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ABSTRACT
The SMEs tax to GDP ratio in Uganda stand at 2.8 percent and this includes the contribution from
those SMEs operating in Lira Municipality. This results into tax gaps which are collected by
government in its quest to provide public goods and services (UIA, 2017). This study aimed at
examining the relationship between tax administration, tax morale and tax compliance and a case
study design approach was used as it allowed empirical inquiry and investigation of the variables
studied.

The study revealed that the level of tax compliance by SMEs operating in Lira Municipality is
moderately low and as matter of fact tax to GDP ratio is a measure of compliance and this
confirms that SMEs contributes little to the national treasury, it is therefore imperative that much
has to be done in areas of tax administration and tax morale which are main determinants of tax

compliance.

The study also found out that taxpayer education and tax audit are positively correlated with tax
compliance this therefore means that a boost in taxpayer education and tax audit would result into
a positive increase in the level of tax compliance and subsequently boosting domestic revenue. It
was also found out that tax morale has got positive relationship with tax administration and tax
compliance, therefore its mediating effect on tax administration is key factor in boosting
compliance as such much needed to be done to ensure that the level of morale of SMEs of Lira
municipality is increased so that it can boost tax administration and subsequently enhancing

compliance level.

In conclusion therefore tax compliance by SMEs of Lira municipality is moderately low and as we
are aware governments all over the world depends entirely on taxation as a means of raising funds
to provide public goods and services. Therefore a lot has to be done in the area of tax
administration and tax morale so as compliance level of SMEs in Lira Municipality is enhanced

which will then transform into high revenue yields for government.

Xiii



CHAPTER ONE

INTRODUCTION

1.1 Introduction

Tax administration is centered on the implementation and enforcement of tax legislation and regulations.
These activities includes identification and registration of taxpayers, processing of tax returns and third
party information, examination of the completeness and correctness of tax returns, assessment of tax

obligations, (enforced) collection of taxes and provision of service to taxpayers (Olatunji, 2016).

Tax morale encompasses the principles, norms and values that are held by individuals in realizing their
tax obligations. It is an intrinsic motivation to pay taxes coming from awareness that tax revenue

contributes to the provision for public goods (Torgler B. , 2003).

Tax compliance means broadly, meeting legal obligations imposed by the tax system. The focus is thus
on illegal evasion (deliberate) or from ignorance and error rather than legal (avoidance). But the
distinction is not always clear cut and among the risks that Revenue Authorities must manage more for
some taxpayer groups for instance the very wealthy, than others are those from avoidance activities

which cross some line of legal acceptability (IMF, 2015).

1.2 Background of the study

Historical Perspective

Challenges in dealing with taxpayer behavior and tax administration are old as taxation itself. A
remarkable example is that, when income tax was first introduced in the United Kingdom in 1799, it was

thought unacceptable that taxpayers should be required to disclose the precise level of their incomes. To



deal with the obvious risks involved, the response was to require that taxpayers should declare that the
tax paid was not less than 10 percent of their income (Binh & Taylor, 2018). The statement of income
was to proceed from taxpayer, in doing that it was not proposed that income should be distinctly laid
open but it would be declared only to the extent that assessment was beyond the proportion of a tenth of
the income of the person on whom it was imposed. In this way, the disclosure that would lead to revolt

was avoided (Binh & Taylor, 2018).

First important findings in the tax morale literature dates back to 1960s and 1970s by German scholars
around Glnter Schmolders known as the cologne school of tax psychology. They have emphasized that
economic phenomenon should not only be analysed from traditional point of view. They saw tax morale

as an attitude regarding tax (non) compliance (Macintyre, Torgler, & Schafficer, 2007)

Treatment of taxpayers with great caution helps cultivate tax morale and reduces tax compliance costs.
(Torgler, 2003) Since the 1990s, the issue of tax morale has increasingly attracted attention. The
question of why so many people pay their taxes even though fines and audit probability are low has
become a central issue in the tax compliance literature (Torgler, Schafflier, & Macintyre, 2007).

A good citizen has moral qualms to undertake a forbidden activity. These moral costs are closely
related to tax morale which motivates citizens to pay their dues to the state (Torgler, Schafflier, &

Macintyre, 2007).

Until 1920 tax compliance were low across all countries. Indeed, until 1910 less than 10% of national
income was collected by most industrialized governments of the world through taxation and this was
just enough for them to fulfill basic functions, such as maintaining order and enforcing property rights

(Esterban & Max, 2018).



After the First World War, however, tax compliance started growing considerably. In the period 1920-
1980 taxation as a share of national income increased drastically, more than doubling across all
countries in the world these increases in taxation went together with more government expenditure on
public services, particularly education and health care. After 1980, tax revenues started stabilizing, albeit
with marked differences in levels for each country. Today these differences remain significant (Esterban

& Max, 2018).

Conceptual Perspective

Tax compliance remains a global challenge for instance, between 2015 and 2016 alone; many U.S.
multinational corporations were involved in tax disputes with the European Commission. From a
historical perspective, these disputes are unprecedented as they have resulted in tremendous amount of
tax penalties. It is well known that international tax law has many loopholes, and in the past three

decades, multinational corporations (MNC) have exploited it (Yang & Metallo, 2018).

The European Commission, in 2016 sent shockwaves throughout the entire investment community when
it imposed a massive $14.5billion in penalties on Apple, Inc., USA, for receiving illegal tax subsidies
from the Irish government. In the same year (2016), the Organization of Economic and Cooperation
Development (OECD) announced a universal agreement to address these issues. The tax loophole

misuses have become too serious to neglect anymore (Yang & Metallo, 2018).

In many African countries, however, tax evasion which is bigger compliance problem leaves states with
major holes in their budgetary pockets. A 2015 report by the High Level Panel on Illicit Financial Flows
from Africa cites tax abuse as an important contributor (along with laundering of criminal proceeds,

corruption, and market abuse) to an estimated $30 billion to $60 billion per year that African



governments lose to illicit financial flows, hampering growth through state investment, improvements in
education and health services, and lower debt commitments abroad (United Nations Economic
Commission for Africa, 2015a, 2015b; Guardian, 2015). The 2016 leaks of the “Panama Papers”
exposing tax evasion and fraud among many African and world leaders and their families further
underlined the magnitude of the burden that tax evasion places on the continent (Kuo, 2016; Copley,

2016) and (Isbell, 2017).

It is a general maxim that taxpayers want to minimize their tax liability to the greatest extent possible.
However, taxpayers who overzealously pursue this aim risk crossing the line separating permissible tax

avoidance from impermissible tax evasion (Yang & Metallo, 2018).

Contextual Perspective

Despite the sustained growth of Uganda’s economy, trends in tax revenue show a stagnation of
performance. Tax revenue as a percentage of GDP, oscillated between 11.7 per cent and 13.1 per cent
between 2005/06 and 2014/15. Compared to other EAC countries, Uganda’s Tax to GDP ratio is one of
the lowest; Kenya’s stood at 20.0 per cent, Rwanda’s at 14.7 per cent and Tanzania’s at 21.0 per cent

in 2013/14 (Oxfam and SEATINI, 2017).

In its efforts to raise tax revenue from the current 13.9 per cent of GDP in FY 2015/16 to 16.3 per
cent of GDP by FY 2020/21, government has put in place several mechanisms to widen the tax

base (MoFPED, 2016) and (Oxfam and SEATINI, 2017).



Table 1. 1: Trend in revenue generation in East African countries and South Africa as percentage
to GDP for 2013/2014- 2015/2016

Country 2013/2014 2014/2015 2015/2016

Kenya 19.1 18.7 18.8
Rwanda 14.9 15.1 16.1
Tanzania 12.6 11.7 13.3
Uganda 13.3 12.3 12.8
Burundi 13.6 13.7 13.0
South Africa 26.1 25.7 26.2

Source: EARATC & SARS annual Report 2015/2016

The above table indicates Ugnada as a country with the lowest Tax to GDP ratio amongst East African
countries and South Africa in the year between 2013 to 2016.

In Uganda Small and Medium Enterprises (SMESs) are seen as critical for economic growth of the country
contributing 20 percent of GDP and constituting 90 percent of the private sector or creating employment
estimated at 2.5 million, improving standard of living and ensuring social and political stability, (Uganda
Investment Authority, 2016 ). It has been observed however, from previous taxation studies that several
SMEs in developing economies are non Tax compliant in spite of major reforms, since they (SMEs)
cannot be easily located by tax administration yet they pay less tax than their fair share of tax ( Tusubira

& NKote, 2013).

In the face of low tax compliance, much remains to be done in many countries including Uganda to
build effective tax administration and increase on the morale of taxpayers. Major areas of concerns are
weaknesses in tax administration in terms of auditing, taxpayer education, tax services and legal

frameworks (policies and Laws), and taxpayer registration (IMF, 2015).



1.3 Statement of the problem
The Small and Medium Enterprises (SMEs) tax to GDP ratio in Uganda is 2.8 percent which is low

compared to that of Kenya which is 9.4 percent, Tanzania 8.0 percent, Rwanda 3.3 percent and Burundi
5.7 percent. The average SMEs tax to GDP ratio for East Africa Countries is 5.8 percent; Sub Saharan
Africa is 7.3 percent and Latin America and the Caribbean 9.12 percent. The low percentage of tax to
GDP ratio explains why there is a substantial tax gap between taxes that that are theoretically collectable
from economically active SMEs in Uganda and the actual taxes collected (Uganda Investment

Authority, 2016) and (IMF, 2018).

The low tax to GDP ratio has been attributed to non compliance by taxpayers (SMEs) and potential
taxpayers (SMEs) with tax legislation and this resulted from low tax morale due to negative perception

towards tax payment and poor tax administration (Nada, 2017).

Although URA has put in place mechanisms to improve on tax administration and boost morale of tax
payers such as conducting tax clinics, taxpayer education, through training seminars and workshops
improved tax services, reward to honest taxpayers and tax exemptions to compliant taxpayers, but still
the level of compliance by SMEs still remains low as indicated by low tax to GDP ratio nationally and

this includes Lira Municipality (Uganda Investment Authority, 2016) and (URA, 2017).

It is therefore imperative that poor tax administration and low morale be addressed in order to improve

compliance among SMEs in Uganda Lira Municipality inclusive.

