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Abstract

Voluntary compliance with tax laws of taxpayerdd@ieved to be shaped by two
major streams of factors: economic and social-psjadjical. Many countries of
the world including Ethiopia try to emphasize tlwomomic deterrence approach
in which the belief is that taxpayers pay taxey drdcause they fear audit and the
subsequent sanctions. The social-psychology appreadaxation, on the other
hand, takes the position that taxpayers’ (non)caeanmgk decision is influenced by
justice perception, how they value government edie, how they feel they are
treated by the revenue authority, and so on. Is #tudy we concisely went over
the historical evolution of taxation in Ethiopiassessed the culture of voluntary
compliance, looked at how taxpayers perceive serdelivery by the revenue
authority, and evaluated the fairness perceptiothef Ethiopian tax system. Data
for the study were gathered primarily through qisstaire distributed to 200
(162 usable ones returned) taxpayers and unstrediunterview with selected
officials from the revenue authority. Secondaryrses such as journal articles,
reports of the World Bank, IMF, and MoFED were alsonsulted. We used
descriptive data analysis method. Both economic soaial-psychological factors
are found to influence taxpayers’ (non)complian@xision in so far as those
respondents’ responses indicate.
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Historical Evolution of Tax in Ethiopia

Taxation had started in the world during the artcieEmpires The first
known written record of taxes dates back to ancibtésopotamia.
Hammurabi produced some of the first written lawdaa back as 1792 BC
and tax law was a significant component of theslagion the Babylonian
emperor carved into a six foot tall stone tabléio(.com, 28 century
history).It is a fact that taxation regimes haveoleed as successive
government’s devised new ways to fund governmergeediture and
manipulated their political landscape. Emperorsgg&iand feudal lords once
levied tithes, taxes or duties to pay for warsh@ tupkeep of castles and

palaces or other public projects.

The history of taxes reveals that their coercivaurgais of comparatively
recent development. The original idea of tax west thayment was not
obligatory up on the subject, but considered rattwduntary contributions
towards the expense of government, as had appeatbd Medieval Latin

term “donum”, and the English “benevolence”. Thisnception of the
relation between the subject and government wadugtly transformed;
payment of taxes becoming more and more obligatoryl finally coercive

taxation resulted (Yonas and Sisay, 2009:27).

Ethiopia is one of the old aged countries; tax emtibn in Ethiopia is
assumed to be as old as the time of Zerayakob—drddi4—and had
been dealt with in a traditional way. But Empera@wbdros formed the
centralized state power in which the tax system hadn made clearly

visible and become mandatory even though the toadit way of collecting
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taxes had not changed much. Until the early twdntientury, taxes used to
be paid mainly in kind-or labor services, ratharthn cash while they were
later substituted by fixed tithe on agriculturateme tax (Eshetu, 1987) and
(Girma-Selassie, 1978). In the case of Ethiopiaditithe on agricultural

income was introduced during Minilik 11.

During the Regime of Emperor Haile Selassie thedygstem was totally
changed resulting in modernized tax administrafiéshetu, 1987). Taxes
were imposed on and collected from various sousced as income from
employment, businesses, (personal and businegsréalamation 60/1944,
1944), rental of land and buildings, vocational wmation, agricultural
income, interest, and exploitation of wood and $oresed for lumbering
purposes. Towards the end of the imperial perioel budgets of the various
ministries increased steadily while tax yields sttgd. With the majority of
the population living at a subsistence level, theas limited opportunity to
increase taxes on personal or agricultural inco@ensequently, the
imperial government relied on indirect taxes (cospexcise, and sales) to

generate revenues (CIA World Fact book, 1991).

During the Derg regime the only new events wereewidg the tax base,
increasing the tax rate, and replacing taxes oitw@giral income and rural
land with a rural land-use fee to support war,it@rice the ever growing
government sector and the needs of the societya(Rand Use Fee and
Agricultural Activities Income Tax Proclamation N@/76, 1976).The
government partially alleviated the tax collectipnoblem that existed
during the imperial period by delegating the resaifity for collecting

fees and tax on agriculture to peasant associatwineh received a small
percentage of revenues in the form of administeatiosts. About 40 to 50
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percent of the government's budget was dedicateddefense and

government services (CIA World Fact book, 1991).

During the transition period, Proclamation No0.33/9as proclaimed with
provision for the sharing of revenues between eénend regional
governments (1992). According to the proclamati@gional governments
were entitled to tax and expenditure assignment ep®win order to
accomplish their duties and responsibilities witme modifications on the
tax brackets and tax rates. New tax bases su@xastmining activitiesand
on capital gains were also introduced (Mining Ineoifax Proclamation
N0.53/93, 1993) and payment of tax on gains fromitab (Proclamation
No0.108/94, 1994) were proclaimed.

