprises that are small and medium in Nairobi
North tax region. The study revealed that tax compliance costs influence Value Added Tax
compliance significantly among the enterprises that are small and medium in that region. This is
also the case in the study whereby the findings show that tax compliance costs and VAT
compliance have a statistically significant relationship at a p value of 0.005 which is less than

0.05 the convectional probability significance level.

Faridy, Copp, Freudenberg and Sarker (2014) found out that taxpayers perceptions and attitudes
including the likelihood of audits, penalties and sanctions have a less effect on compliance with
the Value Added Tax laws among enterprises that are small and medium in Bangladesh.
However, this contradicts with this study since the study found out that taxpayers perception and
VAT compliance have a statistically significant relationship at a p value of 0.000 which is less

than 0.05 the convectional probability significance level.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction

This chapter provides a discussion on the thesis summary based on the earlier established
research questions. It further discusses major study findings, conclusions and eventually provides

directions in the form of recommendations.
5.2 Summary of Findings

This study’s overall objective was to investigate the factors that affect Value Added Tax
compliance among Small and Medium enterprises in Kajiado town. Specifically, the study
sought to determine the influence of tax knowledge on Value Added Tax Compliance, tax
compliance costs on Value Added Tax Compliance and taxpayers perception on Value Added

Tax Compliance.

5.2.1 Effect of Tax Knowledge on Value Added Tax Compliance

The first objective was to establish the influence of tax knowledge on Value Added Tax
Compliance. Correlation analysis showed that tax knowledge and Value Added Tax Compliance
are positively and significantly associated. Also the Regression analysis shows the existence of a

positive significant relationship between tax knowledge and Value Added Tax Compliance.

5.2.2 Effect of Tax Compliance Costs on Value Added Tax Compliance

The second objective was to determine the influence of tax compliance costs on Value Added
Tax Compliance. Correlation analysis showed that tax compliance costs and Value Added Tax

Compliance are positively and significantly associated. The study found out that there existed a
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positive significant linear relationship between tax compliance costs and Value Added Tax
Compliance. The study also established that costs of acquiring, installing and maintaining ETRS

comprises the highest Value Added Tax compliance cost.

5.2.3: Effect of Taxpayer Perception on Value Added Tax Compliance

The third and last study’s objective was to determine the influence of taxpayer perception on
Value Added Tax Compliance. From the study findings taxpayers perception had the most
significant influence on Value Added Tax Compliance among the independent variables. The
study found out that there existed a positive significant linear relationship between taxpayers

perception and Value Added Tax Compliance.
5.3 Conclusions

Based on the findings the study concludes that tax knowledge, tax compliance costs as well as
taxpayers perceptions had positive significant influence on Value Added Tax Compliance among
SME owners in Kajiado town. The study further concludes that taxpayers perception had the
most significant influence on Value Added Tax Compliance among the independent variables.
This was followed by tax compliance costs and tax knowledge variable had the weakness
influence among the independent variables on the dependent variable of Value Added Tax

Compliance.
5.4 Limitations of the Study

The study was limited by the availability of the proprietor of the SMEs in Kajiado town who
were too busy during working hours to reply to the study research questionnaires. To mitigate
this problem, the researcher gave a lengthy period of data collection further the researcher made

numerous phone calls to increase the response rate. Due to the sensitivity of the information the
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respondents may have had an imaginary fear of giving the information. This limitation was
countered by assuring the respondents that information is purely for academic purposes and
would be treated with a lot of confidentiality. An introduction letter from the Kenya School of
Revenue Administration under Jomo Kenyatta University of Agriculture and Technology was
attached to the questionnaires to affirm confidentiality. The study was also limited to the degree
of precision of the data obtained from the respondents through the questionnaires. The research
was restricted by availability of funds for printing and referring to different study materials that

were not available in the library.
5.5 Recommendations

The findings revealed a statistically significant relationship between Tax Knowledge, Tax
Compliance Costs and Taxpayers Perception on Value Added Tax Compliance of SME owners
in Kajiado town. In relation to taxpayers perception, most of the respondents indicated that the
government should reward those who are VAT compliant and a few respondents agreed with the
statement that there is a high degree of being detected for not paying VAT and penalized. KRA
should therefore create effective taxpayers perception among SME owners in Kajiado town by
ensuring that there is a strong degree of being detected for not paying or under reporting Value
Added Tax and then penalizing those who do not pay or under report their Value Added Tax.
This would create the perception that there is a high chance of being detected and penalized for
not paying or under reporting VAT by most of the SME owners and would in turn improve VAT

compliance.