1.4 Purpose of the study

The purpose of the study was to examine the effect of tax administration and tax morale on tax

compliance.



1.5 Specific Objectives

1.

2.

To determine the level of tax compliance amongst SMEs in Lira Municipality.

To examine the influence of taxpayer education on tax compliance.

To analyze the effect of tax audit on tax compliance.

To examine the mediating effect of tax morale on the relationship between tax Administration

and tax compliance.

1.6 Research questions/ Hypothesis

1.

What is the level of tax compliance amongst SMEs in Lira Municipality?

The following hypothesis were tested in order to achieve the objective of the study

H;-There is no significant relationship between taxpayer education and tax compliance
H,-Tax audit has got no significant effect on tax compliance
Hs-There is no significant effect of tax morale on the relationship between tax administration

and tax compliance

1.7 Scope of the study

1.7.1 Subject scope

The study focused on the tax administration, morale and compliance. The effectiveness of tax

administration was assessed based on taxpayer education, tax audit and taxpayer registration which are

dimensions of tax administration. Tax morale was examined in terms of its mediating effect between tax

administration and tax compliance. Tax compliance was measured in terms of taxpayer ability to file

returns in time, pay tax dues timely and compute tax liability correctly for purposes of determining the

level of compliance by SMEs in Lira Municipality.



1.7.2 Time scope:

The study covered a period of three years 2015 to 2017 as a basis of assessment of tax compliance
among SMEs in Lira Municipality and took a period of three months commencing August 2018 and

ending early November 2018.

1.7.3 Geographical Scope.

The study was carried out in Lira District and more specifically Lira Municipality. Lira District is found
in Northern Uganda and is boarded by the following Districts Otuke and Alebtong in the East, Pader to
North, Kole in West and Dokolo to the South. Lira Municipality where these SMEs are operating is
approximately 450 kilometers (350 miles) from Kampala by road and North of Uganda. Lira district is
selected due to the fact that it is one of the fast growing districts with a number of businesses operating
in the district and another hub for businesses in South Sudan (Lira District Local Government, 2012)

and (UBOS, 2014).

1.8 Significance of the study

This study has provided concepts and grounds on which to develop a framework for exploring tax
compliance among SMEs in Uganda. The Government of Uganda and its revenue collection body
(Uganda Revenue Authority) will gain more in terms of new ideas and knowledge which has resulted
from this study in its effort to design suitable tax Administration programmes which includes, plans for
taxpayer identification and registration, taxpayer education and tax audit for SMEs. The report of this
study will also be useful to the business community and organization’s management teams for purposes
of knowing the tax compliance environmental factors and how the conditions can be improved or dealt
with. Finally, this research report will be of interest to policy makers, scholars and researchers who may

require developing and advancing their knowledge in this area of study.



1.9 Conceptual Framework

Conceptual framework is a written or visual presentation that “explains either graphically, or in
narrative form, the main things to be studied, the key factors, concepts or variables and the presumed
relationship among them. It can also be defined as a set of broad ideas and principles taken from
relevant fields of enquiry and used to structure a subsequent presentation (Wong & Wai, 2015) and
(Gitaru, 2017)

The figure below shows the conceptual model depicting the nature of relationship between the
independent, mediating and dependent variables. As such, the Independent variables of this study is
tax administration measured in terms of taxpayer education, tax audit and taxpayer registration. The
mediating variable is tax morale which was measured in terms of it mediating effect on the relationship
between tax administration and tax compliance which is the independent variable.

Figure 1. 1: Conceptual framework model on Tax Administration, Tax morale and Tax compliance

Tax Administration Tax Compliance
(Independent Variable) (Dependent Variable)
1. Taxpayer Education 1. Timely filling of tax returns
. TAX .
2. Tax Audit J|  MORALE R 2. Timely payment of tax dues
3. Taxpayer registration 3. Correct Computation of tax
liabilities

Source: Mohd et al. (2013) and Moderated by Researcher



1.10 Operational Definitions of Terms

Tax Administration is centered on the implementation and enforcement of tax legislation and
regulations. These activities include identification and registration of taxpayers, processing of tax returns
and third party information, examination of the completeness and correctness of tax returns, assessment

of tax obligations, (enforced) collection of taxes and provision of services to taxpayers.(Olatunji, 2016)

Tax Audit can be defined as “an examination of an individual or organization’s tax report by the
relevant tax authorities in order to ascertain compliance with applicable tax laws and regulations of
state”. Tax audit is also a process where the internal revenue service tries to confirm the numbers that

you have put on your tax return (Kircher, 2008).

Tax Compliance Tax compliance involves the process of a true reporting of the tax base, correct
computation of the liability, timely filing of the return and timely payment of the amounts due
(Franzoni, 1998)

Taxpayer Education This refers to programs aimed at teaching taxpayers about their tax rights,
responsibilities and legal requirements. Also refers to the method of educating the people about the
whole process of taxation and why they should pay tax.

Tax Morale encompasses the principles, norms and values that are held by individuals in realising their
tax obligations. It is an intrinsic motivation to pay taxes coming from awareness that tax revenue

contributes to the provision of public goods (Macintyre, Torgler, & Schafficer, 2007).

Tax Registration Is simply a process whereby a taxpayer is enlisted (registered) with the revenue
Authority for purposes of paying taxes and the tax payer in question is issued with a certificate of
registration indicating the taxpayer identification name, taxpayer legal name, the name of business,
address of taxpayer, nature of business and the type of tax the taxpayer is registered for.

10



CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction

This Chapter reviewed the literature related to variables that were studied and it was done in
accordance to the objectives and theory that underpinned the study. While reviewing the literature,

attention was paid mostly on areas of Tax administration, Tax Morale and Tax compliance.

2.1 Theoretical framework

2.1.1 The benefit theory of taxation

According to this theory of taxation, citizens should be asked to pay taxes in proportion to the benefits
they receive from the services rendered by the Government. This theory is based upon the assumption
that there is an exchange relationship or quid pro quo between the tax payer and Government (James,
Brian, & Feinstein, 1998, Mukhatar, Kerosi, & Onadabu, 2015). Under the benefit theory, tax levels are
automatically determined, because taxpayers pay proportionately for the government benefits they
receive. In other words, the individuals who benefit the most from public services pay the most taxes.
Income tax, property tax and sales tax all reduce how much money consumers have to save or spend.

Business taxes place some of the burden on commercial enterprises (Mukhatar, et al, 2015).

According to this theory, the state should levy taxes on individuals according to the benefit conferred on
them. The more benefits a person derives from the activities of the state, the more he should pay to the
government in terms of taxes. This principle has been subjected to severe criticism on the following
grounds The world over, taxes is one major source of government revenue, however, not every national

government have been able to effectively exploit this great opportunity of revenue generation. This can

11



be attributed to a number reasons including the system of taxation, tax legislation, tax administration and
policy issues, over reliance on other sources of revenue (such as foreign aid and grants), corrupt practices
in the system especially as it relates to the system of tax collection and behavior of citizens towards tax

payment and ease of tax payment (Mark, Philip, & Adrian, 2007 & Mukhatar, et al, 2015).

It is therefore imperative and justifiable that in order for taxpayers (SMEs) to be compliant, the
government should ensure that the returns a taxpayer get in terms of goods and services provided on the
basis of taxpayers’ money should be proportionate to the taxes they pay. There should be no provisions
of lip services to the common man who part away with his or her hard earned income in terms of taxes,
in this way if a taxpayer sees that the services or goods he gets in return to the taxes paid are

commensurate then he would be compliant.

Government ought to ensure that the economic environment in which these SMEs operate is stable and
conducive for businesses to operate, strong macroeconomic policies in place to control economic
variables like inflation and interest rates which affects business operations would be a motivator for
SMEs to comply and pay taxes. It should be noted that once businesses realize that the economy is biting
them hard in terms of very high interest rates, inflation is high, the morale of paying taxes goes low and

the end result would be low tax compliance and government loses out in tax revenue.

As justified above, such intervention by Government would buttress the benefit theory of taxation, as
government would be in position to tax SMEs effectively if economic variables like inflation and interest
rates are controlled and there should be no reason for SMEs not to comply since they (SMEs) would be

operating in a stable economic environment which is good for their businesses and profitability.
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2.2 Tax audit and Tax Compliance.

Tax audits have been variously discussed in relation to tax compliance. Some studies claimed that
audits have a positive impact on tax evasion. It has been suggested that in self assessment systems, tax
audits can play an important role and their central role is to increase voluntary compliance. It is further
argued audits rates and the thoroughness of the audits could encourage taxpayers to be more prudent in
completing their tax returns, report all income and claim the correct deductions to ascertain their tax

liability (Modugu & Anyaduba, 2014).

In contrast, taxpayers who have never been audited might be tempted to under report their actual
income and claim false deduction (Modugu & Anyaduba, 2014). It has also been found that tax audits
can change compliance behavior from negative to positive. In a study of small proprietors in the United
States, it was found that tax audits have a significant role in enhancing tax compliance. However this
study did not empirically test individual taxpayer’s thus left open room to conduct research in this area

(Witte & Woodbury, 1985).

While (Witte & Woodbury, 1985). Found significant results as indicated above, other studies found
contradictory result in the relationship between tax audit and tax compliance. It was found out that
audits did not significantly correlate with evasion for all groups of taxpayers. Audits were found to be
more effective in inducing taxpayers to over claim deductions rather than encouraging them to correctly

report actual income (Modugu & Anyaduba, 2014).

Another study of tax compliance of small and medium size enterprises (SME) in Australia with the
objective to examine the relationship between record keeping practices of SMEs and the potential
exposure to tax compliance problems also noted that low tax compliance among SMEs might better
encourage the tax authority to increase audits and investigations. this study found that audit history,
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including frequency, audit outcome and the type of audit of small business owners has a significant
indirect impact on tax compliance (in terms of record keeping) (Evans, Carlons, & Massey, 2005) and
(Modugu & Anyaduba, 2014). The result also evidenced that the primary objective of the small
business owners doing their record keeping is tax compliance related rather than part of their
management of their business. Thus, as the audits investigations increase, many SMEs will make more
of an effort at proper record keeping. From the foregoing, it is observed that previous studies have
evidenced that tax audits play an important role in increasing voluntary compliance. Audits rates and
the thoroughness of the audits could potentially encourage taxpayers to be more prudent in completing

their tax returns (Modugu & Anyaduba, 2014).