The current government, pursuant to the 1995 approl the Ethiopian
constitution, gave power to the federal and redignaernments to levy and
collect taxes. As a result, a number of changeg leen made in the tax
policy of the country as a result of the structuwladnges. Most significant
changes were made in the tax laws bringing abaiucten in the rate of
income tax from 40% to 30% (Income Tax Proclamabimn286/02, 2002),
equalization of tax rates for small and large scalaing activities
(Amended Mining Proclamation No. 23/96, 1996), epgan of houses
used for residence from paying capital gains tagcdBise of a policy to
encourage new investments, tax relief provisionsrewdrought in
(Investment Proclamation N0.280/2002, 2002).

Amendments in the laws were followed by other measusuch as
introduction of Taxpayer Identification Number (T)INntroduction of tax
withholding system and replacement of sales taxVyl, which has

become the main source of revenue for the goverhmdso introduced
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were turnover tax, emphasis ontaxpayers’ educastmong enforcement
mechanisms, substantial reforms and amendmentseinak laws to keep
pace with time and the changing economic environmEgnis has brought
about increased efficiency and effectiveness inuced) fraud and
smuggling though the problems are deep rooted @lhgeysist. To be able
to collect the revenue which the economy genelaiesevenue sector was
restructured bringing together the former Fedetkdnd Revenue Authority
(FIRA), Customs Authority, and Ministry of Revenamd forming the
Ethiopian Revenue and Customs Authority (ERCA)basedroclamation
No. 587/2008. According to the 2011/12 annual remdr ERCA, the
government was able to collect Birr 70.75 billi@venue in 2011/12 budget
year which covered more than 60% of the governrbadget in that fiscal
year. This seems ideal and is promising but theleds to be continuous
efforts to bring about tax compliance in the yearsome, in order to fully

finance the budget of the country with its own rave by 2020.
Statement of the Problem

Taxation is a system of raising money to financgegoment. Empirical
evidences, of course, reveal that taxation is ndficeent to meet all
development financing needs. Yet, it is an impeedyi crucial source of
financing public expenditure and the other sousresmerely alternatives to
be resorted to. Quite evidently, external loansnd aids for developing
nations from the western world are shrinking duengrily to the global
financial crisis. The financial crisis in those d®ped nations nowadays, of
course, is itself attributable to heavy dependeniceexternal sources of
financing government expenditure, the cases intpo&ng USA, Greece,
and Italy (Etienne, 2011).
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However, revenue from taxation suffers from resistéaon the part of the
taxpayers to pay their taxes as they fall due. Téssstance stands contrary
to tax compliance—voluntary observance of or adiheeto applicable
taxation laws. Of course, noncompliance with taxdas a result of both
intentional tax evasion decisions and innocent akeds committed by
taxpayers owing especially to complexity of the taws.Taxation, which
has to serve other important fiscal purposes initiatdto generating
revenue for public expenditure contributes onlylimrmer share to public
expenditure especially in developing countries. nggguently, the other
purposes that taxation is meant to serve would b&sdeaten causing a
vicious circle of problems to the public sector.vB@ping countries in
general and Ethiopia in particular are currentlyingechallenged by
continuous fiscal deficits, huge debt service char@nd declining external
assistance, all of which would seriously affectirtlievelopment processes

sooner or later.

Tax noncompliance is a challenge not only to gowvemt revenue but also
to social welfare and allocative efficiency. Thissio because when the rich
are unwilling to pay their fair share of taxes tigective of using taxation
as a redistributive tool would be defeated. By shene token, the idea of
using taxation as an instrument for allocativeoigficy* would suffer when
taxpayers do not comply with the tax laws. It metinad taxation would fail
to serve its being a fiscal tool of the governmantevy and collection do
not match. More seriously, it would remain unféithie rich continue to free

ride the infrastructure built with the contributiohthe poor.

* Government influences the allocation of scarcenemtc resources in a way they can
generate maximum return to the nation. This camdigeved through tax incentives to
encourage certain undertakings such as investrimenggnote regions and heavy taxes to
discourage others such as concentration of invegtie few regions.
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As Murphy argues, it is assumed in an ideal wdnkat all taxpayers would
voluntarily pay their taxes and comply with all tifeir tax obligations
willingly though in practice “... no one enjoys pagitaxes, and at the end
of each financial year some people’s thoughts tormow they can best
arrange their affairs to pay as little taxes assiibs’ (Murphy, 2004).1t is a
common phenomenon, in Ethiopia also, that thosedhm a significantly
better amount of income do not pay taxes or pawraount far less than
their actual tax liabilities. Giant business houaes allegedly accused of
keeping three books of accounts—one for their owsirtess decisions (a
genuine one), one for banks (with exaggerated sasmed profits), and
another for cheating the tax authority (with highigderstated assets and
profits)—and pay less than they would have othexwiaid. A study by
Emerta (2010) shows that 36% of the Ethiopian esonis not captured by
the official statistics and as a consequence, theuat of tax evasion from
the informal sector reached 10% of the economy.hWitl possible
improvements and best ever efforts, the countrydcaaise only 11.4% of
its GDP during the year 2010/11, and 12.3% in 204,1the least in the
non-oil world implying persistent prevalence of wéigh tax resistance.

