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Abstract

The study has focused on identifying factors thi¢ciing VAT revenue performanceand its management
prcitces in Soddo, Areka, and Boditi towns in wialaione. The study raised major research hypothelsited
to VAT awareness of the society, tax technologyeesly using ETRs, VAT evasion, VAT audit and
enforcement, Tax payers Service Delivery of théhauity, Tax administration, and politico- legal fars. In
order to address the hyphothesis, causal reseagthothand purposive and disproportionate stratigiedple
random sampling techniques were employed and titatipackage for social science (SPSS) versiorsdif6
ware was employed to gather data.

The findings of the study shows that awarenesshefsociety, tax technology, VAT evasion, tax auitl
enforcement, VAT administration and politico-ledmttors have statistically significant and positretationship
with the performance of VAT revenue collection. e other hand, the variable service delivery hpesitive
relationship with VAT revenue collection but foutwlbe statistically insignificant.

Finally based on the findings, possible solutievere given. These include; the authority shoulddceh a
consistent awareness creation programs to updatéubkiness community and the society at large atheut
concepts, rules and regulations, advantages ardaishe Value Added Tax, should increase the numbe
users of ETRs and improve taxpayer identificatiod segistration, minimize VAT evasion activitiestablish
effective audit and enforcement mechanisms, andhmige bureaucracy.

Keywords: Value added tax, factors affect tax admisnstrarauthority, business owners

1.1 . Backgraund of the study

According to Rosen (1988), Value Added Tax (VAT pipercentage tax on a value added applied atstagh
of production. It is a type of indirect tax, nowgdafound in more than 130 countries and has bedbme
principal source of revenue for many countries (Keed Lockwood, 2007). In Ethiopia, according toHM
(2003), one of the focuses of the tax policy refeiisreforming indirect taxation. The main reforanindirect
taxation was the introduction of VAT in January 30MHowever, weak tax administration, particulary i
developing and transitional economies is the ppiicimpediment to the successful implementatio’/Afl.
The same is true in Ethiopia as well in Addis Abdl¥asigat, 2008). In Addis Ababa, according to BBFE
(2009), lack of capital expenditure for public ist@ent has hindered sustained economic developivahte
added tax was invented because very high sales @ tariffs encourage cheating and smuggling K/or
2008). One of the mechanisms in which countrieseragévenue to finance government spending on thdsgo
and service that most of government uses as tratitan.

As compared to the developing countries, the ld@eel countries have been able to generate suladtant
revenue through imposing of taxes. One of the mea$wr this has been the efficient tax system dpeggan the
developed countries unlike the developing economigsh are characterized by weak monetization aeddw
development of the formal sectors. In other wotkgse countries have employed tax systems thatdraver a
combination of the following desirable charactécstas economic efficiency, administrative simpyici
flexibility, political accountability and fairnes3.he tax system need to be economically efficieatning the
tax system should not have an impact on the allwcaif resources. The tax system countries shoealddopts
easy and inexpensive to administer and that shoeldble to respond to changing economic circumstanc
Taxpayers should also be able to determine whatdhe actually paying so that the political systean more
accurately reflect the preferences of individuagddr@ham Tesfaye, 2003). It follows that optimalitya tax
system requires absence of distortion in any ecanantivity (Hancok, 1995).

Considering the significance of VAT Collection, myastudies have been conducted in some developing
and transitional countries with respect to the m@XT administration tasks and its problem. Thesadligts
include (Abraham,2003),( Herouy,2004), (Kerver,200&lement,2009) ,(Wollela A.,2008),(Taye 2011).
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1.2 Statements of the problems

In Ethiopia, VAT collection faces diverse factorgeirnal and external tax administration challerges issues.
Ethiopian Revenue and Customs Authority (ERCA) haseorded significant gaps between VAT revenue
targets and the actual amount collected. This mdaisERCA has not been achieving an acceptableedeatf

tax compliance from a fast growing taxpayer popotat It has been reported that tax evasion remains
particularly high creating a need to improve theation(Jalata, 2014).