It is important to note that countries like Australia unlike Uganda has mechanisms and enough
resources interm of personel and finances to carry out regular Audit and the system would entail good
ethical practices that would inturn yield voulantary tax compliance. But with the Uganda system and
corrupt tendencies within our system it may be difficult for our audit to result in to volunatry tax
compliance, in the first instance as a country Uganda do not have enough resources interms of personel
and finances to carry out routine audit, leave alone the corrupt tendencies of the revenue officials (tax

administrators).

In this study therefore as a research student basing on Uganda’s system and taking into considerations
of the level of audit done by Uganda Revenue Authority, | will analyse tax auidt as a dimension of tax
administration and would like to know whether there is signifance relationship between the audit
component of tax administration and tax compliance, It will also be important to find out wehether
audits carried out by revenue body has encouraged voluntary tax compliance and above all would use it

in determining and analysing the level of tax administration among SMEs in Lira Municipality.
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2.3 Relationship between Taxpayer Education and Tax Compliance

There is a positive relationship between taxpayer education and voluntary tax compliance. Taxpayer
education will provide the necessary tax knowledge to comply with the tax matter and change the
perceptions and attitudes towards tax-compliance by creating more positive attitudes. This was
confirmed in a study carried out among the undergraduate students in the University of Malaysia. Using
the questionnaires administered to the students, at the beginning of the semester, to test the compliance
attitudes, before studying taxation subjects, and their responses were all recorded. At the end of the
semester, another set of questionnaires, were administered to test the compliance attitudes, after
acquiring the tax knowledge. The statistical findings confirmed the prevalence of the significant positive
relationship between the level of taxpayer education and the level of the voluntary tax compliance

(Machogu & Amayi, 2013).

From the above study it should be noted that these were not actual taxpayers who do not feel the pain of
parting away with hard earned money in term of taxation, these were students who were subjected to
taxpayer education as a subject of study, we therefore shall subject real taxpayers (SMES) in this study
and we will want to examine the influence taxpayer education has on tax compliance, whether it has

positive or negative influence on tax compliance remains a subject of analysis.

In a study conducted to evaluate the influence of tax knowledge on the tax compliance behavior among
the taxpayers in Malaysia as a result of taxpayer education. The objective of the study was to investigate
the effect of the presence of tax knowledge and understanding, on the level of tax compliance behavior.
Analyzing the data collected using questionnaires, to compare the compliance behavior of taxpayers
with significant level of tax knowledge with those without tax knowledge. Statistical findings,

confirmed that those with tax knowledge, had higher level of compliance than those without. The results
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indicated a significant relationship between the level of tax knowledge and the level of tax compliance

(Brian, 1993) and (Machogu & Amayi, 2013).

As such there is need to carry out similar study presently, because the environment, in which the study
was carried out, is different, and the study only compared the behavior of those taxpayers with
significant level of tax knowledge to those without tax knowledge. The study to be conducted will
examine the influence taxpayer education has on tax compliance and this will be carried out among

SMEs in Uganda and particularly those in Lira Municipality.

In another study conducted to determine the economic and behavioral factors affecting tax compliance
among taxpayers in the United States of America The objective of the study was to determine the
economic and behavioral factors, affecting the tax compliance among tax payers, in the Arkansas City
tax penalty amnesty system. Arkansas City had announced an amnesty system, whereby the non-
compliant traders were waived of the penalties and fines provided that they were ready to pay their tax
liability supposed to be paid and they did not pay. Using questionnaires administered to the participants
of this amnesty program, the respondents identified factors that made them not to pay their taxes due,
within the statutory period and not declaring the correct taxable income, as complexity of the tax laws,
ability to pay, ignorance of the tax laws, and the perceptions of high tax rates and unfairness of the tax
system. A significant portion of non compliance was unintentional, caused by the complexity of tax laws
and ignorance, as most of the tax payers did not understand their tax liabilities or their tax obligations.
The results confirmed that there was a significant positive relationship between taxpayers™ knowledge of
the tax matters, and the voluntary tax compliance (Christina, Debonah, & Gary, 2003) and (Machogu &

Amayi, 2013).
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As seen above, most of the studies in the area of tax compliance have concentrated on how to change
the taxpayer behavior towards more compliance using a mix of strategies, such as audit, deterrent
measures of penalties and fines, as well as quality service delivery strategies. Only few studies have
concentrated on how tax compliance behavior is affected by one individual factor holding constant other
influencing factors. What is not clearly brought out among the studies is the effect of individual
variables which would influence compliance among the SMEs especially in those areas where the
studies were conducted. The characteristic nature of SMEs poses a threat to the voluntary tax

compliance.

2.4 Taxpayer Registration

The record-compilation function, comprising identification and registration of taxpayers, constitutes an
important task for tax administrations. Although tax authorities tend to focus on auditing of taxpayers
who are already known and registered, they should also put efforts in including in the tax-return system
all persons and companies that have succeeded in escaping their notice. Management of taxpayers’

records consists of creation, updating and deletion of the records. (Miller, 2008)

The Tax Identification Number (TIN) is an important tool to easily identify citizens and businesses for
tax purposes. It enables Tax Administrations to easily and effectively link the information included in its
different data bases with reference to each taxpayer, and it is a very effective instrument for facilitating
the exchange of information between tax administrations and taxpayers and also with employers and
others who have a withholding obligation or an obligation to provide third party information to the tax
administration and also for the exchange of information between Tax Administrations and other

governmental bodies and with Tax Administrations from other countries (Miller, 2008).
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The use of the Tax Identification Number helps to improve the efficiency in the information
management and enables and facilitates the realization of matching controls (Muller, 2008) An effective
tax system encourages taxpayer compliance with registration obligations. Thereto the tax community
should be provided with clear and comprehensive descriptions of the requirements that lead to
registration and tax administrations should facilitate taxpayers to make the procedural requirements as
easy as possible online registration by taxpayers adequately serves the needs of taxpayers thus promotes

compliance, reduces the number of unintentional errors and is cost efficient (Gerit, 2011).

However, tax administrations should also take measures to assure the completeness of taxpayer’s
registration. Thereto it is necessary to establish a system whereby the tax administration is notified of all
external events with tax implications: setting-up of businesses and companies, transfer of registered
offices, start of gainful employment for natural persons, changes of residence, changes of activity (Gerit,

2011).

Essentialy therefore for taxpayer Identification and registration to yield into voluntary tax compliance
there ought to be a robust system of tax payer identification and registration which is simple and easy to
use. Simple registration process needs to be introduced by tax authority and perhaps use of simple IT
application as opposed to complex systems would not only result into taxpayers being lazy to register

but also avoid the system due to complexity.

2.5 Tax Morale and Tax Compliance

While tax morale is commonly used as a single concept, it can be more accurately thought of as a set of
underlying motivations for tax compliance. Identifying the channels through which tax morale operates
is both important for understanding individual preferences and for designing appropriate policy

responses. They considered five broad potential mechanisms through which tax morale could operate,
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recognizing that these channels are not mutually exclusive and are in fact likely to overlap and interact
with each other and these are the intrinsic motivation, reciprocity, peer effects and social influence,

cultural factors, information perfection and derivations from utility functions. (Erzo & Monica, 2014)

The factors affecting tax morale comprise of the perception of equity, including government’s treatment
of taxpayers, trust towards government institutions, the nature of the fiscal exchange between the
taxpayers and government based on customer satisfaction, government reward on honest taxpayers,
such as subsidies and tax holiday, tax knowledge and other individuals charcteristics. Other factors
affecting tax morale include demographics, economics, active participation in the political process and

the expectation of society (Abdul, 2017).

According to these factors tax morale differs significantly and systemetically across because of the
differences in cultural and demographic characteristics, for example research on tax morale in the USA
and Europe has shown that both have strong democratic tradition, taxpayers are treated as citizens with

equal rights and obligations (Alm & Torgler, 2006),

citizens are involved in political decission-making process (to make them feel like citizens) and have
mechanisms to see that the tax money is spent in accordance with the expectations. If we compare
between Northern Europe and Southeren Europe, Northern Europe has a ‘‘higher’” tax morale than
Southern Europe due to differences in democratic practices (Alm & Torgler, 2006), Research has also
shown that, in terms of taxpayers background, individuals with low education have a relatively high tax
morale, women have relatively high tax morale as do parents, married people have relatively high tax
morale and full time employess working for other people or organisations have higher tax morale than

the enterenprenuer or self employeda (Alm & Torgler, 2006), and (Abdul, 2017).
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Research related to tax morale and tax compliance conducted in Indonesia resulted into showing that
there exist significant effect of tax morale on tax compliance (Abdul, 2017). Similarly these studies
carried relied or focused on tax knowledge, tax fairness and trust in government as important features
of tax morale that impacted tax compliance. All these studies conveyed linkages between tax
knowledge, tax fairness and trust in government as dimensions of tax morale that impacts on tax

compliance (Abdul, 2017).

Most of the studies conducted, took into considerations factors like citizens participation in democratic
process as an important factor in boosting morale of citizen into paying taxes and trust in government,
some of these variables may be difficult to measure as they tend to be qualitative than quantitative in
nature. However it would be important to add factors like returns the citzen get interm of goods and
services after paying taxes. For example the provision of public goods, such as good road net works,
schools, medicine in government hospitals, and the general stability of a country could be factors that

would entice citizens to pay taxes.