Though its need for funds is immense, Ethiopiaaisetl with a number of
challenges in raising revenue from domestic taxgagto: (i) the fact that
the biggest population—nearly 85% of the workforage—found in
traditional agriculture or in small and informalterprises which makes it
difficult to impose taxes; (i) massive tax evasiamd avoidance practices
contributing greatly to shrinkage of the countryaxable base; (iii) the
limited capacity and alleged ethical problems of tavenue collecting
agencies both at the federal and local levels; edr quality of basic

data—a significant number of traders operating gistered businesses.
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The consequences of failure to secure taxpayetahtary compliance are
myriad. When taxpayers do not want to report tgemuine income and pay
their true tax liability to tax authorities it cesthe nation in terms of (a) the
administrative costs to bring about compliance, Ifgs of government
revenue, (c) failure to attain such other objesias income and/or wealth
redistribution, efficiency in resource allocaticemd use of taxation as a

fiscal instrument in economic stabilization.

Compliance with tax laws is believed to be attréllé to both economic
factors such as frequency of audit, sanction simginal tax rate, income,
and opportunity to avoid or evade taxes; and aaguychological factors
such as complexity of tax laws, attitudes towardygimy taxes, personal
norms, social norms, distributive justice, procediujustice, retributive
justice, and taxpayer services (Alm, Kirchler, aMdiehlbacher, 2012).
Accordingly, it is worth assessing which of thews tstreams of factors
matters much in terms of influencing taxpayers’ pbance behavior in
Ethiopiato this end the paper aims at finding amswe the following g

guestions:

* Whatis the culture of voluntary compliance with dagn in
Ethiopia?

* What is the fairness perception of taxpayer abbetEthiopian tax
system?

» How the status of taxpayers’ service by Ethiopiawvenue and

customs authority impact voluntary compliance?
Tax Compliance: Theoretical Framework

Compliance with the tax laws typically means: (et reporting of the tax

base, (ii) correct computation of the liabilityj)(timely filing of the return,
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and (iv) timely payment of the amounts due. Thekbod tax evasion
involves the first point and most evaders eithendbdeclare their liability
at all, or declare it only in part (Luigi, Albertand Franzoni, 1999, p. 4).As
noted by Trivedi et al. (2005), there are two pnoemt classes of tax
compliance theories—economics-based theories whielmphasize
incentives and social psychology-based theorieslwlimphasize attitudes.
Economic theory of compliance, pioneered by Alliagh and Sandmo
(1972) based on Becker’s theory of Economics ofm@r{Becker, 1968),
contends that taxpayers “play the audit lotteryg,,ithey make calculations
of the economic consequences of different compéiadternatives (such as
whether or not to evade tax), the probabilities detection and the
consequences thereto, and then choose the alternatiich maximizes
their expected after-tax return. This assumptiodeulres the deterrence
theory approach—a taxpayer is likely to break @m Lnless anticipated
legal penalties exceed the additional earningsdbalid be made by evading

tax.

The economic model of tax compliance is valid astepartly on the ground
that audit and penalties curb or threaten noncanmpé behavior of some
selfish taxpayers. It is also possible to assura¢ tthis argument is more
acceptable in societies where the vast majorityagpayers feel that the
government does not take care of them. McKerchdr Ewans (2009) in
their review of the economic model also argue #@inomic deterrence
models in general are based on the theory thatviimairain a wide range of
contexts including tax evasion, is responsive taiglunent or sanctions.
They, however, criticize the model arguing thateihds to have a narrow

theoretical view of behaviour, reducing its dimemsi to numerical
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measures and assigned probabilities from whichoooés can be predicted

using calculus.

The second class of theories assumes that sogiahgqisgical factors—
including moral, attitudinal, and ethical concerrae- also important to
taxpayers, though the deterrence efforts surely glame role and so
taxpayers may comply where the risk of audit is loweven zero. Of
course, some taxpayers’ behaviour may follow thenemic theory while
others may follow the social psychological theaapd mixtures are also
possible (Trivedi et al. 2005:4). The social psyolgg based theory asserts
that there is a wide array of factors that shapeattitude of taxpayers. Frey
and Feld (2002) note that tax compliance decis®nnfluenced by a
psychological tax contract between citizens andatathorities. The way the
taxpayers are treated affects their tax morale tl@cdefore their willingness

to pay taxes.

Unlike the economic based model which treats taxamroas a residual
element, the social psychology based models treat nhorale as an
endogenous variable, which is based largely on t@ixtaxpayers view the
fairness situation of the tax system, whether guwent spends tax
revenues in the most efficient manner and on pravisf socially valuable
goods and services, and more importantly, theitagty of the government
itself (see Feld and Frey, 2007; and Torgler, 20Q@®gitimacy of an
authority refers to the belief that the authorgyappropriate, proper, and just
(Tyler and Blader, 2005).