In relation to tax compliance costs, most of the respondents revealed that the costs of acquiring,
installing and maintaining ETRs comprised the highest tax compliance cost followed by the costs

of hiring tax consultants. The government through KRA should therefore reduce the costs of
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acquisition of the ETR machines so as to reduce the tax compliance costs in Kajiado town and
thus improve VAT compliance. Also KRA should strive to provide SME owners in Kajiado
town with services that are of high standards for example at the tax stations as clearly stated in
the corporate plan to reduce the need of spending costs to hire skilled persons such as tax

consultants. This would improve VAT compliance.

Tax Knowledge had the weakness significant influence on the Value Added Tax Compliance
whereby most of the respondents revealed that they had information about VAT legislation and
procedures and a few respondents agreed that they had attended seminars on VAT matters.
Therefore, SME owners in the Country and in Kajiado town specifically should be encouraged
by KRA through media including newspapers, television and radio talk shows to acquire more
VAT knowledge by attending tax seminars so as to know more about Value Added Tax

legislation. This would improve VAT compliance.

5.5.1 Further Research

Future studies may be conducted on the influence of Taxpayer perception on Value Added Tax
Compliance among SME traders in other towns in the Country such as Bomet, Narok and
Kericho. In addition, the study focused on three Value Added Tax Compliance factors which
were; Tax knowledge, Tax compliance costs and Taxpayers perception. Thus, empirical work
that actually demonstrates the whole of Value Added Tax Compliance practices is beyond the
scope of three practices identified in the study. Therefore, similar study can be conducted using
different practices to influence Value Added Tax Compliance among SME traders in other
Counties in Kenya. Finally, further research can be conducted on the influence of Value Added
Tax Compliance practices on other SME traders in other Countries in East Africa such as

Uganda, Tanzania and Rwanda so as to fill the research gap.

59



REFERENCES
Act. (2013). The Value Added Tax Act-Kenya Gazette Supplement. Nairobi: Government printer.
Act. (2015). The Tax Procedures Act-Kenya Gazette Supplement. Nairobi: Government Printer.

Adeyeye, A. (2016). How we made it in Africa. Retrieved from Africa Business Insight:

https://www.how we made it in Africa.com

Agbadi, S. B. (2011). Determinants of Tax Compliance:A case study of VAT flat rate scheme

traders in the Accra metropolis. 1-83.
Agbadi, J.W. (2011). A Thesis on The effects of tax knowledge on Value Added Tax among
Malaysia taxpayers.

Akinboade, O. A. (2015). Correlates of Tax Compliance of Small and Medium Size Business in
Cameroon. Managing Global Transitions, 389-413.

Allingham, M. G., & Sandmo, A. (1972). Income tax evasion. Marketing,Financial Services &

Management Research.

Amanamah, R. B. (2016). Tax Compliance among Small and Medium Scale Enterprises in

Kumasi Metropolis. Journal of Economics and Sustainable Development.

Barham, E., & Fox, K. (2011). Compliance Perceptions Survey. HM Revenue and Customs, 1-
48.

Baruch, Y. (2014). Response rates in academic surveys — A comparative analysis. Human
Relations, 52(4), 421-438.

Becker, G. (1968). Crime and Punishment:An Economic approach. Journal of Political
Economy, 167-217.

Benk, S., Cakmak, A. F., & Budak, T. (2011). An Investigation of Tax Compliance Intention:A
Theory of Planned Behaviour approach. European Journal of Economics,Finance and
Administrative Sciences, 181-188:181.

Berisha, G., & Pula, J. S. (2015). Defining Small and Medium Enterprises:a critical review.