2.6 Tax Compliance

Tax compliance means broadly, meeting legal obligations imposed by the tax system. The focus is thus
on illegal evasion (deliberate) or from ignorance and error rather than legal (avoidance). But the
distinction is not always clear-cut, and among the risks that Revenue Authorities must manage
more for some taxpayer groups for instance the very wealthy, than others are those from avoidance

activities which cross some line of legal acceptability. (IMF, 2015)

Tax compliance refers to the willingness of individuals to act in accordance with in both the spirit and
the letter of the tax law and administration without the application of enforcement activity. Prior to that,

Roth et al. (1989) defined tax compliance as filing all required tax returns at the proper time and that
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returns accurately report tax liability in accordance with the tax law applicable at the time the return is

filed. (Maryann & Sawyer, 2001)

The findings from a cross cultural study between Hong Kong and Australia indicated that Australian
taxpayers were generally more compliant than the Hong Kong taxpayers (Richardson, 2008). In an
experimental study to investigate the taxpayers’ noncompliance behavior in the US, Australia and
Singapore, results indicated that Singaporean taxpayers had the lowest noncompliance rate at almost 26
percent, while Australian taxpayers had the highest at 45 percent. The findings further suggested that
complete compliance was highest in Singapore (54 percent) and lowest in Australia (30 percent). The
US was in the middle in terms of both the compliance and noncompliance rates. (Maryann & Sawyer,

2001)

(Belkaoui, 2004). In his study on thirty countries, measured the level of tax compliance using the index
that varies from 0 to 6, where higher scores indicated higher compliance. In this study, New Zealand
was ranked the second most compliant after Singapore. This was followed by Australia, the United
Kingdom (UK) and Hong Kong. Malaysia was ranked eighth, after the US, while Italy was considered
to be the least compliant. A review of the above-mentioned studies provides useful information to the

researcher on the level of compliance behavior across countries.

However, studies on compliance behavior would be less meaningful without investigating the potential
factors leading to such behavior (Maryann & Sawyer, 2001). (Jackson & Millron, 1986) in their earlier
review of 43 tax compliance studies undertaken from 1974 to 1985, identified fourteen key variables of
compliance behavior, which include: age; gender; education; income level; income source; occupation;

peer influence; ethics; fairness; complexity; tax authority contact; sanctions; probability of detection;
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and tax rates There are a number of factors combined together or when singly used can lead to

compliance among different taxpayers as seen from the above studies.

In this study our focus will be on the following variable which includes timely payment of tax, correct
computation of tax liability and timely filling of returns in assessing the level of tax compliance among

SMEs in Lira Municipality.

2.7 Literature Gap

As a dimension of tax Administration, Taxpayer education and other variables reviewed, were being
provided as one of the tools to enhance voluntary tax compliance alongside other factor variable among
the entrepreneurs in the SMEs. The influence of taxpayer education and other variables reviewed on
the level of voluntary tax compliance on SMEs has not been fully elaborated as a method of enhancing
tax compliance among the taxpayers as a single factor variable. All variables reviewed; such as audit,
registration and morale were seen to be complementing each other in influencing tax compliance

However, such methods cost a lot of money and time to the Revenue Authority.

2.8 Summary of the literature review

From the literature, Uganda government just like any government in the world must depend largely on
taxation as a means of raising revenue to provide public goods and services to her citizens. This
therefore calls for strengthening tax administration, putting in place good programmes such as
taxpayer education and sensitisation, robust tax payer identification and registration systems, taxpayer
audits to ensure efficient administration, management and increased taxpayer moral resulting into

compliance which will in turn yield good revenue collection level for the provisions of social services.
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CHAPTER THREE

METHODOLOGY

3.1 Introduction

This chapter includes the research methodology that was used during the research study. In more
details, this chapter contains the research design, the research approach, population and sampling,
sources of data, the methods of data collection, the selection of the sample, the research process,
and the type of data analysis, measurement of data, reliability and validity of research instruments, the

ethical considerations and the research limitations.

3.2 Research design

Research design means the structuring of investigation aimed at identifying variables and their
relationships to one another. A research design is very useful as it helps the researcher to develop a
mental image of the structure for gathering the data and the analysis that will follow (Asika, 1991).

This study used a case study design to answer the research objectives. A case study is an empirical
inquiry that investigates a contemporary phenomenon (the case) in depth and within its real-life context,
especially when the boundaries between phenomenon and context are not clearly evident. This provided

the basis for gathering detailed information and in depth analysis of the study variables (Yin, 2014)

3.2.1 Research approach

The research approach used for the purposes of this study is the mixed research approach where by
both quantitative and qualitative research approaches were used. The purpose of this form of research
is that both qualitative and quantitative researches, in combination, provide a better understanding of a

research problem or issue than either research approach alone.
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3.3 Area of the Study

The study was conducted in Lira Municipality and as such the study population was drawn from
among SMEs operating in Lira Municipality and tax officials from URA offices in Lira and Gulu. Gulu
came as a result of the fact that URA tax Auditors who audit SMEs operating in Lira Municipality are

based in URA offices Gulu .

3.4 Target Population

The study was conducted from Lira Municipality and the target population was drawn from among
SMEs and these included thirteen tax officials drawn from URA Lira and Gulu Offices and the different
SMEs dealing in both service and product in Lira Municipality totaling to 100 SMEs. The study

therefore had a target population of 113 in total.

3.5 Sampling Technique

Sampling consists of obtaining information from only a part of a large group or population so as to infer
about the whole population. The object of sampling is thus to secure a sample which will represent the
population and reproduce the important characteristics of the population under study as closely as
possible (Kvale, 1996). Census and Probability sampling techniques were used. Simple random
sampling which enabled every possible sample to be equally chosen was then applied to arrive at the
samples that were drawn from a population of Small and Medium enterprises operating in Lira
Municipality. However due to the few number of population of the tax officials census was done and all
of them constituted the sample based on the fact that they were well abreast with the subject which was

studied.

24



3.5.1 Sample size selection

The sample size was eight (8) tax officials, five (5) tax auditors determined through census and 80
respondents from the target population of 100 SMEs and this was determined by formula for sample size

determination as shown below.

1+Ne?
Where, N = Target population

n = the sample size
e= the level of precision of measurement (acceptable error margin)

From Lira municipality, the target population of (N= 100) and error margin will be considered at a level e=
0.05
Thus,
n= 100
1+100(0.05)2
n=80
The eighty respondents from the target population 100 was arrived at using a table developed by RV

Krejcie and Morgan as cited by (Amin, 2005).The selected sample will be distributed as shown below.

Table 3. 1: Population sample, sample size and sampling techniques

Category Population Sample Size Sampling Technique
Small and Medium 100 80 | Simple Random sampling
Enterprises

URA Tax officials 08 08 | Census

URA Tax Auditors 05 05 | Census

Total 114 94

Source: Primary Data
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3.6 Research Instruments

3.6.1 Questionnaires

This is a written list of questions, the answers to which are recorded by respondents. In a questionnaire
respondents read the questions, interpret what is expected and then write down the answers (Ranjit,
2011). Self-administered questionnaires which were semi structured was used for data collection and

later on retrieved and analyzed for purposes of generating this report.

3.6.2 Interviews

An interview is a conversation, whose purpose is to gather descriptions of the life-world of the
interviewee with respect to interpretation of the meanings of the described phenomena (Kvale, 1996). In
a similar an interview is an extendable conversation between partners that aims at having in-depth
information about a certain topic or subject, and through which a phenomenon could be interpreted in

terms of the meanings interviewees bring to it (Alshengeeti, 2014).

Accumulating such meanings can be done in various ways, of which one-on-one interviews are the most
common. Besides one-on-one interviews, focus groups interviewing is also popular (Marshall &
Rosman, 2006). Additionally, research has shown that four types of interviews are frequently employed
in social sciences. The first is the structured interview, whose key feature is that it is mostly organized
around a set of predetermined direct questions that require immediate, mostly ‘yes’ or ‘no’ type,
responses. Thus, in such an interview, the interviewer and interviewees would have very little freedom,
Accordingly, it can be argued, that this type of interviews is similar to the ‘self-administered’

quantitative questionnaire in both its form and underlying assumptions (Alshengeeti, 2014).
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Interviews with both structured and semi structured questions were conducted with revenue officials
from URA Lira and Gulu offices to ascertain most especially interventions put in place to enhance
compliance, improve on tax administration and increase on tax morale among SME taxpayers in Lira

Municipality.

3.6.3 Validity and reliability of research instruments

Validity and reliability is the degree of accuracy and consistency of a data collection instrument to
measure a variable. Research tools were prepared and presented to supervisor(s) to check their
correctness and the ability to measure the variables which were studied. The supervisor(s) comments
were used to improve the data collection instruments by eliminating all errors and weak points which
were identified in the tools. Pretesting of the questionnaires was also done by administering them to 30
respondents within the target population but outside the sample. This helped in identifying the gaps

which existed and thereby making appropriate modifications.

The researcher also used the formula below to establish validity of the research tools as indicated by

(Denise, 2006)

Content Validity Index (CVI) = Agreed items by all Judges Suitable

Total number of Items Judged
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Table 3. 2: Content Validity Indices for the questionnaires

Variable Description No. of Items | No. of Valid Content Validity
items Index

Independent | Tax Administration 25 20 0.8

Mediating Tax Morale 7 5 0.714

Dependent Tax Compliance 12 9 0.75

Source: Primary Data (2018)

According to (Amin, 2005) for any instrument to be considered valid it must have a content validity
index of 0.7 and above. For purposes of this study therefore all the instruments used had CVI above

0.7 as indicated in the above table.

Reliability is the measure of the degree to which research instrument yields consistent results after
repeat. Cronbach’s Alpha coefficient will be used to measure reliability of the instruments according
to (Amin, 2005) an Alpha of 0.5 or higher is sufficient to show reliability the closer it is to 1 the higher
the internal consistency in reliability. The questionnaires were tested and reliability computed using

SPSS and scores evaluated for purposes of testing reliability.

Table 3. 3: Reliability indices for the respective variables

Variable Description No. of Cronbach’s alpha
items

Independent Tax Administration 20 | 0.515

Mediating Tax Morale 05 | 0.663

Dependent Tax Compliance 910.618

Source: Primary (Data2018)

The values of Cronbach’s alpha determined the level of reliability of the instruments which were above

0.5 for it to be reliable as indicated in the above table.
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3.7 Data Collection Procedure

Meeting was held with the officials of the office of the town clerk Lira Municipal council, URA
officials at Lira Regional office in the second week of August 2018 so as to gain acceptance of their
participation in the research. More specifically, this helped me as a research Student to come in touch
with and asked them to participate in the research after explaining the nature and the scope of the study

to them.

During the study only primary data were collected. Interviews and Questionnaires were used and the
latter had Likert scale for quantitative data. Questionnaires has been considered, as they are less costly,
requires less administration effort inherent in instruments like interviews and useful in obtaining

objective data (Marshall & Rosman, 2006).