In many under developed countries like Ethiopia, ldw revenue yield of taxation can only be attidolto
the fact that the tax provisions are not propenifpeced, either on account of the inability to eotl VAT , or on
account of straightforward corruption. But factors the other side of the system get little attentice. minor
attention is given to the tax background of tayqus, their awareness level, tax evasion, low uségéectronic
tax machine , compliance behavior and its determighahen designing a given tax system . The tatesys
must be fair, both to promote the objective of auimble distribution of income and to assure curgd
voluntary compliance by the taxpayer (Eckstein, %6 cited by (Tulu, 2007 ).

Although studies made internationally on interfaaitors affecting performance of the collectionlafal
value added tax revenue(Karanja, 2012), tax pallllenges facing in developing countries(Kayar&fQ7),
identifying the effective factor for the improventerf tax compliance (Mahmoud Moeinadin, 2014 ) avidT
implementation and its related problems conducte@amo 2011), The impact of Electronic Tax Regisie
Value Added Tax conducted by (Taye 2011), deterni;af Taxpayers’ voluntary compliance with Taxatio
(Tulu 2007 ) nationally . It is against this baabkgnd that this study was attempted to assess tlwe fanztor
which hinders the performance of Value added Taemae collection in sodo, Areka and Boditti in wtda
zone of South region, Ethiopia.

Therefore, on the basis of theoretical and empifieanework this research assessed the performaiite
VAT revenue collection in Wolaita Zone to yield adate revenue for the Zone treasury and to fostiemtary
tax compliance. Unfortunately, there is no recorsedly that has been conducted in the Zone to expéasons
behind under potential revenue collection. Theesftimis study conducted to identify those factdfecting the
performance of VAT revenue collection.

1.3 Research Questions/Hypothesis

Hypotheses of the Study

HOL1: There is no significant influence of Awarenesssotiety about VAT on performance VAT revenue
collection.

HO2: There is no significant influence of technologjifzector on performance VAT revenue collection.

HO3: There is no significant influence of Tax evaswnperformance VAT revenue collection.

HOA4: There is no significant influence of VAT AuditéfEnforcemnt on performance VAT revenue collection.
HO5: There is no significant influence of Service detly of the authority on performance VAT revenue
collection.

HOG6:.There is no significant influence of administvatior Managerial factor on VAT on performance VAT
revenue collection.

HO7: There is no significant influence of politico-Lagfactor on VAT on performance VAT revenue
collection.

1.4 Objectives of the study
General objective
The main objective of this study is to investigitetors affecting the Performance of Value Added fievenue
collection and administration practices in Sodcgkr and Boditti towns in Wolaita zone.
Specific objectives
Specifically this study tries to address the follogvissues:
» To evaluate the performance of VAT Revenue colbecth Wolaita zone.
» To identify the main factors those affect the perfance of VAT revenue collection in the Wolaita
zone.
» To know the tax administration practices of thestld towns

2. Literature Review

This section presents a brief review of existingottetical and empirical literature of Value AddedxT
Collection. At the end of the review, an attempimiade to summarize the major drawbacks of the ingist
empirical studies and to identify the knowledge tmpe filled in by further investigation.

2.1 Overview of Value Added Tax (VAT)
VAT is an indirect tax levied on domestic consuroptof goods and services imported. It is desigodakt paid

a7



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) ¥-l-,i,l
\ol.9, No.21, 2018 IIS E

on the value added which is the difference betwenvalue of sales and value of purchase at thet di
transaction throughout the production and distrdsuthain. Any producer owes tax only in the vahagled; in
practice this means that the producer will havandffor VAT paid on all the purchases or inputs.

Despite its name, the VAT is not generally intenttethe a tax on value added as such: rather guslly
intended as a tax on consumption. Its essenceatsittlis charged at all stages of production, bithwhe
provision of some mechanisms enabling firms toeaiffee tax they have paid on their own purchasegofis
and services against the tax they change on thleis 8f goods and services(Lockwood, 2007).