The significance of whether economic or social psyagical theories
matter more is of critical concern as they differwhere a tax authority

should invest its limited resources. Economic tlemoigenerally call for
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increased audits and penalties as the solutioartgbance problems. These
solutions, of course, are costlier than those pmegoby the social
psychological theories.Trivedi et al. (2005) arguleat the policy
recommendations of social psychological theoriey @&ross theories, but
these theories generally lead to policy recommeniagatwhich give much
attention to changing individual taxpayers’ attésdoward the tax system
by improving its perceived fairness and equity, mgk government
expenditure in the best interest of the taxpayargroving procedural
justice, establishing the culture of mutual respestween tax authorities
and taxpayers, and making it easy to comply withtéx laws through such
measures as increased telephone assistance, ardr divee-ups in tax

offices.

Kircler, et al. (2008) categorize the relationsHyesween tax authorities and
taxpayers into: (i) antagonistic whereby tax authes should vigilantly
follow up the taxpayers in a very costly mannerquigng enforced
compliance; and (ii) cooperative or synergistic vely taxpayers perceive
the tax authorities as mediators of mutually beaficontributions to a
collective, resulting in voluntary compliance. Irultirethnic societies like
Ethiopia, taxpayers are even more sensitive todas/justice in taxation.
Justice has three main components: Distributivegeisprocedural justice,

and retributive justice.

Distributive justice calls for a socially just atlation of goods and services
in a society. In other words, it is about the faist or equitable distribution
of benefits and burdens. These benefits and burcleres all dimensions of
social life and comprise income, economic wealtiitipal power, taxation,
work obligations, education, shelter, healthcanditary service, community

involvement and religious activities.
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Procedural justice concerns the fairness and #msparency of the
processes by which decisions are made, and may didrasted
with distributive justice (fairness in the distrtimn of rights or resources),
and retributive justice (fairness in the punishmesft wrong-doings).
Hearing all parties before a decision is made is step which would be
considered appropriate to be taken in order tharogess may then be
characterized as procedurally fair. Some theorfggr@cedural justice hold
that fair procedure leads to equitable outcomesn éfvthe requirements of
distributive or restorative justice are not mehdis been suggested that this
is the outcome of the higher quality interpersantdractions often found in
the procedural justice process, which has showsetstronger in affecting
the perception of fairness during conflict resauati Leventhal (1980)
identifies six criteria against which fairness odgedures may be evaluated.
These are consistency, bias suppression, accuraoyrectability,

representativeness and ethicality.

Retributivejustice isa theoryofjustice thatconsgdeunishment proportionate
to wrongdoing to be the best response to crime.n\meoffender breaks the
law, s/he thereby forfeits or suspends her/histrighsomething of equal
value, and justice requires that this forfeit baaad. This is sometimes taken
to mean that justice involves seeking revenge tralbef the aggrieved party,

or society as a whole.
Resear ch M ethodology

We used a descriptive research design in which meglayed primary and
secondary data to achieve the research objectheepravide answers to the
research questions. Primary data were collectedugfr interview and

guestionnaire. We conducted unstructured intervievith selected
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stakeholders from the tax authority. From the tagharity we have had
discussions with the relevant directors of diremtes such as the audit and
investigation directorate, the intelligence direate, and the customer
service directorate. We also distributed 200 qaastires to non-randomly
selected taxpayers of which only 162 filled andime¢d responses usable
for analysis. Variables constructed (i.e. in questiorm) to assess the
compliance issues, service delivery and fairnesseption of taxpayers
were measured on five scale likrert measurememt, seongly agree (5),
strongly agree (4), agree (3), slightly agree (B) alisagree (1). This
follows Diamantopoulos and Winklehholefer (20@ho suggested the use
of averaging if multivariate factors are used fagasurement of a variable.
Using this approach, we treated the questions amafiive indicators of
compliance, service delivery and fairness perceptd taxpayers’ and
average those to create observed variable. We @ssulted relevant
secondary documents from different sources inclydime World Bank
country reports, the IMF reports, the periodic mepoof the Ethiopian
Revenue and Customs Authority and the Ministry ioRce and Economic
Development.

Results and discussions

All Category “A” taxpayers whose annual turnover nsore than birr
500,000 are expected to declare their VAT monthlaischeduled manner
as: nil-filers, starting from first date of the newonth up to 19 date of the
month; credit filers, from SLdate up to 2B and payment filers from*lup to
30" date. Even though the time schedule is not supgobty the tax
proclamation, the schedule enables taxpayers ttargedased on their
current-prevailing status and reduce the time t@gnd in declaring their

statements. On the other hand, the schedule entligldax authority to get
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adequate time for verifying the statement of créldits and nil filers if they
declare in advance. Category B taxpayers are exghdot declare and pay
turnover taxes every three months, while categotgxpayers are supposed
to pay turnover tax within a month from the end ech fiscal
year.According to Income tax Proclamation NO 28620category “A”
taxpayers are supposed to declare and settle ttheiiability within four
months from the end of the fiscal year. Categoryt&&payers are expected
to declare and pay their tax liability within twoonmths from the end of each
fiscal year. Category “C” taxpayers are expecteday their taxes within a

month from the end of each fiscal year.