3.8. Measurement of variables

Variables cannot be measured at one specific level only. Whether variable will be measured in one way
or the other depends very much on how it is conceptualized and on what type of indicators have been
used during measurement. The same variables can be measured in various ways (Sarantakos, 2005). In
this study the variables were measured at the nominal and ordinal levels. The ordinal levels used Likert

type items where by 5 took the value of strongly agree to 1 which took value of strongly disagree.

3.9. Sources of data

Primary data was collected from the field through interviews and questionnaires that were self-
administered to the respondents. The data was retrieved, edited, tabulated and used for making

conclusions in view of the research study objectives.
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3.10 Data Analysis

The filled-in questionnaires were edited for consistency. The data generated was qualitative and
quantitative in nature. Frequency tables have been produced and presented by use of tables, graphs &
bar charts in order to explain the level of tax compliance and to examine the influence taxpayer
education and tax audit has on tax compliance among SMEs in Lira Municipality. Therefore, descriptive
analysis techniques were used; consistent with the research design. Using Package for Social Sciences
(SPSS 20), the quantitative data were coded to enable the responses to be grouped into categories.
Descriptive statistics such as frequencies and percentages have been adopted to summarize the data. A
correlation and multi regression analysis was performed in examining and assessing the relationships

between the independent, mediating and dependent variables.

3.11 Limitations of the Study

The study was conducted in Lira Municipality northern Uganda. It is the belief of the researcher that it
would have been more comprehensive and sounding if the study was conducted from among SMEs
from all the regions in Uganda. But to cope up this limitation, the selected samples were believed to be
large enough so that conclusions were confidently drawn. It was also envisaged that many people are
always privy on matters to do with taxation, it is therefore critical to note that all necessary
information required for this study may not have been given by respondent, it was put clearly to the
respondents that this was purely an academic research study and as such the information given
would be purely used for academic purpose. In this way the respondents gave all and truthful

information which resulted into true findings of the study.
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CHAPTER FOUR

PRESENTATION, ANALYSIS AND INTERPRETATION OF RESULTS:

4.0 Introduction

This chapter presents the description of the findings of the study both in narrative and tabulations. First
is the demographic information of the respondents such as gender, age and education. It also presents the
characteristics of SMEs in relation their status, type of industry and the size. Secondly descriptive
statistics of the mean and standard deviation followed by detailed analysis of the research question and

hypotheses is then presented.

Finally the presentation, analysis and interpretation of the research question based on the research

objectives are given.

4.1 Response Rate

In total, eighty five (80) questionnaires were distributed to sampled respondents and these were Small
and medium enterprises (SMESs) and all the responses were received back. However two responses were
excluded by the researcher due to too much gaps which existed in them for instance the responses were
made quarter way and this could not give any meaningful information. The final sample therefore
consisted of seventy eight responses (78) reflecting a percentage response rate of 97.5% of the total
sample and this was considered adequate. There was also interview conducted with thirteen revenue/ tax
officials and for this, the response rate was one hundred percent of the sampled population. This
response rate was considered good as it checked against the risk of bias in responses due to a good

percentage return.
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4.2 Results on the background characteristics of respondents

The study revealed that most businesses had lasted for between five to ten years of age. 35.9 % of the
businesses had lasted for at least between 1-4 years, 28.2 % between 5-10 years and 34.6 for over 10
years and above and only 1.3 % had lasted for below one year. The respondents were constituted by 82.1
% of male and 17.9 % of female. This indicated that men were more in business than women in small
and medium enterprises in Lira Municipality. The level of education of respondents was as follows 23.1
% had certificates, 21.8 % had Diplomas, 43.6 % had university degrees and 11.5 % had Master
Degrees. The respondents who were in top management of the businesses constituted 52.6 %, middle
management 25.6 % and operational 21.8 %, this facilitated the collection of correct data as the
respondents were better placed and were well informed about matters to do with taxation of their

respective businesses as presented in Table 4.1.

Table 4. 1: Profile of Respondents

Valid No. (N= 78) Frequency (N) | Percent (%)
Gender Male 64 82.1 82.1
Female 14 15.5 17.9
Age Less than 1 1 1 13
year
1-4 years 28 28 35.9
5-10 years 22 22 28.2
10 years and 7 97 346
above
Education Certificate 18 18 23.1
Diploma 17 17 21.8
Degree 34 34 43.6
Master Degree 09 09 11.5
Managerial Level | Operational 17 17 21.8
Middle 20 20 25.6
Top 41 41 52.6
n=78

Source: Primary Data 2018
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4.3 Results on the background characteristics of SMEs

As shown in table 4.2 below, 65.4% of the enterprises were registered Private Limited Companies, 17.9

% Sole proprietorship, 7.7% Partnership, 6.4%, Public Limited Company and 2.6% Non registered. The

Industries were constituted as follows, 26.9% Construction , 25.6% Retail, 16.7% Service, 12.8%

Manufacturing, 5.1% mobile money, 5.1% Service and product, 3.8% Construction and Supplies, 2.6%

Produce, and1.3% Pharmacy (Pharmaceuticals) the responses got were from diverse group of industries

and this was good for purposes of comparison. 51.3 % of the respondents were small enterprises and

48.7 % were medium enterprises this according to the classification of micro, small and medium

enterprises. (PKF, 2013)

Table 4. 2.Profile of SMEs

Valid No. (N=78) | Frequency (N) | Percent (%0)

Status Not registered 2 2 2.6
Private Limited Company 51 51 65.4

Public limited company 5 5 6.4

Partnership 6 6 7.7

Sole proprietorship 14 14 17.9

Industry Retail 20 20 25.6
Service 13 13 16.7

Manufacturing 10 10 12.8

Construction 21 21 26.9

Mobile money 4 4 5.1

Service and product 4 4 5.1

Pharmacy 1 1 1.3

Produce 2 2 2.6

Construction and supplies 3 3 3.8

Size 1-50 40 40 51.3
51-250 38 38 48.7

Source: Primary Data 2018
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4.4 Descriptive results of the research variables

The main objective of this study was to examine the effect of tax administration and tax morale on tax

compliance among small and medium enterprises of Lira Municipality in Lira District. One research

question and three hypotheses were framed to answer the research objectives. Questionnaires were

designed and dispensed to respondents and interviews were conducted in the main areas of studies and

theses included Taxpayer education, tax audit, taxpayer registration, tax morale and tax compliance.

Each dimension had several components tested in order to answer the objectives of the study. Analysis

of the Means and Standard deviations were done to present the descriptive results of the variables

studied.

Table 4. 3: Descriptive Statistics of the studied variables

1) Taxpayer Education Mean Std. Deviation
Statistic Statistic

I always attend taxpayer seminar/ workshop organized by URA 3.1282 1.29293

I regularly attend tax clinics organized by URA 2.7308 1.32580

I regularly listen to the radio talk shows programmes of URA 3.7692 92474

I regula}rly visit taxpayer education portal of Uganda Revenue 3.0256 1.28906

Authority

I havet ever r_ecelved practlcal hand books and guides from URA 3.0000 145941

to assist me in preparing my own tax returns

There are routine taxpayer education programme run by URA 3.4615 1.02808

N=78

Source: Primary Data: 2018
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2) Taxpayer Registration Mean
Statistic Statistic

.I got registered with the online registration of taxpayer 2 6026 149753
introduced by URA on my own

Somebody else did for me my online registration of

taxpayer introduced by URA 3.2821 1.38543
T_he online taxpay?r registration introduced by URA is 2 7308 197588
simple and user friendly

| always update my information online with ease and

L 2.7051 1.18551
simplicity

I always share information with URA online 3.7436 78021
| always file my returns online 4.3590 48280
I do almost all my tax transactions online 4.1282 79542
Valid N (listwise)

N=78

Source: Primary Data: 2018

3) Tax Audit Mean Std.

Deviation
Statistic Statistic

My business was audited by URA Tax Auditors in the last financial year 2.7821 1.29582
I always keep proper records of all my Business transactions 3.3462 1.07904
I always share all my accounting records with URA officials 3.1282 1.06123
I have ever received audit manual from URA 3.0641 1.19891
The.Audlt manual e.xplalns the type of audit and circumstances in which 3.0000 1.00647
audits are to be carried out

My pusmess_regu_larly use accounting documents like vouchers payment 3.3205 1.07502
receipts and invoices

My business is regularly audited by URA Tax auditors 2.9103 1.15304
Valid N (listwise)

N=78

Source: Primary Data: 2018
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4) Tax Morale Mean Std.
Deviation
Statistic Statistic
As a citizen it is my duty to pay tax 4.6154 56363
I fee! itis my responsibility to_pay taxes so that the government can 4.2308 7888
provide public goods and services
Because of the fair tax system I find it prudent to pay taxes 2.3333 1.27582
Because I trust t_he government in the way it uses our taxes I find it 1.8974 116875
worthwhile paying taxes
Because of the knowledge | have about our tax system I find it is 2 7049 143571
important to pay taxes
N=78
Source: Primary Data: 2018
5) TAX COMPLIANCE Mean | Std. Deviation
Statistic Statistic
| always file my returns in time 3.3718 1.35904
| always pay tax in time without intervention of the tax officials 3.3462 1.31748
| always disclose all my income for tax purposes 3.3974 1.24149
I always follow tax rules and regulations governing SME' operations 3.1282 1.20990
| feel paying tax is a burden on us taxpayers 3.6154 1.49658
_I feel it is wrong if | do not report all my income in order to pay less 32436 1.39745
income taxes
If in doubt about Yvhether or not to report a certain source of income, | 2 9359 1.20970
would not report it
There is nothing bad about underreporting taxable income on one's tax 2 6410 1.30905
return
Taxes are so heavy that sometimes it is justifiable to cheat on taxes 3.5641 1.55914

Valid N (listwise)

N=78
Source: Primary Data: 2018
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Table 4. 4: Descriptive Statistics- Average Mean for studied Variables

Mean Std. Deviation
Statistic Statistic
Tax Compliance 3.1859 77057
Tax Audit 3.0788 52332
Taxpayer Registration 3.3645 42494
Taxpayer Education 3.1859 77057
Tax Morale 3.1744 .71449

N=78
Source: Primary Data: 2018

The above table shows the average mean for the entire studied variable

4.5 Results on the level of Tax Compliance by SMEs.

On this variable, which is a dependent variable respondents were asked to state whether they were filling
returns timely, paying taxes timely without intervention of revenue officials, disclosing all their incomes
for tax purposes, compliance with tax regulations and rules, whether paying tax is a burden, whether
they were disclosing all their incomes for taxation, whether it was bad to under report and whether taxes

are so heavy that it is justifiable to cheat.