Although this characteristic feature is very cleat; the VATs observed in practice show considerabl
diversity as regards, among other things, the rafigeputs for which tax offsetting is availabledatine range of
economic activity to which the tax applies (thattlee base of the tax). Some major countries (sschhina)
currently do not grant credits for taxes on capgabds purchases; moreover, of those that allowitsrén
respect of such purchases, some do not refund £xeslits (any excess of tax paid on inputs ovgr ta
chargeable on outputs). Most countries exclude ggdoom the VAT, in the sense that tax is not gear on
sales for export but tax paid on inputs is recaviesaalthough some (in the BRO region, the Baltartries,
Russia, and other countries of the former Sovidbhjnat least until recently) have systematicadlyiéd VAT
on some exports. Some countries extend the VAT tmlthe manufacturing stage; others do not levgnit
services. Practices also vary in how tax offsettmgnplemented: by far the most common methodhiisugh
the use of invoices, but the same effect can bieaeth on the basis of books of account (Gebrese|a&307).

2.2 VAT Development in Ethiopia
The Ethiopian government has introduced VAT as pérthe overall tax reform program. The tax reform
program is preceded by establishment of a new kfinef Revenue as a first step to improve tax abitas and
to combat fiscal fraud. Various activities have lbeenducted subsequent to this : the increaseeirsdles tax
and the removal of import duty surcharge in 2000w legislation on presumptive taxation and a ¢
withholding tax on imports became effective in kesy 2001; legislation was approved in March 2001 t
introduce the TIN system to reinforce the collestipowers of revenue agencies, and a tax reform
implementation task force was established; a ltaggayer was made operational in July 2001; in Bet@001,
a draft VAT legislation was submitted to parliamant this is approved and implemented beginningakgnl,
2003. A revised income tax law has been approvednaade operational. This revised law includes eobdn
enforcement procedures and an improved penaltynegivith a view to increasing the efficiency of anee tax
collection, and ensuring the recovery of incomeaarars(Taye, 2011).

Prior to the introduction of VAT, the Ethiopian gawment has initiated a number of processes (Africa
Development Bank, 2003). These include the desighamputerization of the taxpayer registrationcpss;
the operational development of taxpayer servicdsiges, return process and debit and audit atidigi
publicity campaign and taxpayer education. Thesasues are expected to improve the governmentencey
position.

The VAT was projected to be applicable on taxpayesas meet the minimum threshold of 500,000 Bim an
above in annual turnover, but will be requiredffee 15 percent tax every transaction.

2.3 Factors affecting the performance of value addetax /VAT/

a) Tax culture
Tax culture could be known as the collection ofwrey of talking, approach and reaction of peopédfsonts of
tax system. This kind of approach will effect ox ffairs and the way of their relationship thatfiem
ideological, political and economical factors. Zats of development countries know that the paiamgs one
of their most important international duties. Orfiehe very important factors in growing tax paymealture in
development countries is the existence of powestiplervisory organizations that ensure the tax jgayeir tax
will spend just for governments ‘budget. (Askaf1®) as reported by Hamed Erfani,2013.

b) Informing and training in VAT system
Economy activator in value added tax system hawastde role: it has the role of actor in tax afai
organization and the role of tax accommodatiorceffifor consumer. Any shortage in doing the dutiesimely
and correctly will have terrible consequences. fBain the viewpoint of the organization, due to ezrble of
actor of value added tax system this mean to faireakage. Training or education is the most cemghtary
part of the value added tax operation.
Modern nature, short term courses, self representand majority of actors in contrast with tragital system
make it urgent and necessary. In this regard inlar85 of law, the organization of country tax wasponsible
to prepare the necessary design for developingpetiain and extending tax culture by media andceons in
the country level and in five year in maximum (stiafh rad and Moshtagh sefat,2009) as cited by Hhme
Erfani, 2013

c) Tax Evasion
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Tax is a method of saving tax liability by a taypathrough fraudulent means or by directly vioigtiax laws.
It usually entails tax payers deliberately missrespnting or concealing the true status of théairsfto the tax
authorities to reduce their tax liability. Tax ewmasis illegal, unethical, uneconomical and highkky since it
may result in may result in penalty, imprisonmemd alosing up of business. Hence, taxpayers simallll the
legal ways to avoid paying too many taxes and byneans is tax evasion acceptable to a governmeatibe it
criminal activity. .(Misrak, 2008, Ethiopian Tax égunting Theory and Practice ,PP 49-51) as cite({Thaye,
2011).