Table-1: SPSS Results of Responses to Compliane¢elde&uestions

Std.

N  |Minimum| Maximum| Mean | Deviation | Variance

The reason for noncompliance of taxpa
is the government do not use the revg 124 | 1.00 5.00 |2.9032| 1.35202 1.828
for public use

Noncompliance of taxpayersliecause th

. . . 120 | 1.00 | 5.00 |2.2667|1.25513 1.575
tax authority does not give fast service

Level of understanding on the tax laws | 129 | 1.00 5.00 |2.0388| 1.29544| 1.678

The tax authority presumes the taxpa

105| 1.00 | 5.00 |2.7524|1.59796 2.553
generally as evaders

The level of audit frequency is low, s

. 102 | 1.00 | 5.00 |3.3333]1.29991 1.690
have the possibility of not to be caught

There is no capable auditor that can de¢
evasion (no one can find out the ey 102 | 1.00 5.00 |3.2647|1.29681| 1.682
problem)

Since most taxpayers do not pay their tg
properly, their neighbors want to foll¢ 106 | 1.00 5.00 |2.6509| 1.40775 1.982
them

There is ethical problem with the {
auditors and other tax officials so it| 101 | 1.00 5.00 |2.9901|1.35274| 1.830
possible to negotiate on tax minimizatio

The tax authority is not willing to recei

.. 105| 1.00 5.00 |2.7714| 1.49523 2.236
any opinion from taxpayers
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Source: authors’ computation from questionnaire

It is evident from Table 1 that most taxpayers fild the questionnaire
for this study (with mean value of 2.9032 out of fgrceive that the
Ethiopian government is spending tax money on \@Aé&iaggoods and
services. In tax compliance literature, there awédemces that claim
taxpayers may decide not to comply with their tékigations when they
perceive tax money as being wasted. As this stbhdws, however, it is not
because the taxpayers perceive government expendifutax money as
being spent on non-valuable goods and servicestibgtdo not voluntarily

comply.

An average value of 2.2667 in the above Table iesplihat taxpayers’
noncompliance with tax laws can be explained by gber or sluggish
taxpayer services provided by the revenue authofitys is evidenced by
the 34.2% and 33.3% of the respondents stronglgesgy and agreeing
respectively when asked as whether their noncomggias attributable to
the poor quality of taxpayer services by the reeeauthority. We could
confirm this through an interview with the directof customer services
directorate of Revenues and Customs Authority. @imector stated that
taxpayers spend much time in queues though they beagerved within
some specified range of time in offices. The fdwt ttaxpayers’ waiting
time is not of much care to the authority is evickzh by non-consideration
by the authority of the queuing (waiting) time whiérset standard service

time.

As can be seen from Table 1 above, majority of rdepondents to our
guestionnaire believe that their level of underdtag of the tax laws is low
with mean value of 2.0388. 33.8% of the respondeeligve that their level
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of understanding of the tax laws is low while 24.8¥%them believe that
their understanding is very low. However, 33.8% aBd% of the
respondents believe that their understanding oflaas is good and very
good respectively. The low level of taxpayers’ wstending of tax laws
can be attributable either to ineffective awarenassition efforts through
taxpayer education, or complexity of the tax lagightly above average
value of 2.7524 in the table above indicates thattaxpayers believe that
the tax authority has a prejudice that taxpayeesga@nerally evaders. This
can be substantiated by 32.4% and 21% of the relgpds strongly agreeing
and agreeing with the idea that “taxpayers aregdeed by the revenue
authority as evaders”. This implies absence of mlutnust and good
relationship between taxpayer population and theemee authority. The
director of audit services directorate argued, hamethat the authority
trusts the taxpayers’ declaration of tax liabites the system itself is based
on self-assessment of taxpayers. This implies ¢dakutual understanding
of taxpayers and tax officials regarding how thdicalls perceive the
taxpayers. The discrepancy might also be due teati@ams in what is
believed by top level tax officials to prevail amthat the operational level

officials actually do in dealing with taxpayers.

Average values of 3.3333 and 3.2647 for probabditypeing audited and
capability of tax auditors to detect tax fraud esdjvely signify that

taxpayers perceive the probability of being auditedl detected for tax
fraud is very high. 34.3% and 20.6% of the respatsiadisagree and
strongly disagree when asked whether their noncam® with tax laws is
attributable to low probability of being audited. & similar fashion, 28.4%
and 20.6% of the respondents respectively disagnelestrongly disagree
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with the fact that their tax noncompliance is expd by incapability of tax

auditors to detect tax frauds.

One can deduce from the above argument that ewemrxisting level of

compliance itself is due to enforced complianckeathan a voluntary one.
This result is confirmed by the interview held witle director of the audit
services directorate of the Revenue and Custombofity. According to

the interview, almost all audited firms were idéatl to be non-compliers
as the audit and investigation results usually keatihdings of tax evasion.
We also came to know that the Revenue and CustamisoAty uses risk
based model of tax audit in which focus is on sire nature of taxable
entity. This model however is subject to judgmeoitpeople as the audit

feature of the SIGTAS program is not being usethieyauthority.