4.5.1 Timely filing of returns

Respondents were asked to state whether they were filling returns in time and as indicated in table 4.3
(5), a high mean of 3.3718 was reported which implies that the level of compliance in respect to timely

filling of returns was high as interpreted by the legend table, table 4.5.

4.5.2 Timely Payment of taxes without intervention of revenue officials

Respondents were asked to state whether they were paying taxes in time without intervention of revenue

officials and as indicated in the in table 4.3 (5), a high mean 3.3462 was reported which implies that the
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level of compliance in respect to timely payment tax dues by SMEs of Lira Municipality was high as

interpreted by the legend table, table 4.5.

4.5.3 Disclosure of all income for tax purposes

Respondents were asked to state whether they were disclosing all their incomes for tax purposes and as
indicated by table 4.3 (5) a high mean of 3.3974 was reported which implies that the level of compliance
in respect to full disclosure by SMEs of Lira Municipality was high as interpreted by the legend table,

table 4.5.

4.5.4 Compliance with tax rules and regulations governing SMEs operations.

Respondents were asked to state whether they were following tax rules and regulations governing SMEs
operations and as indicated in table 4.3(5) and interpreted by table 4.5 a moderately low mean of 3.1282
was reported implying the level of compliance in respect to adherence to regulations and rules relating to

tax matters were not being followed well by these SME’s operating in Lira Municipality.

4.5.5 Paying tax as a burden on taxpayers

Respondents were asked to state whether they felt paying tax was a burden on them and as indicated by
table 4.3 and interpreted by table 4.5 (5), a high mean of 3.6154 was reported implying that a good
number of taxpayers did not consider paying tax as a responsibility, this would affect level of

compliance as many may attempt to evade.

4.5.6 Failure to report all income in order to pay less income taxes

Respondents were asked to state whether they did not feel it wrong if they did not report all their income
in order to pay less income taxes and as indicated in table 4.3 (5) a moderately low mean of 3.2436 was

reported implying that a bigger percentage saw failure to report on all income as a necessary evil, this
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would affect level of compliance as all incomes due for taxation would not be disclosed and reported in

the returns.

4.5.7 If in doubt about whether to or not to report a certain source of income

Respondents were asked to state whether if they were in doubt about certain sources of income they
would report or not report such incomes for taxation purposes and as indicated in table 4.3(5) a
moderately low mean of 2.9359 was reported implying that very few respondents agreed to the fact that
if they were not sure of certain source of income they would not report on them, this also an incentive
for compliance.

4.5.8 Under-reporting taxable income on one’s tax return

Respondents were asked to state whether there is nothing bad on under-reporting taxable income on
one’s tax return and as indicated in table 4.3 a low mean of 2.6410 of was reported implying that a few
number of respondents agreed to the fact that underreporting on one’s income in the returns was not bad,
this implies that a good proportion of taxpayers are willingly to disclose all their incomes for tax

purposes a positive indicator of compliance.

4.5.9 Taxes are so heavy that sometimes it is justifiable to cheat.

Respondents were asked to state whether taxes are so heavy that sometimes it is justifiable to cheat on
taxes and as indicated in table 4.3, a high mean of 3.5641 was reported implying that a good percentage
of SMEs agreed that taxes were heavy so cheating would be justifiable. This affects level of compliance
as taxpayers would not be paying taxes willingly. As a matter of fact tax compliance is the ability of a

taxpayer to pay taxes willingly without being coerced to do so (IMF, 2015).
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In determining the overall level of tax compliance of SMEs in Lira Municipality, all indicators of tax
compliance were computed and as indicated by table 4.4 a moderately low mean of 3.1859 and a
standard deviation of 0.77057 was reported and as interpreted by the legend table 4.5 it was determined

that the level of tax compliance by SMEs operating in Lira Municipality was moderately low.

The above findings are corroborated with the findings from the interviews that were conducted with the
Uganda Revenue officials in Lira who all rated the level of tax compliance as being low. The tax

officials were asked questions such as;

If you were to rate what is the level of tax compliance by small and medium enterprises in Lira
Municipality? All the responses were that tax compliance level is generally low
If the level of tax compliance is low why do you think it is so? Responses such as; Tax payer don’t see

the value of paying taxes in terms of service delivery, Lack of knowledge about tax system, Poor
attitudes towards paying taxes and Deliberate attempts to evade taxes were given by the tax officials.

From the above analysis and findings, it was found out that the tax payers have got poor attitudes
towards payment of taxes and most of them believe that they don’t see value of paying taxes. It is
therefore prudent to say that the level of tax compliance by small and medium enterprises of Lira

Municipality is moderately low arising from the findings of this study.

LEGEND TABLE: The Likert scale had the highest value of five and one being the lowest as such the
scale for rating mean were seven and it was calculated as below

= (5-1)/7
=0.571

As such the first scale which is the lowest took the value of 1 to 1+ 0.571 and the values were added and rated
until the last value of 4.48 to5.0
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Table 4. 5: Legend table for interpretation of the Mean

Extremely
Low

Very Low

Low

Moderately Low

High

Very High

Extremely High

1-1.57

1.58-2.15

2.16-

2.73

2.74-3.31

3.32-3.89

3.90-4.47

4.48-5.0

4.6 Results on the influence of taxpayer Education on Tax Compliance

The first null hypothesis on this study variable was that taxpayer education has got no significant

relationship on tax compliance. To test whether taxpayer education has got no significant relationship on

tax compliance, the two variables were correlated using Pearson linear correlation co-efficient index.

The table 4.6 below shows that the correlation between the two variables yielded r = 0.240 whose sig=

0.034 which is less than a 0.05 hence the null hypothesis was rejected. The significance level showed

that taxpayer education has a strong positive relationship between tax payer education and tax

compliance.

Table 4. 6: Pearson linear correlation co-efficient between taxpayer education and tax compliance

Taxpayer Education

Tax Compliance

Pearson Correlation 1 240"
Taxpayer Education Sig. (2-tailed) .034

N 78 78

Pearson Correlation 240" 1
Tax Compliance Sig. (2-tailed) .034

N 78 78

*. Correlation is significant at the 0.05 level (2-tailed).
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4.6.1 Regression Analysis

Linear regression was done in order to determine the explanatory power of taxpayer education in
predicting the level of tax compliance. This analysis helped in examining the influence of taxpayer

education on tax compliance.

4.6.2 Model Summary

The analysis in table 4.7 Adjusted R square which is the coefficient of determination has value of 0.58
an indication that there would be a variation of 58 % on tax compliance due to a change in the level of

taxpayer education.

Table 4. 7: Regression Model table on the relationship between taxpayer education and tax
compliance

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

1 240° .058 .045 .95047

a. Predictors: (Constant), Taxpayer Education

4.6.3 ANOVA

The ANOVA statistics in the table 4.8 below showed that the processed data which is the population
parameters had a significant level of 3.4 % this revealed that the data was ideal for making conclusion
on the population parameters as the value of significance (P- value) was less than 5%. It also indicates

the model was statistically significant and that tax audit was significantly influencing tax compliance.
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Table 4. 8: Regression ANOVA table on the relationship between taxpayer education and tax
compliance

Model Sum of Squares df | Mean Square F Sig.
Regression 4.214 1 4.214 4.664 .034°
1 Residual 68.658 76 903
Total 72.872 77

a. Dependent Variable: Tax Compliance
b. Predictors: (Constant), Tax Education

4.6.4 Model Coefficient

Results from the coefficient regression in table 4.9 below revealed that holding taxpayer education to a
constant zero, tax compliance among Small and medium enterprises in Lira Municipality would stand at
2.461. A unit increase in taxpayer education would lead to increase in tax compliance by a factor of
0.278.

Table 4. 9: Regression Model Coefficient table on the relationship between taxpayer education and
tax compliance

Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
(Constant) 2.461 421 5.847| .000
Tax Education 278 129 240( 2.160| .034

a. Dependent Variable: Tax Compliance

4.7 Results on the relationship between tax audit and tax compliance.

The second null hypothesis on this study variable was that tax Audit has got no significant effect on tax
compliance. To test whether tax audit has got significant effect on tax compliance, the two variables
were correlated using Pearson linear correlation co-efficient index. Table 4.10 below shows that the
correlation between the two variables yielded r =0.252 whose significance is 0.026 which is less than o
0.05. Hence the research null hypothesis was rejected. The findings revealed that tax audit have got
significant effect on tax compliance at one percent level of significance meaning there is a positive

relationship between tax audit and tax compliance
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Table 4. 10: Pearson’s linear correlation coefficient between tax Audit and tax compliance

Tax Audit Tax Compliance
, Pearson Correlation 1 252"
Tax Audit ) -
Sig. (2-tailed) .026
] Pearson Correlation 252" 1
Tax Compliance ) i
Sig. (2-tailed) 026

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

4.7.1 Regression Analysis

Linear regression was done in order to determine the explanatory power of independent variable (tax

audit) in the variance of the dependent variable (Tax compliance)

. Model Summary

Adjusted R square is the coefficient of determination which shows the variation in the dependent
variable due to changes in the independent variable. From the model summary table 4.11 below, the
value of R Squared was 0.63, an indication that there would be a variation of 63% on tax compliance
due to a change in the level of tax audit. From the findings shown above there was a strong positive
relationship between the study variables as shown by r=0.252. It should be noted that audit of taxpayers
(SME’s) are done annually by URA auditors and this was revealed during the interviews conducted by
the researcher with the URA Auditors and other tax officials. This Audit therefore is not comprehensive

and this could probably explains why the value r is not showing a very strong positive relationship

Table 4. 11: Regression Model table on the relationship between taxpayer education and tax
compliance

Model R R Square Adjusted R Std. Error of the
Square Estimate
1 .252° .063 .051 1.28348

a. Predictors: (Constant), Tax audit
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1. ANOVA

The ANOVA statistics in the table 4.12 below showed that the processed data which is the population
parameters had a significant level of 2.6 % this revealed that the data was ideal for making conclusion
on the population parameters as the value of significance (P- value) was less than 5%. It also indicates

the model was statistically significant and that tax audit was significantly influencing tax compliance.