d) Registration for VAT
Registration for VAT is categorized in to three.€8h are obligatory, voluntary and special busicagsgories.
The first category obligatory registration is mdoeany person conducting a commercial enterprisatending
to conduct a commercial enterprise may apply toelgéstered for VAT. However if the taxable turnowdrthe
enterprise, that is gross income for 12 calendamth®oexceeds or is likely to exceed birr 500,00&tiniopia,
the person conducting the enterprise must redisterAT, (proclamation No 285/2002 Article 8).

e) VAT Audit
There appears to be a considerable VAT evasioeweldping countries (Pedone 1982 cited in Jantst9@®).
As Edmiston and Bird (2004) noted the only realiBoh to the evasion problem is a good tax adnmaisn
and, especially, a strong VAT audit program. A styoVAT audit program needs, among other things, an
appropriate audit case selection method. Jant¢@880) noted that cross checking purchases and data by
various taxpayers would provide an effective taoldelecting VAT taxpayers for audit and hence wrpraudit
results.

f) VAT Administration
In developing countries the poor performance oésais likely is to be due to weak tax administratithat is,
the incapacity of the administration to implemedre tax in practice). This is perhaps caused by famfors as
resource constraint and designing the tax sepgrétain the administration. Concerning the latteirdBand
Gendron (2005) noted that developing and transti@ountries, unlike developed countries, appeahaee
fragmented economies, large informal sectors, laxvrhorale, rampant evasion, and total distrust éebatax
administrators and taxpayers. In these countriess simply adopting a successful VAT's design latties of
developed countries would not make the tax sucee@Bird, 2005).Jantscher (1990:179) also stated th.in
developing countries tax administration is tax ali

g) Politico-legal factors
Politico-legal factor mainly related with the ude tgovernmental equipment. If the underground ig hege so
the executive organization should try more to cdakeridentify affairs, auditing, and receiving taecause in tax
culture, the persons more like tax escape, so éi¥ecorganization should spend more and more tesartax
escapers and control them. Totally even the null\&h production one of the major characteristictaaf but
informal economy has made it like a question (séyedrani and azizkhani, 2008).
Attitudes towards the government (Levi, 1988) mHga the taxpayer’s normative commitment to complth
law. Similarly, Due and Friedlaender (1981), alsgua that, attitudes toward the general level rétian and
tax increases are dependent, of course, on atsitadleut the desirability of governmental programd an
attitudes toward the government itself . On theeotiand, (Fjeldstad, 2004) citizens’ willingnessptry taxes
voluntarily rests on the local government’s capatit provide services and its demonstrated reasiteesecure
the compliance of the otherwise non-compliant. (eeanTulu, 2007:42)

h) Conclusions and knowledge gap
In the context of Ethiopia, the related study candd by Teklu (2011) mainly assessed the challenfj¢ax
administration in Arada sub city, Addis Ababa, Bffia , even if it tries to identify the challengémt tax
administration with some variables.
Markos Abraha (2010) examined Value Added Tax (VAAJministration and Revenue Performance:
Challenges and Opportunities in the Mekelle Bratieh Ethiopian Revenue and Customs Authority (ERCA).
Hailemariam Mamo (2011) also studied the Implemtgonaof Value Added Tax and Its Related Problems in
Ethiopia. Hailemariam also fails to disclose theotedge gap that exists in the area and overloaade
important variables that can significantly affeleé tperformance of VAT revenue collection from thanp of
view of the theories and previous empirical stud@asewed above.

2.4 Conceptual Framework

This study proposed that VAT revenue collectionlésermined by Awareness of people about VAT, treges
of Electronic Machines, Tax evasion, VAT administta (management), Tax Audit and Enforcemnet and
service delivery and politico-legal factors:
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Figure 2.1:- Conceptual Framework
Source: Researchers (2018)

3. Research methodology

3.1.Research Design and target poulation

The type of research design employed under thidystuas casual. The major purpose of using caustl is
interpreting relationships between variables, estiimy the integrated influence of the factors orfggenance of
VAT revenue collection on view of VAT registeredganizations. The target population is the univenséhe
entire group of persons or elements from which dasare taken (Karanja, 2012). The target populaticthis
study was 1600(Sodo 748, Areka 448 and Boditi 40hjch consists of 1300 from the Value added tax
registered organizations, 200 from the ultimate gayers (consumers of VAT registered organizatioreid
100 Tax officials and from tax experts.