The slightly above average value of 2.6509 inde#tat tax noncompliance
is influenced by the prevalence of other non-coempli This result can be
supported by 27.4% and 27.4% of the respondensglyr agreeing and
agreeing respectively with the idea that their nancompliance is because
of the prevalence of other non-compliers they knStdies elsewhere also
concur with the idea that taxpayers’ voluntary cbamze decision is highly
dependent on their belief that all other citizens eontributing their fair

share of taxes.

An average value of 2.9901in the table above indg#hat majority of the
respondents believe there is ethical problem wath auditors and other
officials and it is possible for them to negotiater tax liability
minimization. We have verified this result throughterview with the
director of the audit services directorate of thev&hue and Customs
Authority. There has been recorded evidence ofataditors penalized and
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fired from the authority because of violation oktbkthical standards and
human resource policies of the authority.An averagklie of 2.7714 in
Table 1 above means that the revenue authoritptisviling to entertain
any opinion from taxpayers regarding tax relateciglens. This can also be
evidenced by 25.7% and 27.6% of the respondentsigdir agreeing and
agreeing respectively with the idea that the reeeamuthority is not willing
to take account of any opinion from taxpayers i@irtldecisions regarding
taxes. From the focus group discussion we undetdtoat tax officials also
believe that they are vested with the power to eefthe tax laws, rules and
regulations and do not have to consult the taxgafggrdecisions they have
to pass regarding taxes. Although this is the helieere have been
discussions and forums by the tax authority witkp&yers on various
matters related to tax issues. Whether those forere effective in terms

of entertaining genuine taxpayers’ concerns hdetstudied in the future.

Taxpayers who have refund claims of income tax Al \are expected to
submit a CPO to the cashiers of the respectivechemof Revenues and
Customs Authority before the deadline. But the tjoegs whether there are
enough employees that can serve the taxpayersricigle, when the
number of taxpayers increases the number of emgdogethe tax authority
should increase. Even though there are efforts Hey tax authority to
enhance its revenue collection, still the effort&ild not bring significant

change that can convince the taxpayers.

As can be seen from the Table 2, regarding VAT atation and payment
based on the standard time in the operational nhdineianean value of 4.03
reveals that VAT payers are not served as per atdndet. This is
supplemented by 56% and 16.4% of the respondertsgy disagreeing
and disagreeing respectively about the servicesgbeindered within the
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standard time. Another question forwarded to tispoadents was regarding
the declaration and payment of income tax whicpagl on annual basis
even though it may differ based on their categoridsee mean value of
4.0410 in Table 2 means that income taxpayers ateserved as per
standard time. This can be substantiated by 54%l&mo of respondents
strongly disagreeing and disagreeing respectivwally their being served
within the standard time which is almost the samehat of VAT payers.
Some of the reasons the respondents forwardedtameletal to meeting
the standard time are system failure, dishonesporese of officers,
inconsistent rendition of services, and dispropodie number of
employees with services rendered. As a resulttakigayers are waiting in a
gueue for longer period.Clearance procedure isabrtbe activities that is
expected to be handled by the customer serviceriegat and needs a
prompt response after checking the documents Hsatra that taxpayer does
not have any tax liability. To do so the tax auityomainly verifies the
documents in the assessment section of the depdrifribe clearance is to
be used only for renewal of license. To assessaigp’ satisfaction with
the clearance services, the researchers includeestigns in the

guestionnaire distributed to the respondents.

As you can see from Table 2 the mean value of dd&s mean that the
taxpayers do not get clearance within the stantiard. This can also be
substantiated by 53% and 13% of the responderdsgdyr disagreeing and
disagreeing respectively with the idea that ses/@e rendered within the
standard time. Some of the respondents are higjgyieved and stated that
most of the time they get their clearance afteay és per the researchers’
observation and informal interviews conducted vgitime taxpayers in some

branches, the submission of financial statemenonie precondition for
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getting clearance. When taxpayers come to the eoff collect their
clearance the officers urge them to bring anotlmantial statement as
finding the originally submitted statement will &akong time. This is due
seriously to extreme shortage of employees in thedhes.

Compliance and service delivery aspect of repayradntinistration is one
part of the broader compliance and service areas. répayments entalil
attention to the taxpayers (OECD, 2011). With rdgar this, the revenue
bodies of different countries are faced by both glence and service
challenges. In this case expectation of timely iseris more sensitive for
ongoing challenge in balancing taxpayers’ expemtatf good levels of
service with responsibility for preventing and deglwith fraudulent and
erroneous repayment of claims (ibid). As can bendeem Table 2, the
mean value of 3.3 means that refund payments areeffiected as per
taxpayers’ expectations. This is supported by 3®&7of them highly

dissatisfied, 3.2% dissatisfied, 25.8% neutral 1% .satisfied and 17.2%
highly satisfied. Even though the dissatisfactiewel is a little bit higher
than the satisfaction level, the 17.2% high satigfa is attributable to
improvement as a result of the Business ProcesadgReeering. In light of

the national and international complaints regaraefgnds, the 17.2% high
satisfaction level cannot be undermined. But itdseirther identification

of problems to improve the service delivery.