Table 4. 12: Regression ANOVA table on the relationship between tax Audit and tax compliance

Sum of Df Mean F Sig.
Squares Square
Regression 8.457 1 8.457 | 5.134 | .026°
1 Residual 125.197 76 1.647
Total 133.654 77

a. Dependent Variable: Tax Compliance

b. Predictors: (Constant), Tax Audit

1. Model Coefficient

Results from the coefficient regression in table 4.13 below revealed that holding tax audit to a constant
zero, tax compliance among Small and medium enterprise in Lira Municipality would stand at 2.510. A

unit increase in tax audit would lead to increase in tax compliance by a factor of 0.287.

Table 4. 13: Regression Model Coefficient table on the relationship between Tax Audit and tax
Compliance

Model Unstandardized Standardized t Sig. | 95.0% Confidence
Coefficients Coefficients Interval for B
B Std. Error Beta
(Constant) 2.510 .397 6.326 .000 1.720 | 3.300
1 Tax audit .287 127 .252 2.266 .026 .035 .540

a. Dependent Variable: Tax Compliance
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4.8 Results on the mediating effect of tax morale on the relationship between tax Administration

and tax compliance.

In establishing the effect of a mediator variable, it is important to establish that the three conditions are

met by obtaining a correlation coefficient for the three relationships (Pierce, 2001) and (Turhan & Emel,

2012).

The third null hypothesis on this study was that tax morale has got no significant effect on the

relationship between tax administration and tax compliance. To test whether tax morale has a mediating

effect on the relationship between tax administration and tax compliances a correlation analysis was

done to find whether there is a positive relationship between these three variables and as indicated in the

Table 4.14 below, it was revealed that very strong positive relationships exist between all the three

variables. The correlation between the three variables yielded r =0.275, r = 0.250 whose significance are

0.015 and 0.028 which is less than o 0.01 and also r = 0.829 whose significance are 0.000 which is less

than a 0.05, hence the research null hypothesis was rejected.

Table 4. 14: Correlations table on the relationship between Tax Administration, Tax Morale and

tax Compliance

Tax Compliance | Tax Morale | Tax Administration

Pearson Correlation 1 275 829"

g"z:r‘n Jiange  S19- (2-tilec) 015 000

N 78 78 78

Pearson Correlation 275 1 250

Tax Morale Sig. (2-tailed) .015 .028

N 78 78 78

Tax Pearson Correlation 8297 250 1
pi o Sig. (2-tailed) 000 028

78 78 78

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

**_Correlation is significant at the 0.01 level (2-tailed).
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. Multi Regression Analysis

Multi Regression analysis was done to determine the level of predictability, how the dependent variable
is influenced by the independent variable and the mediating variable. Multi Regression analysis was
used to predict how the mediating variable (Tax morale) and the independent variable (Tax
administration) predict dependent variable (tax compliance). Here the value R? R square), in this
analysis R? = 0.113 meaning 11.3 % of the variance in the tax compliance is influenced by tax morale
and tax administration.

Table 4. 15: Model Summary table on the relationship between Tax Administration, Tax Morale
and tax Compliance

Model R R Square | Adjusted R Square Std. Error of the Estimate
1 .336° 113 .089 .92851

a. Predictors: (Constant), Tax Administration, Tax Morale
1. ANOVA

The value to look at is the P value. It is important to look at the slope of the regression line, the equation
for a straight line is y = a + bx, the independent variable is X, the dependent variable is y, a is the
intercept, and b is the slope. Regression analysis figures out what the best values of a and b are, and
reports these as coefficients. It then tests whether the coefficient b, the slope, is different from zero.
(Dan, 2008)

A slope of zero means that the dependent variable changes arbitrarily as the independent variable
changes. However, just because the slope is different from zero doesn’t mean that the relationship is
necessarily any good — that's why we also look at the R? (Dan, 2008). Here the p value for Profile Area
is 0.011, which is significant. Furthermore, the slope is 0.265 and 0.477 as shown in table 4.16
indicating that for every unit increase in tax morale and tax administration, tax compliance increases by

11.3 % as shown in table 4.15
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Table 4. 16: ANOVA Table on the Mediating effect on the relationship between tax
Administration and tax compliance.

Model Sum of df Mean Square F Sig.
Squares
Regression 8.212 2 4.106 4,762 .011°
1 Residual 64.660 75 .862
Total 72.872 77

a. Dependent Variable: Tax Compliance

b. Predictors: (Constant), Tax Administration, Tax Morale

The value to look at is the P value. It is important to look at the slope of the regression line, the equation
for a straight line is y = a + bx, the independent variable is X, the dependent variable is y, a is the
intercept, and b is the slope. Regression analysis figures out what the best values of a and b are, and
reports these as coefficients. It then tests whether the coefficient b, the slope, is different from zero.
(Dan, 2008)

A slope of zero means that the dependent variable changes arbitrarily as the independent variable
changes. However, just because the slope is different from zero doesn’t mean that the relationship is
necessarily any good — that's why we also look at the R? (Dan, 2008). Here the p value for Profile Area
is 0.011, which is significant. Furthermore, the slope is 0.265 and 0.477 as shown in table 4.17
indicating that for every unit increase in tax morale and tax administration, tax compliance increases by
11.3 % as shown in table 4.14

1. Model Coefficient

Results from the coefficient regression in table 4.17 below revealed that unit increase in tax compliance
among Small and medium enterprise in Lira Municipality is influenced by a factor of 0.265 and 0.4770of

tax morale and tax Administration respectively.
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Table 4. 17: Multi Regression Model Coefficient table on the relationship between Tax Audit and
tax Compliance

Model Unstandardized Coefficients | Standardized Coefficients t Sig.
B Std. Error Beta
(Constant) .987 71 1.280( .204
1 Tax Morale .265 .166 181| 1.602| .113
Tax
o . . . 2.120| .037
Administration 47t 225 239

a. Dependent Variable: Tax Compliance
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CHAPTER FIVE

DISCUSSION, SUMMARY, CONCLUSION, RECOMMENDATIONS AND SUGGESTIONS:

5.0 Introduction

This chapter presents the discussions, summary, conclusion, recommendations and suggestions for

further research in the area of subject studied.

5.1 Discussion

The purpose of this study was to examine the effect of tax administration and tax morale on tax
compliance of small and medium enterprises of Lira Municipality, Lira District in Uganda. The study
had four research objectives and as such one research question and three null hypotheses were framed

and tested to answer the research objectives.

5.1.1 Objective 1: To determine the level of tax compliance amongst SMEs in Lira Municipality.

On objective one, a research question was framed; what is the level of tax compliance by SMEs
operating in Lira Municipality? After the analysis it was found that the level of tax compliance by small
and medium enterprise in Lira Municipality is moderately low. These findings concur with (Nada, et al
2017) who in their findings asserts that domestic revenue mobilisation still remains a big challenge in
Uganda economic sector as a big portion of SMEs in Uganda are non tax compliant and this is

confirmed by this study.

5.1.2 Objective 2: To examine the influence of taxpayer education on tax compliance.

A null hypothesis was framed to answer objective two; H4-There is no significant relationship between
taxpayer education and tax compliance. After the analysis it was found that there exist very strong

positive correlation between taxpayer education and tax compliance. What is important is only for the
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revenue officials to enhance and boost up the level of taxpayer education. The results from this study
showed that taxpayer education had a mean of 3.1859 as shown in table 4.4 and interpreted by the
legend table 4.5 it was deduced that the level of taxpayer education which is dimension of tax
administration is moderately low in Lira Municipality. It is therefore important to note that (Machogu &
Amayi, 2013) in their study of University student in Malaysia found out that there exist a very stong
positive corelation between taxpayer education and tax compliance. What is important is for the the
government through Uganda Revenue Authority a statutory institutuion charged with responsibility of
collection of revenue (taxes) to put in place robust taxpayer education programme which should be able
to cover the entire tax payers, in this way the effect would transform into a bigger revenue generation for

the state.

5.1.3 Objective 3: To analyze the relationship between tax audit and tax compliance

Under this objective, a null hypothesis was also framed, H,-Tax audit has got no significant effect on
tax compliance, after the analysis it was found that tax audit has got a positive relationship with tax
compliance. However the findings also indicated that the level of audit coverage is moderately low as
shown in table 4.4 and as interpreted by the legend table in table 4.5. With a mean of 3.0788 it clearly
evidenced that the level of audit is not comprehensive enough and this is confirmed by the results from
the qualitative data got from revenue officials. Audit is done annually and there are only five auditors
and are based in Gulu who are required to audit SMEs including Micro enterprises which are all
operating in Northern Uganda. This is practically untenable and it is for this reason that the level of audit

coverage is very low as auditing is done on sample basis.

As indicated above, this study found a very strong positive correlation between Audit and tax

compliance and this is confirmed (Modugu & Anyaduba, 2014) who found that tax audit can enhance
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compliance. What is important is that the level of audit should be boosted and carried out regularly,
taxpayers themselves need to be sensitised and trained on record keeping and use of accounting

documents as lack of these documents would frustrate the work of auditors.

5.1.4 Objective 4: To examine the mediating effect of tax morale on the relationship between tax
Administration and tax compliance.

A hypothesis; Hs-There is no significant effect of tax morale on the relationship between tax
administration and tax compliance was framed to answer the last objective of this study. A correlation
analysis was conducted and as reflected in table 4.14 it was found out that tax morale has got positive
relationship with tax Administration and tax compliance meaning that tax morale could positively
influence tax administration thereby enhancing compliance. From the findings the mediating effect of
tax morale on tax administration was found to be enhancing tax compliance by 11.3% as shown in table

4.15.

5.2 Summary of findings

It was determined that the level of tax compliance of small and medium enterprises of Lira Municipality
in regards to timely filling of returns, timely payments of tax dues, computation of correct tax liability
and full disclosure of income for purposes of payment of taxes is moderately low as indicated by table

4.4 showing a mean of 3.1859 and as interpreted by the legend table as shown in table 4.5

The study found out that taxpayer education positively influences tax compliance as indicated in the
findings of this study, the only lacking component is the ability of the government to entrench and put in

place a robust taxpayer education programme which will make tax payers appreciate paying taxes.
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Tax audit is a key component that would encourage taxpayers to comply with their tax obligation as the
findings in this study showed that tax audit is positively correlated with tax compliance. Attempts should

be made by revenue body to scale up on audit so that the coverage is better to enhance compliance.