3.2. Sampling Strategy and Procedures

The sodo, Boditi and Areka towns were purppsgiosen among 12 woredas and 3 administradiwng of
wolaita zone, as a study area for this re$eafThis is because most VAT registered orgarimati were
found in these towns. Second, the three towns e&lexted based on their nearness and conveniemod¢ot
data in short time.

Table 3.1 Stratification of the population

Strata of Soddo Share of Areka Share of Boditti Share of Total
population town Soddo Town Soddo Town Soddo

Town Town Town
VAT registered 598 46 373 28.7 329 25 1300
firms
consumers of VAT 100 50 50 25 50 25 200
registered firms
Tax officials and 50 50 50 25 50 25 100
experts
Total 748 448 404 1600

Source: wolaita zone revenue authority, 2018
3.2.1. Sampling size
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The sample size determined by a simplified fornpravided by Yamane (1967) in order to determihe
required sample size at 95% confidence ledelgree of variability of= 0.5 and with the lewé precision
of 5% is

n = _N
1+N @

Where ‘n’ is sample size, N= is the population sfZex payers) and ‘e’ is the level of precision (gia of
error).
The study used sample frame will be 1600 tax Eagiershown above and by using the formula, we have

n=N = 1600 = _ 60D = 320
1+N (eJ  1+1600(0.05)  1+1600(0.0025)

3.3. Types and sources of data

In this study, the researcher used both primary sewbndary data. The primary data obtained froraethr
different populations. Whereas, the secondary dallabe obtained from Wolaita Zone Revenues Authori
Branch Office from published and unpublished repatbcuments and website.

3.4. Questionnaire Design

The study designed the survey questionnaire inroimeletermine factors that affect the Value addea
revenue collection. The questionnaire divided intticee parts. The first part was for the Value aldtix
registered organizations, and the second part washé ultimate tax payers (consumers of VAT reged
organizations’).

3.5. Reliability and Validity of the Instruments
Bless and Higson-Smith (1995) highlight that rellibis “concerned with the consistency of measly¢hus,
the level of an instrument’s reliability is depentlen its ability to produce the same score whet uspeatedly
(Babbie and Mouton, 1998).

According to Bryma and Bell (2003), the Cronbachligha result of 0.7 and above implies acceptablelle
of internal reliability. To meet consistency relidty of the instrument, the questionnaires wadriisted to 10
individuals who are VAT registered organizationsl &ronbach’s alpha was found to be 0.784 whicths/a
0.7.

4. Data Presentation, Analysis and Interpretation

Three hundred twenty questionnaires were distribatoss the three towns. Out of which 296 werepterad
and retrieved successfully, representing 92.5%omesp rate. The numbers of questionnaires retriérad
Value added tax registered organizations from tltenate tax payers (consumers of VAT registered
organizations’), and Tax officials and from tax exg are 239, 37 and 20 respectively.  This s a
response rate of 91.92%, 92.5% and 100% for Vallded tax registered organizations , the ultimateptayers
(consumers of VAT registered organizations’), aad officials and experts respectively.

Table:4.6 Results of Awareness of the society aldddAT for sample respondents

N Min |Max| Mean Std. Deviation

Low level of awareness VAT to taxpayers 239 1 5 3.98 .869
Insufficient trial made to enhance the awarenesa)qfayer] 239 1 5 3.67 .959
Awareness creation program organized currenthoffiee

is not extensive and not sufficient to build taxraie and 239 1 5 3.79 .985

improve tax compliance by VAT registered organizasi.

Source: Field Survey Result 2018

As could be seen in table 4.6, low level of awassn® the taxpayers about VAT seemed to be thermajo
contributing factor to VAT revenue collection parftance with mean and standard deviation of 3.980a869,
respectively; this is followed by the awarenessitiom program organized currently the office is agtensive
and not sufficient to build tax morale and imprda® compliance by VAT registered organizations withan
and standard deviation of 3.79 and 0.985, respalgti¥rom this we can understand that eventhoughhave
been made to increase awareness of taxpayers kutherity still there is knowledge gap about VAT the
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respondents in soddo, Boditti and Areka towns.
Table:4.7 Results of technological factors (usingTRs) for sample respondents