Std.

N | Minimum |Maximum| Mean |Deviation| Variance

Table -3 SPSS Results of Response Related to Bainmé&ervice Efficiency

Does the tax administrati
fairly treat the taxpayers?

145 1.00 2.00 |1.5931| .49296 .243

Do you think the servig
provided is good?

138 1.00 2.00 |1.5290| .50098 251
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Source: authors’ computation from questionnaire

The mean value of 1.593 in Table 3 above reveals tie respondents
perceive the prevalence of partiality in the trezinof taxpayers. This is
evidenced by the 59.3% of the respondents answénmgjuestion: “Does
the tax administration fairly treat the taxpayers® no. From the same
table, it can be understood that taxpayers perciigeoverall taxpayers’
service is not fairly good. This fact can be supgwroy the 52.9% of the

respondents viewing the taxpayers’ service as ootlg
Ethiopian Tax Administration System in Light of Best Standards

The most effective tax administration systems aglouhe world are
characterized by a tax gap of 10% or lower. Thegex which is defined as
the difference between the taxes actually paidtaedaxes which should be
paid according to the existing laws and statutedudes taxes not paid due
to tax evasion, tax arrears (taxes declared bupaidi, the shortfall in taxes
due to taxpayers’ misunderstanding of the tax laamsl any other form of
non-compliance. According to Carloss Cilvani andh€aine Baer (1997

the ideally effective tax system is characterizgdhe following attributes:

* Good system of self-assessment based on taxpayetststanding
of the tax system and their tax liabilities;

« Good taxpayer treatment by tax authorities; as pars for
development

» Systems and procedures in all areas of tax admatish are well-
defined and used effectively by tax personnel,

* The organization is well structured, managed, andrfced;

 Taxpayer services are available to a high proportiof the

taxpaying population;
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» Sanctions are adequate and systematically applied;

» Audit activities are properly planned and targeted,;

» Computer technology effectively supports the tamiatstration’s
operations and is continuously updated;

 Tax administration staffs are professional and heéetd a high

standard of behavior.

In Ethiopia, the size of tax gap has never beedietiuin the history of the
nation and tax potential of the country is obscttewever, the condition of
the tax administration of the country can be disedsin light of the
attributes of best tax administration standardslf-&sessment and
voluntary compliance is poor in Ethiopian tax adistimtion system leading
to focus on legal enforcement as a mechanism teatdiax revenues. A
survey conducted by the IMF in 2011 indicates thalue added tax
compliance rate is about 25%. Since the introdactibthe comprehensive
tax reform in 1999 the tax administration authoritgs been providing
taxpayer education with the use of different mesiech as pamphlets,
television program, radio broadcasting and sincentty direct forum for
periodic dialogue with the taxpayers. The fact thase measures improved
the understanding of taxpayers cannot be negleetszh though the

expected level of voluntary compliance is yet tmeo

The tax authority has been under continuous irigtital and administrative
reform to improve taxpayer service and enhancentaty compliance. The
major administrative reform measure was the reorgdion of the revenue
sector into the Ethiopian Revenue and Customs Aifiyho This

restructuring has brought about improvement in ajp@nal programme,
systems and procedures. The Ethiopian Revenue astbi@s Authority’s

administrative system is structured as a hybridhef function base, the
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taxpayer size base and the customer orientatioe. bHsis lead to the
following as reform measures: the establishmentadfiitional branch
offices; training and recruitment of qualified pamsel, introduction of
performance and accountability measures and settipga taxpayer
education programme. The tax authority has beemadpty its computer
system, introducing sales register machine fomenfiacking, implementing
the use of a tax identification number for the ecément, verification and
processing of VAT refund claims. In 2012 large depgpayers were offered
online tax return filling service which is the firsf its kind in the history of
Ethiopian tax administration. But such serviceas$ tp address the majority
of taxpayers. The poor quality of human resourcéheétax administration
system has been one of the noticeable challengdeeitax administration
system. The tax authority has more than 70% obti#$f with bachelor’s
degree or lower. But the international best pracsiandard shows that more
than 70% of the personnel hold masters degreeaweaibn relevant fields to

tax administration.