Academic Journal of Business,Administration,Law and Social Sciences, 17-28.

60



Bird, R. M., & Wilkie, J. S. (2012). Designing Tax Policy:Constraints and Objectives in an Open

Economy. International Center for Public Policy, 1-40.
Bryman, A. & Bell, E. (2009). Business Research Methods. New York: Oxford University Press.
Bryman, A. (2012). Social Research Methods. New York: Oxford University Press.

CIT. (2018). House of Commons Treasury Committee VAT Inquiry. Chartered Institute of
Taxation, 1-14:8.

Cooper, D., & Schindler, P. (2003). Business Research Methods 6th Edition. New Delhi:
McGraw Hill.

Cooper, D., & Schindler, P. (2010). Business Research Methods 12th Edition. Irwin: McGraw-
Hill.

Eragbhe, E., & Modugu, K. P. (2014). Tax Compliance Costs of Small and Medium Scale

Enterprises in Nigeria. International Journal of Accounting and Taxation, 63-87:66.

Faridy, N. (2015). Complexity,Compliance costs and non-compliance with VAT by Small and
Medium Enterprisess(SMESs) in Bangladesh:ls there a Relationship? Griffith University,
1-317.

Faridy, N., Copp, R., Freudenberg, B., & Sarker, T. (2014). Complexity,Compliance costs and
non-compliance with VAT by SMEs in Bangladesh:Is there a relationship.

Faridy, N., Freudenberg, B., & Sarker, T. (2017). The Devil is in the Detail:An analysis of VAT
compliance costs for SMEs in a developing nation. New Zealand journal of taxation law
and policy, 176-203.

Fjeldstad, O. H. (2013). Taxation and Development:A review of donor support to stregnthen tax

systems in developing countries. Wider Working Paper.

Gachiku, M. W. (2015). Tax Compliance By Small and Medium Enterprises in Nairobi North
Tax Region,Kenya. 1-70.

Gerard, F., & Naritomi, J. (2018). Value Added Tax in developing countries:Lessons from
Recent Research. IGC Growth brief, 1-11.

61



Ghasemi, A. & Zahediasl, S. (2012). Normality tests for statistical analysis: a guide for non-
statisticians. International Journal of Endocrinology and Metabolism, 10(2), 486-489.

Gitaru, K. (2017). Effect of Taxpayer Education on Tax Compliance in Kenya(A case of SMEs
in Nairobi Central Business District). MPRA, 1-62:11.

Hall, K. (2015). Organizational Structure as a determinant of Organizational Performance.

http://www.globaiintegration.com/blog/org.-structure-determ.

Horodnic, 1. A. (2018). Tax morale and institutional theory:a systematic review. International

Journal of Sociology and Social Policy, 868-886.

Hutton, E., Thackray, M., & Wingender, P. (2014). Revenue Administration Gap Analysis
Program-The Value Added Tax Gap. International Monetary Fund, 2-53:6,8.

ICT. (2019). ICT Kajiado County-Licencing Department. Kajiado.

IMF. (2015). Current Challenges in Revenue Mobilization:Improving Tax Compliance.

International Monetary Fund.

Inasius, F. (2015). Tax Compliance of Small and Medium Enterprises:Evidence from Indonesia.

Accounting & Taxation, 67-73.

Iswahyudi, H. (2018). Where has the money gone?:The case of Value Added Tax Revenue

Performance in Indonesia. MPRA, 1-29.

Jayawardane, D., & Low, K. (2016). Taxpayer attitude and Tax compliance decision in Sri
Lanka. International Journal of Arts and Commerce, 124-135.

KAAA. (2019). Kenya Agribusiness and Agroindustry Alliance. Retrieved from http://kaaa.co.ke
Kajiado, C. G. (2018). Business Permit Register - 2018. Kajiado County Government.

Keen, M. (2013). Taxing Micro,Small (and medium) Sized Enterprises. Fiscal Affairs
Department, 1-41:32,33.

Kendrick, S. M. (1939). The ability to pay theory of Taxation. The American Economic Review,
92-101.