N | Min |Max| Mean Std. Deviation
Being a VAT registered has advantage 239 1] 5 4.02 .9246
The process of VAT registration is smooth and dasy 239 1l s 369 1.05(
taxpayers : :
VAT payment increases after your organization usiagh J
register machine 239 s 3.73 1.00
The existence of VAT unregistered organizatiorré&ating 239 il s 3.79 1024
unfair Competition. ' Y
Using cash register machine facilitates the VATextion 239 1l s 3.99 921
process and your work ' ‘

Source: Field Survey Result 2018

Table 4.7 reveals the arithmetic mean and standerdation of the technological systems in which
taxpayers replied that VAT registration and idaéagifion which is one factor that affect VAT reverzalection
considered in this study. As shown from the tabking a VAT registered has an advantage has higheah
and standard deviation of 4.02 and 0.926 respédgtiveich means the respondent believe that regigjeand
identification of taxpayers to VAT has advantageniimber of ways. Next to this using cash registachmne
facilitates the VAT collection process and theirrlwis another indicator with mean and standard atexn 3.99
and 0.921 respectively followed by the existence VAT unregistered organization is creating unfair
Competition with mean and standard deviation 3.888@ 0.64135, respectively are the indicators efrtfajor
factors that affect VAT revenue collection in tiedested three towns.

Table:4.8 Results of Tax evasion for sample respdents

Std.

N [Min|Max|Mean Deviation
The cause for tax evasion is high rate of tax 239 1| 5| 3.79 1.076
Complexity of tax laws will leads to tax evasion 239 1| 5| 3.59 1.16(
Tax evasion by VAT registered organizations issighificant 239 1| 5| 3.61 1.099
The use of cash register machine reduces tax evasivaud. 239 1| 5| 3.63 1.096
Using cas_h register ma_chlne for VAT collection hatispensable importan| 2ad 1| 5| 3.91 1054
for reduction of corruption

Source: Field Survey Result 2018

As it is clearly indicated in the table 4.8, usiragh register machine for VAT collection has indisgable
importance for reduction of corruption with meardastandard deviation 3.91 and 1.059 respectivelys T
indicates that electronic cash register machinge eeat influence on collection of VAT income hretselected
three towns. On the other hand the cause for tasien is high rate of tax with mean and standardatien
3.79 and 1.076 respectively. The use of cash mgimsachine reduces tax evasion or fraud is the peixit of
the respondents with mean 3.63 and standard daviat096.

Table 4.9 Results of Service delivery for sample spondents

N Min [Max|Mean| Std. Deviation
Less customer relationship and handling. 239 1 5[ 3.87 1.012
The employees are not giving customers individtteindion. 239 1 5[ 3.66 1.037
l’gre\/i:eﬁl(;:;i\;gr;ess using innovative and pioneeringits 239 1 5| 380 1.047
The offices give the service in an unethical way 239 1 5( 3.70 1.12(
The office delivers its services promptly not ba time 239 1 5( 3.47 1.19]

Source:Field Survey Result 2018

From Table 4.9 we can refer that there is lessooust relationship and handling seemed to be themaj
contributing factor to VAT income collection withean and standard deviation of 3.87 and 1.012, céispby;
this is followed by the less using innovative aridngering in its service delivery with mean andnded
deviation of 3.80 and 1.042, respectively. Nexithis, the employees are not giving customers ialdizi
attention and the office delivers its services gothynat the time 3.66 and 1.037; 3.47 and 1.91eetpely are
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also the contributing factors.
Table 4.10 Results of Tax administration or manageemt for sample respondents

N Min [Max|Mean| Std. Deviation
Lack of clear division of duties and responsik@lti amon| 239 5 5| 38d 92d
employees
Poor organization and ineffective communication 239 1 5( 3.73 .959
Lack of well trained and experienced employees 239 1 5 3.79 .944
Lack of facilities such as transport, stationary comg y
stationery hinder high VAT collection 239 ! 5 387 1.03

Source: Field Survey Result 2018

From this we can infer that VAT revenue collectiantivities are constrained by tax administration
(management). Moreover, lack of well trained andezienced employees in the authority and poor dzgéion
and ineffective communication with mean and stachddeviation 3.76 and 0.944; 3.73 and 0.959 resgyti
are the next problems which hinder the processAF ¥hcome collection in the selected three townsnfthe
above data we can conclude that VAT income cobbectin the three town affected by the variable tax
administration. i.e. if there is good tax admirasizn there would be good VAT income collectionfpamance.