The tax audit and investigation in practice in Bfian tax and customs
revenue authority is based on the risk based nafd@ix audit. That is, tax
audit and investigation focuses on areas and seutith huge potential of
revenue loss because of tax evasion and avoidAngetax fraud identified

leads to sanctions and penalties as per the legalsmpns of the country. To
this end, there was no record of a taxpayer adestthout alleged and/or
proved non-compliance to tax laws of the countrgtddted noncompliance
to the governing tax laws has lead to criminal & as civil suits against
those who failed to comply with the legal requirensein place. While

doing so the tax authority have been respectingites of the tax payers

stipulated in the tax laws and other laws of Etldop
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Ecumenically speaking, the Ethiopian tax adminigirasystem in practice
is far from achieving the indicators of the modetefive tax administration
system though the progressive development cannadeléed. With the
comprehensive tax reform introduced since 199%thes been radical shift
in terms service, taxpayer education and compliam@ancing activities
such as audit and investigation which are esseatiahhance tax revenues.
The government is committed to expanding its domesevenue
mobilization efforts to ensure fiscal sustainabiliBince 2009 it continued
to implement measures aimed at improving tax adstration and
enforcement. Tax revenues increased by 37% in 2@16bmpared with the
previous year. However, the domestic revenue to GidB increased only
marginally from 11.2% in 2009/10 to 11.3% in 2010HMecause of a 34%
increase in nominal GDP. Domestic revenues as i@ sifaGDP increased
to 13.2% in 2012. Ethiopian economy has been grgwontinuously since
2004 and Ethiopia has been receiving complementapprts from the
World Bank and International Monetary Fund for @sonomic growth
records. In absolute terms both the gross domgstiduct and the tax
revenue have been growing. However, the tax to @&i® has begun to
rise significantly only recently (i.e. since 2008)er implementation of the
business process reengineering in the tax admatigtr authority
accompanied by strong legal enforcement measuregure=1 below
summarizes the trend in Tax to GDP Ratio Perforraaimc Ethiopia in

recent periods.

Figurel-Recent Periods Tax to GDP Ratio Performandgéthiopia
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International Status of Tax to GDP ratio of Ethiopia

The international comparisons of the Ethiopianrewenue to its GDP ratio
revealed that it is among the lowest in the wolid2012 the tax to GDP
ratio of Ethiopia is reported to be 13.2% by thenistry of finance and
economic development to be a record which is fésvbéhe average of sub
Saharan economies of about 19%. The fact presentéidure -2 below

shows that the tax to GDP ratio of Ethiopia is tbheiest not only in

comparison with developed economies but also with former socialist
blocks of the Eastern European Countries. Altholigre-1 indicates that
the tax to GDP ratio has been increasing the iatemnal comparison leads
us to argue that significant improvement is mangaia Ethiopian tax

administration system. Strategies and operatiogtbres that target the
possible causes of low tax to GDP ratio should besyed by the tax
authority. The possible reasons behind low tax @PGatio include: tax

avoidance, tax evasion, failure to tax the inforsedtor, failure to control
misuse of tax incentives for investment. Figureebty indicates the tax to

GDP ratio of Ethiopia at international level.

Figure-2- tax to GDP ratio of Ethiopia at interoatal level
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Conclusions

In this paper we explored how taxpayers view tixea@d@ministration system
in terms of securing voluntary taxpayers’ compl@nctaxpayers’

understanding of the tax system, the taxpayers/ices provided by the
revenue authority, and the fairness perception hed taxpayers. We
consulted relevant documents to supplement theltsesdi analyses of
primary data gathered through questionnaire digteidb to non-randomly
selected taxpayer respondents, informal intervieils some taxpayers, and
researchers’ personal observations. Based on dresdgses, the following

conclusions are drawn:

= Tax to GDP ratio is improving, though still amorge tlowest in the
world.

= Tax revenue performance is improving from yeardary

= Taxpayers’ compliance that prevails currently, adow to the
perception of the respondents, is due to enforcemenvoluntary.

= The level of understanding of tax laws by the tggpa is low.

= The respondent taxpayers believe that the revenuborities’
treatment of taxpayers is partial.

= The respondents perceive the taxpayers’ servicemdsquate.

Recommendations

Based on the findings, we recommend the followtegs to be taken:

Effort has to be directed towards enhancing volynteompliance as
enforced compliance is costly. To this end, improgat of taxpayer
services, enhancing taxpayers understanding ofatheystem through tax

payer education programme and improving tax audiélity so that
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taxpayers would feel they might be caught and samed if they commit
evasions or frauds are the ways forward. Enhantgognological control
mechanisms is also essential. This means the thwray should invest on
the use of technology to easily track taxable @atens online.

It would be good to work on simplification of thaxtlaws and taxpayers’
education using various media. We recommend intensise of the
traditional media such as television broadcastmgjo broadcasting, and
periodic consultative discussions with taxpayer&grmal social institutions
such as idir and, iqubi as well as religious initiins. In addition to these,
schools could be used to develop the attitude efuture generation of the

nation regarding taxation.

There is a need to check how impartial the treatnugntaxpayers by
different departments is and to try to maintain amtiality as it plays a great
role in securing voluntary compliance. The autlyoshould study the
impartiality and ethical integrity of its officersing psychometric analysis
guestionnaires. Proactive role could be exercisgdebting the potential
applicants for their impartiality and ethical intdég through the same
mechanism during the employment process. Theresni@elde concern for
retention of experienced tax officials and empleye@hout prejudice to the

authority’s human resource policy.
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