62


http://www.globaiintegration.com/blog/org.-structure-determ

King'oina, J. O. (2016). Factors influencing Value Added Tax Compliance among the

Construction Firms in Kisumu County,Kenya. 1-72.

Kipkoech, K. D., & Joel, T. (2016). Effect of Economic factors on Tax Compliance in Kenya:A
Survey of Limited Liability Companies within Eldoret Municipality. Journal of

International Business Research and Marketing, Volume 1,lIssue 2.

KNBS. (2016). Micro,Small and Medium Establishmnets . Nairobi: Kenya National Bureau of

Statistics.
Kothari, C. R. (2009). Research Methodology:Methods and Techniques. New Age International.
KRA. (2015). Sixth Corporate plan:2015/16-2017/18. Kenya Revenue Authority, 1-96.
KRA. (2018). Seventh Corporate Plan 2018/19-2020/21. Kenya Revenue Authority, 1-41.
KRA. (2019). Kenya Revenue Authority periodical reports. Kajiado County.

KRA. (2019). Learn about compliance. Retrieved from Offences and Penalties:

https://www.kra.go.ke
KRA. (2019). Taxation for societies. Retrieved from Types of Taxes: https://www.kra.go.ke

Kumar, R. (2011). Research Methodology A step-by-step guide for beginners. London: Sage
Publications.

Le, T. M., Jensen, L., Shukla, G. P., & Biletska, N. (2016). Assessing Domestic Revenue
Mobilization:Analytical Tools and Techniques. MFM Global Practice, 1-50.

Luttmer, E. F., & Singhal, M. (2014). Tax Morale. National Bureau of Economic Research, 3-24.

Machogu, P. B. (2015). Factors Influencing an individual's income tax compliance:A case of

selected MSEs in Kasarani Constituency. 1-99.

Majdanska, A., & Lindenberg, P. G. (2018). Tax Compliance in the Spotlight-The challenges for
Tax Administrations and Taxpayers. IBFD, 630-639.

Marandu, E. E., Mbekomize, C. J., & Ifezue, A. N. (2015). Determinants of Tax Compliance:A
Review of factors and conceptualizations. Canadian Center of Science and Education,
207-218:216.

63



Mohajan, H. (2017). Two Criteria for Good Measurements in Research:Validity and Reliability.
MPRA, 58-82.

Mohd, R. (2010). Tax knowledge and tax compliance determinants in self-assessment system.

University of Birmingham.

Mugenda, O. M., & Mugenda, A. G. (1999). Research Methods:Qualitative and Quantitative

approaches. Nairobi: Act Press.

Mugenda, O. M., & Mugenda, A. G. (2003). Research Methods:Qualitative and Quantitative
approaches. Nairobi: Act Press.

Musau, N. (2015). Determinants of Tax Compliance among Small and Medium Enterprises in
Kenya:A case of Nairobi County. 1-75:9,15.

Mwangi, P. C. (2014). Factors influencing tax compliance among Small and Medium Enterprises

in Nairobi's Industrial Area,Kenya. 1-76.

Ndirangu, M. N. (2014). The effect of taxpayer education on value added tax compliance by

motor vehicle part dealers in Nairobi Central Business District. 1-67.

Nura, M., Jabbar, H. A., & Ibrahim, I. (2017). VAT Compliance and the Influence of Political
and Business Environment:A Proposed Framework for Nigerian SMEs. Asian Journal of

Business Management Studies, 13-20.

Nyareru, J. O., Kibati, P., & Ragama, P. (2017). Factors influencing implementation and
utilization of electronic tax registers by small and medium enterprises in Nakuru

town,Kenya. International Journal of Economics,Commerce and Management, 726-772.
OECD. (2018). Taxing wages 2016-2017. OECD, 1-30:2.

Oladipupo, A. O., & lzedonmi, F. P. (2013). Public Perception and Attitude towards Value
Added Tax(VAT) in Nigeria. Scientific Researcch, 126-135.