Table 4.12 Results of Politico —legal factors forasnple respondents

N Min [Max|Mean| Std. Deviation
The VAT levied on my business is not reasonable 239 1 5| 4.02 .86(0
Bureaucracy in registration and identification 239 1 5| 3.9] 915
Political intervention 239 1 5| 3.8] .997
oot T T I B

Source: Field Survey Result 2018

Moreover, political intervention and lack of acdblsinformation on government regulations of VAfat
are relevant to business are the next crucial fadtr VAT collection problems with the mean andrstard
deviation 3.81 and 3.79, 0.997 and 0.915 respdgtieom the above data we can infer that politicéegal
factors is infact the main factor for the Value eddax revenue collection.

Correlation relationship Analysis
Table 4.13: - The relationship between independemariables and performance of VAT

Table 4.13 in appendix, indicates the associatietwéen the selected variables and performance &f VA
revenue collection for a sample of 239 firms$Simddo and Areka and Boditti towns in wolaita zone.

There is a positive relationship was found AwarsnesVAT and performance of VAT income collection
(r =.614, p < .01), which is statistically signdiat at 99% confidence level. Also there is alsostadtial,
however statistically significant relationship betm technological factors and performance of VAV¥eneie
collection (r = .602, p <.01). This would imply théhe more technological factors such as eleatrtax register
machines which is crucial for VAT income collectiavould used in each firms in the towns, the better
performance of VAT revenue collection would be.

The result on table above further indicates thadre is a substantial positive correlation betweg&T
evasion activities and performance of VAT revenakection (r = .607, p<0.1), which is statisticaflignificant
at 99% confidence level. This implies that VAT &wasis the major factor which affecting the perfemase of
VAT revenue collection performance.

As it is indicated in the table there is significaorrelation between VAT audit and enforcement and
performance of VAT revenue collection. In other d®rrelationship of VAT audit and enforcement and
performance of VAT revenue collection has substhpsitive relationship (r=0.560, p<0.01). Thisakhows
that auditing and enforcing the business orgamimasibout VAT is one of the contributing factorstth#fect
VAT revenue collection performance.

Pearson correlation test was also conducted to kmlogther there is significant correlation or notvsen
service delivery of the authority and performan€& AT revenue collection and the results are shamtable
4.13. As it is clearly indicated on the table, thsult of correlation analysis prove that servieévery of the
authority and performance of VAT income collectame correlated with a low relationship (r=0.250).

There exists a positive relationship between tariastration (management) and performance (r =&.42
< 0.01), and politico - legal factors and perfore@of VAT income collection (r = 0.633, p < 0.0®)hich are
statistically significant at 99% confidence level
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5. Conclusion and Recommendations

5.1. Conclusion

Wolaita zone VAT revenue collection performancehia last five years (2002 to 2006 EC) has beenthess
100% of the plans. This is proved by this studgklaf awareness of taxpayers, less usage of ténodchy
especially less usage of electronic tax registechin@s, increasing rate of different VAT evasiotivaies by
business firms and the consumers, less VAT audit enforcement, service delivery of the authoritATV
administrarion(management), and politico-legal destLastly, the politico-legal factor also hastistially
significant and positive relationship with collenii performance of VAT. From this we can concludat th
political and legal factors such as the not reaslen&AT levied on business firms and bureaucracy in
registration; and political intervention and ladkaecessible information on government regulatioh¥AT to
business firms are crucial factors for VAT collectiwhich highly affect the perfoemnace of VAT reuen
collection.

5.2. Recommendations

The following recommendations are suggested to engrthe VAT revenue collection performance in three
towns in wolaita zone.

Frist, There is a strong believes that well-informed &yqr society can be considered as an important fisse
the tax authority. Therefore, the authority shazddduct a consistent awareness creation prograopsdate the
business community and the society at large alheutdncepts, rules and regulations, advantagessaslof the
Value Added Tax.

Second,tax technology usage should be increased inomlepltect more VAT revenue. Using ETRs reduces
time and money of tax payers and also reduces \WAiBien.Wolaita zone revenue authorityshould coratirsly
follow up the existing business organizations arakento be registerd those who did not reisteredroegtion
for VAT and to use Electronic tax regisrer machirilse process of VAT registration of the authoshpuld be
smooth and easy for taxpayers.