Oladipupo, A. O., & Obazee, U. (2016). Tax Knowledge,Penalties and Tax Compliance in Small

and Medium Scale Enterprises in Nigeria. Scientific Research Publishing, 1-9:4.

64



Olowookere, J. K., & Fasina, H. T. (2013). Taxpayers' Education:A key strategy in achieving
voluntary compliance in Lagos state,Nigeria. European Journal of Business and
Management, 146-155.

Onditi, E. (2013). Tax Compliance of small business owners:A review. International Journal of

Entrepreneurial Behaviour & Research, 330-351.

Osborne, J. & Waters, E. (2014). Four assumptions of multiple regression that researchers should
always test. Practical Assessment, Research and Evaluation, 8 (2).

Owino. (2014) A Thesis on “Tax knowledge and tax compliance determinants in self-assessment
system in Malaysia”.

Palil, M. R. (2010). Tax knowledge and Tax compliance determinants in Self Assessment

System in Malaysia. Birmingham Business School.

Palil, M. R., Hamid, M. A., & Hanafiah, M. H. (2013). Tax Compliance Behaviour:Economic
Factors Approach. Jurnal Pengurusan, 75-85:76.

Pukeliene, V., & Kazemekaityte, A. (2016). Tax Behaviour:Assessment of Tax compliance in
European Union Countries. EKONOMIKA, 30-56.

Razali, N.M. & Wah, Y.B. (2011). Power comparisons of Shapiro-wilk, Kolmogorov-Smirnov,
Lillierfors and Anderson-darling tests. Journal of Statistical Modeling and Analytics,

Robbins, S. P., & Judge, T. A. (2013). Organizational Behaviour. New Jersey: Pearson
Education,Inc.

Saheb, S. S. (2016). VAT Challenges in Ethiopia. Academia, 2-101.

Sapiei, N. S., & Kasipillai, J. (2013). External Tax Professionals’ views on compliance

Behaviour of Corporation. American Journal of Economic, 82-89:82.

Schlotterbeck, S. (2017). Tax Administration Reforms in the Caribbean -
"Challenges,Achievements,and Next Steps”. IMF Working Paper, 3-46.

Sekaran, U. (2003). Research Methods for Business A skill Building Approach. New York: John
Wiley & Sons.

65



Sekaran, U., & Bougie, R. (2010). Research Methods for Business:A skill building approach.
John Wiley & Sons.

Sheppard, B. H., Hartwick, J., & Warshaw, P. R. (1988). The Theory of Reasoned Action:A
meta-analysis of Past Research with Recommendations for modifications and Future

Research. Journal of Consumer Research, 325-343.

Sitienei, G. (2018). Micro,Small and Medium-Sized Enterprises Day. Retrieved from University
of Nairobi Library: http://uonlibrary.uonbi.ac.ke

Southey, G. (2011). The Theories of Reasoned Action and Planned Behaviour Applied to
Business Decisions:A Selective Annotated Bibliography. Journal of New Business Ideas
& Trends, 43-50.

Subedi, D. (2016). VAT Evasion:An analysis in the context of Nepal. Central Department of

Economics, 1-118.

Umar, M. A., & Tusubira, N. F. (2017). Challenges of Tax Administartion in Developing
Countries:Insights from the 5th Annual Tax Administartion Research. Journal of Tax

Administartion.

Umar, M. A., Derashid, C., & lbrahim, I. (2017). Challenges of tax revenue generation in
developing countries:Adopting the carrot and stick approach. IOSR Journal of

Humanities andSocial Sciences, 30-34.

Velthoven, B. V., & Wijck, P. V. (2016). Becker's theory on crime and punishment,a useful

guide for law enforcement policy in the Netherlands? 6-31.
Viffa. (2018). 2018 Kenyan SME Finance Survey. Nairobi: Viffa Consult Ltd.

Walsh, K. (2012). Understanding Taxpayer Behaviour-New Opportunities for tax administration.
The Economic and Social Review, 451-475:453.

Yamane, T. T. (1967). Elementary Sampling Theory. Englewood Cliffs: Prentice-Hall Inc.

Yesegat, W. A., & Fjelstad, O. H. (2016). Business people's views of paying taxes in Ethiopia.
Institute of Development Studies, 3-21.

66



Zhang, K. (2018). Theory of Planned Behavior:Origins,Development and Future Direction.

International Journal of Humanities and Social Science Invention, 76-83.
Zikmund, W. G., Babin, B. J., Carr, J. C. & Griffin, M. (2010). Business Research Methods. (8"

Ed). South-Western, Cengage Learning.

67



10

11

12

13

14

15

16

17

18

19

20

P051195612R

P051645489Z

P051653851K

P051677617N

P051695442N

P051711341S

P051718396C

P051722258l

P051726771U

P051727919P

P051732635E

P051734825I

P051749132N

P051760133W

P051763538L

P051592590Z

P051606580P

P051639707P

P051646247N

P051657636R

APPENDICES

APPENDIX 1: List of VAT registered SMEs

Chagamuki Enterprises Limited

BOB ALL ELECTRICAL SOLUTIONS
MATREX VENTURES LIMITED
MWAMKO MPYA CONTRUCTORS

UTUKUFU VENTURES LIMITED

PRETTY PAPER SERVICES LIMITED

MASAI CABLES LIMITED
MANAKETH CONTRACTORS
Rova Farm

Puaan Enterprises Limited

Mevin & Dukes Limited

ROYAL BARGAIN ENTERPRISES

OLOIP GENERAL CONSTRUCTION
LIMITED

NIDABI LIMITED
Datra Supplies Limited

AMMEGA BRICKS EAST AFRICA
LIMITED

TAYAMI ENTERPRISES
FORTYTWO HARDWARE LIMITED
HURUKO & THOMSON

SILVER SAND AGENCIES LIMITED
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P051673426F DIETER LIMITED Kajiado

P051699127T TRIPLE THREE GALAXY LIMITED Kajiado

P051711581E ARCPOINT BUILDERS LIMITED Kajiado
P051719544S  SUNRISE DISTRIBUTORS Kajiado
P051720644A  Libkwop Company Limited Kajiado
P051722263F  Kipoito Logistics Limited Kajiado
P051726774X  Sujaro Company Limited Kajiado
P051729189E  Olarro Hotel Limited Kajiado

P051733138E DUNAMIS CHEMICALS LIMITED Kajiado
P0517350371 CREAMASON LIMITED Kajiado

P0517608461  Embulbul Building Materials And Kajiado
General Hardware Neema Limited

P051593757R  GRAND INQUISITOR INSURANCE Kajiado
P051658769F  Shompole Business Park Limited Kajiado
P051721365D SULPHUR CHEMICALS LIMITED Kajiado
P051723022U  Kilepo Limited Kajiado

P051730531V TOPTRIP GENERAL MERCHANTS Kajiado

P051735721H DEVINE ADVENTURES LTD Kajiado

P051761841C DYNAMIC OCCUPATIONAL Kajiado
THERAPY LIMITED

P0517655051  Glamo Logistics Ltd Kajiado

P051118723W Centre For Wildlife Management Studies Kajiado
Limited

P051337853M SHARIFF STEELS PAINTS AND Kajiado

P051598634T PANGANI ENTERPRISES LIMITED Kajiado
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Orusa Tours & Travel Limited
LEYASO LIMITED

Meldama Ventures Limited

Icon Park Resort Limited
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WAMA AGROCHEMICALS
LOSSAYAN SUPPLIERS
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APPENDIX 2: Letter of introduction

Date:
WHOM IT MAY CONCERN
RE: REQUEST FOR COLLECTION OF DATA FOR RESEARCH PROJECT

The bearer of this Questionnaire is a student of Post Graduate Diploma in Tax Administration at
the Kenya School of Revenue Administration under Jomo Kenyatta University of Agriculture
and Technology (JKUAT). As part of attaining the post graduate diploma, every student is
supposed to work on a Research Project. The project involves reviewing literature that is related
to the research topic; collecting data, analyzing the collected data and preparing a document that

includes the research findings as well as recommendations.

| am requesting you with information to be used in my research. The information that 1 will

obtain from you will be used for research purpose only and confidentiality will be observed.