Third, Collecting VAT revenue is afeected by differentttas. One of the main influencial factors is VAT
evasion and fraud in the wolaita zone. The nunadferAT evasion activities have been increased dasfigc
products by offering invoices of VAT inclusive aMAT exclusive, resistance from the business comiyuni
against registration for VAT, preparations of ursiated financial statements and making a busimassaction
reports under threshold level after it has launched

Fourth, Strong audit and enforcement is very importaninelet to enhance VAT revenue collection and to
reduce tax evasions. So, the authority has to aarit enforce VAT registered organizations.The aittho
should have audit plan based on risk assessmeisteiables the authority to focus on targeted dreasder to
detect non compliance. So the authority has td#skeeffective audit and enforcement mechanisms.

Fifith, The finding of this study shows that the servicelivery of the organization is statistically
insignificant.This means that there might be goexvise delivery their customers. But inorder to tome with
good service delivery, the authority should maifdgus customers (taxpayers) satisfaction, to de the
authority focus on customer relation and handlig innovative and pioneering customer satisfyictg/iies

in its service delivery to make work process tramept and ensure accountability in public serviekvery.

Finaly, the authority has to take accountability and esppnsibilty with minimizing the non reasonable VAT
payment especially in small business firms, redubessaucracy in VAT registration and identification
frequently deliver important information to taxpayen time, and decrease the political intervention

The recommendations forwarded towards the taxpayerand the public are:

In addition to the tasks performed by the tax attjothe business communities should also obeyctireent
VAT rules and regulations, develop the culture @fiué added taxpaying as a sign of modern thinkiray,
attentions towards the government's effort to colénd fund the long run projects carrying outtiatbugh the
country, take into account as the governifi®mbain source of income to fund to the social amolip affairs is
the wealth collected and accumulated from taxessider paying tax as a means of directly or indiygoutting
one's own contribution on changing the life of eadfzen and they perform their activities accogdiio the
current VAT laws as well as start to work in coggiem with the authority in fighting against thoseterprises
that are not registered to VAT revenue.
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Appendix1: The relationship between independent vaables and performance of VAT

VATR |[AWARVAT [TECH[VATEV|AEVAT [SERVDELJADMINVAT | POLE

VATR Pearson 1 614°| 602°| 607°| 560°| 2507 428" 633"

Correlatiorn

Sig. (2- ood .0od .00d .000 000 000 .00

tailed)

N 239 239 239 2394 239 239 239 239
AWARVAT  Pearson | o, o 1|.477°| .a04’| 407 120 241" 517"

Correlatiorn

Sig. (2- 000 ood .0od .000 064 .00d 000

tailed)

N 239 239 239 2394 239 239 239 239
TECH Pearson | oo 473" 1| 43| 347 115 236" 358

Correlation

Sig. (2- 000 000 00d  .000 075 000 000

tailed)

N 239 239 239 239 239 239 239 239
VATEV Pearson | oo 404" | 435" 1| 206" 177" 316" 389"

Correlatiorn

Sig. (2- 000 004 .000 000 008 000 000

tailed)

N 239 239 239 2394 239 239 239 239
AEVAT Pearson | o5 407" 343" 206 1 119 3017 414

Correlatiorn

Sig. (2- 000 ood .0od .000 069 .00d 000

tailed)

N 239 239 239 2394 239 239 239 239
SERVDEL Eearson. 250" 12d 118 1777 114 1 206" 229

orrelatior]

Sig. (2- 000 o064 079 .00d .06d 001 000

tailed)

N 239 239 239 239 239 239 239 239
ADMINVAT ~ Pearson | g 2417 236" 316°| 301°| 206 1| 264

Correlatiorn

Sig. (2- 000 ood .0od .0ood .000 001 000

tailed)

N 239 239 239 2394 239 239 239 239
POLE Pearson | oo 517°| 355" 389°| 414 229 264" 1

Correlation

Sig. (2- 000 ood .0od .0od .0od 000 000

tailed)

N 239 239 239 239 239 239 239 239
**_Correlation is significant at the 0.01 level(
tailed).
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