The research is entitled “Factors affecting Value Added Tax compliance among Small and
Medium Enterprises in Kajiado town, Kenya.” | hope that you can assist by filling in the

questionnaire.

Thank you.

Yours sincerely,

Teresa Orwa

Student at KESRA/JJKUAT
Mobile: +254 (0) 726169133

Email; teresaorwa782@amail.com
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APPENDIX 3: Questionnaire for the SME owners
This research is meant for academic purpose. Kindly provide answers to the following questions
precisely and honestly as possible. The responses will be treated as confidential. Please tick (V)

where appropriate or fill in the information required on the space provided.
SECTION A: BACKGROUND INFORMATION
1. a) Please indicate your age bracket

( ] 18-28 years

() 29-39 years

() 40-49 years

(] Over50 years

b) Please indicate your gender

() Male () Female

2. a) What is your average annual turnover?

() Lessthan Kshs.500, 000

() Kshs.500, 000 to Kshs.5, 000,000

(] More than Kshs.5, 000,000

b) How many employees do you have?

() Less than 10 employees

(] 10to 20 employees

(] More than 21 employees
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SECTION B: TAX KNOWLEDGE

3. The table below has statements that relate to tax knowledge. Indicate whether you Strongly

disagree, Disagree, Neutral, Agree or Strongly agree with the statements below by putting a tick

() once for each statement.

1 2 3 4 5
Statement Strongly Disagree | Neutral Agree Strongly
disagree agree
| have information about

VAT legislation and VAT
procedures

| have attended seminars on
Value Added Tax matters

VAT filing and payment
procedures are complex

In Kenya, information about
Value Added Tax is easily
accessible

| can correctly calculate
VAT payable amount with
the available information
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SECTION C: TAX COMPLIANCE COSTS

4. The table below has statements that relate to tax compliance costs. Indicate whether you
Strongly disagree, Disagree, Neutral, Agree or Strongly agree with the statements below by

putting a tick (V) once for each statement.

1 2 3 4 5
Statement Strongly Disagree | Neutral Agree Strongly
disagree agree

Tax stations are easily
accessible

Costs of acquiring, installing
and  maintaining ETRS
comprises the highest Value
Added Tax compliance cost

Costs of hiring a tax
consultant comprises the
highest Value Added Tax
compliance cost

Accountancy costs
comprises the highest Value
Added Tax compliance cost
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SECTION D: TAXPAYERS PERCEPTION

5. The table below has statements that relate to taxpayers perception. Indicate whether you
Strongly disagree, Disagree, Neutral, Agree or Strongly agree with the statements below by

putting a tick (V) once for each statement.

1 2 3 4 5
Statement Strongly Disagree | Neutral Agree Strongly
disagree agree

My friends, neighbors and
other SME owners pay the
correct Value Added Tax

The government  should
reward those who are Value
Added Tax compliant

It is my obligation to support
the government by reporting
and paying VAT

There is a high degree of
being detected for not paying
Value Added Tax and
penalized
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SECTION E: VALUE ADDED TAX COMPLIANCE

7. The table below has statements that relate to Value Added Tax compliance. Indicate whether
you Strongly disagree, Disagree, Neutral, Agree or Strongly agree with the statements below by

putting a tick (V) once for each statement.

1 2 3 4 5

Statement Strongly Disagree | Neutral Agree Strongly
disagree agree

| have registered for Value
Added Tax

| file Value Added Tax
returns on time

| pay the correct amount of
Value Added Tax

Thank you
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APPENDIX 4: Research Budget

Item Cost(Kshs.)
Stationery
Notebook 300
Printing, photocopying and binding 6,500
Internet 3,000

9,800
Communication
Airtime 1,000

1,000
Transport 3000

3,000
Data analysis 15,000
Total Amount 28,800
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APPENDIX 5: Research Work Plan

Month January

2019

February | March April May June July

2019 2019 2019 2019

Writing  of

Proposal

Presenting
Proposal

Collecting
Data

Analyzing
Data and
writing

Report

Report

Submission
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