Tax morale is a key mediating variable in tax compliance and as the findings of this study showed tax
morale is positively correlated to tax administration and tax compliance, clearly taxpayers believes it is
their duty to pay taxes, however other components of tax administration like tax payer education should
be enhanced so that taxpayers are made aware of the tax system, get to know and realize that there are

public goods and services delivered by government which comes in as a result of taxes.

5.3 Conclusion

In conclusion it was established that the level of tax compliance by SMEs of Lira municipality is
moderately low and as we are aware governments all over the world depends entirely on taxation as a
means of raising funds to provide public goods and services. Much therefore need to be done in the area
of tax administration and tax morale which would enhance compliance. Poor tax administration and low
tax morale has been indicated in many studies across the world as being responsible for low domestic
revenue mobilization. There is high need to strengthen the revenue body, with enough resources both
capital and human so that their work is made easy. Failure to improve on tax administration would act as

a disincentive for tax compliance among SMEs in Lira Municipality and may be many parts of Uganda.

5.4 Recommendations

From the findings of this study and analysis it is recommended that extensive taxpayer education,
comprehensive auditing and robust program of taxpayer’s registration be enhanced in an attempt to
improve compliance by tax payers. There is high need for taxpayers to be sensitized on the benefits of

paying taxes as this would increase on their morale and they would appreciate paying taxes. Rewards
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programmes such as exemptions of compliant taxpayers should be enhanced as it a good incentive for

compliance.

This study has clearly revealed that the current level of tax administration in Lira Municipality is not
comprehensive enough and as such much still need to be done to enhance the level of tax administration

in an attempt to boost the level of tax compliance.

5.5 Suggestions

Arising from the findings of this study it is recommended that further research be done in areas of
taxpayer knowledge, tax policies and legislation. It would also be interesting to conduct studies in areas

of service delivery by government in relation to taxation.
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APPENDICES

APPENDIX I: QUESTIONNAIRE

Dear Respondent

| am Cong Nelson a student of Kyambogo University Conducting an Academic Research as a partial
requirement for the award of Master of Business Administration Degree. You have been considered and
chosen one of the respondents and therefore you are requested kindly to spend a few minutes of your
time to answer the questions in this questionnaire. The information given will be used strictly for

academic purposes only.

Part A- Socio Demographic
Please tick appropriately inside the box

1. Gender

Male 1 Female 2

2. Age How old is the firm/ Business

Less than 1 year 1 Above 10 years 4
1-4 years 2
5-10 years 3

3. Educational level

Certificate 1 Master Degree 4
Diploma 2 PhD 5
Degree 3 Other (Specify)
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4. Managerial Level

Operational 1 Middle |2 Top 3

5. Status: What is the firm’s registration status?

Not registered 1 Partnership 4
Private limited company 2 Sole proprietorship 5
Public limited company 3 Other (Specify)

6. Industry: Which industry is the business?

Retail 1 Construction 4
Service 2 Mobile Money 5
Manufacturing 3 Other (Specify)

7. Size: Number of Employees

1-5 1 6-50 | 2 51-250 3 251 and above
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Part B- Tax Administration:

Likert Scale: 5. Strongly Agree 4. Agree 3. Neither Agree nor Disagree 2. Disagree 1. Strongly
Disagree

Taxpayer Education 1 2 3 4 5

8. | I always attend taxpayer seminar/ workshop organized by
URA

9. | I'regularly attend tax clinics organized by URA.

10.| I regularly listen to the radio talk shows programmes of
URA.

11.1 | reqgularly visit taxpayer education portal of Uganda
Revenue Authority

12.| I have ever received practical handbooks, and guides from
URA to assist me in preparing my own tax returns

13.| There are routine tax education programmes run by URA

Likert Scale: 5. Strongly Agree 4. Agree 3. Neither Agree nor Disagree 2. Disagree 1. Strongly
Disagree

Tax Registration 1 2 3 4 5

20 | I got registered with the online registration of taxpayer
introduced by URA by myself

21 | Somebody else did for me my online registration of taxpayer
introduced by URA

22 | The online registration of taxpayer introduced by URA is
simple and user friendly.

23 | I always update my information online with ease and
simplicity.

24 | | always share information with URA online

25 | I always file my returns online

26 | I do almost all my tax transaction online
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PART C-TAX AUDIT

Tax Audit 1 2 3 4 5

28 | My Business was audited by URA Tax Auditors in the last
financial year

28 | | always keep proper records of all my business Transactions

29 | I always share all my accounting records with URA officials

30 | I have ever received audit manual from URA

31 | The audit manual explains the type of Audit and
circumstances in which audits are to be carried out

32 | My business use accounting documents like VVouchers,
payment receipts and invoices

33 | My business is regularly audited by URA auditors

Part D- TAX MORALE

Likert Scale: 5. Strongly Agree 4. Agree 3. Neither Agree nor Disagree 2. Disagree 1. Strongly
Disagree

TAX MORALE 1 2 3 4 5

27 | Asa citizen it is my duty to pay tax

28 | | feel it is my responsibility to pay taxes so that the
government can provide public goods and services

29 | Because of the fair tax system | find it prudent to pay taxes

30 | Because I trust the government in the way it uses our taxes |
find it worthwhile paying taxes

31 | Because of the knowledge | have about our tax system | find
it is important to pay taxes
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Part D- TAX COMPLIANCE

Likert Scale: 5. Strongly Agree 4. Agree 3. Neither Agree nor Disagree 2. Disagree 1. Strongly
Disagree

32 | | always file my returns in time

33 | I always pay tax on time without intervention of tax
officials

34 | I always disclose all my income for tax purposes

35 | I always follow tax rules and regulations governing SMEs
operations.

36 | | feel paying tax is burden on us as taxpayers

37 | | feelitis wrong if I do not report all my income in order to
pay less income taxes

38 | If in doubt about whether or not to report a certain source
of income, | would not report it

39 | There is nothing bad about under-reporting taxable income
on one’s tax return

40 | Taxes are so heavy that sometimes it is justifiable to cheat
on taxes.

Thank you very much for your time
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APPENDIX II: INTERVIEW GUIDE

I would like to ask you some questions about matters related to tax Administration, Tax compliance and
Tax morale by Small and Medium Enterprises (SMES) in Lira Municipality. The response will be used
for an academic research and | request you to be open and honest in your answers.

Qn: | am grateful for meeting you, may I please know your name.......................cooeenn..

Qn : If you were to rate, what is the level of tax compliance by Small and Medium Enterprises operating
in Lira Municipality........oooiiiiiiiiiii e

Qn: If the level of tax compliance is low why do you think it iS S0?..........cccccceviiiiiiininn.

Qn: what programmes have you put in place to ensure that taxpayers within the municipality comply
with their tax obligations. ...t

Qn: in your own opinion do you think tax payers have the morale of paying taxes Yes |:| No|:| if
No why do you think they don’t have the morale?

Qn: As an official concerned with tax matters do you normally carry Audits of taxpayers
ML ] Yes [ ] No if yes NOW OFteN .......ccovvvvcericcae,

Qn: You have been auditing SMEs of Lira Municipality how do you rate your level of audit?..

Qn: Are tax payers willing to be registered for purposes of taxation Yes [ | No [ ]
I yes hoW 1S regiStration JONE?........coiiiiieieie bbb

Finally is there anything you feel we have not talked about or any other thing you can add
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APPENDIX I11: INTRODUCTORY LETTER FROM THE DEAN GRADUATE SCHOOL
' 1

KYAMBOGO UNIVERSITY

P. 0. BOX 1 KYAMBOGO
Tel: 041 - 4286792 Fax: 256-41-220464
Website: www kyunc.ug

Office of the Dean, Graduate School

19t Qctober 2018

[UGANDA REVENUE AUTHORITY

To Whom It May Concern DOMESTIC TAXES DEPARTMENT}
L ]

RE: LETTER OF INTRODUCTION E 24 0CT 201 ?ﬁ 1

“

Dear Sir/Madam. GULU f

- i

This is to introduce Mr. Cong Nelson Registration Number
16/U/13316/GMBA/PE who is a student of Kyambogo University pursuing a
Masters Degree.

He intends to carry out research on “Tax Administration, Morale and
Compliance in Small and Medium Enterprises of Lira Municipality in
Uganda” as partial fulfiliment of the requirements for the award of the Masters
in Business Adminisiration.

We therefore kindly request you to grant him permission to carry out this study
in vour institution.

Any assistance accorded be highly appreciated.

UGANDA REVENUE JE AUTHORITY
nnm—s.ch TA\\!l\ DEPT.
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APPENDIX IV: INTRODUCTORY LETTER FROM LIRA MUNICIPAL COUNCIL

OFFICE OF THE TOWN CLERK
- LIRA MUNICIPAL COUNCIL
HFi'm:h
Vision 2040

Plot No. 546, Boma Circus, PO, Box 199, Lim, Tel: 0772658215, E-maik: mmunicipalcommel@gmailoom

Ref: CRMS6/3 Date: 22™ October, 2018

TO WHOM IT MAY CONCERN

RE: CONG NELSON REG. NO. 16/U/13316/GMBA/PE.

This serves to introduce 1o you the above named person who is a student of
Kyambogo University pursuing a Master Degree in Business Administration He
intends to do his research within Lira Municipality and his topic is “Tax
Administration, Morale and Compliance in Small and Medivm Enterprises of
Lira Municipality in Uganda™ A case study of Lira Municipal Council, The
study is scheduled to take two weeks i.e. from 22" October to 7" November, 2018,

Please accord him the necessary assistance.

(j[ R

Opweng Patrick
FOR TOWN CLERK, LI

"~ FOR TOWN GLERK
LIRA BMUNICIFAL CcOUNCIL

ffz" 97 OCT 2018 @J’
MUNIGIRAL GRUNGIL

CC: The Human Resource Officer, LMC
CC: CONG NELSON - (Studem)
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APPENDIX V: LIST OF SMEs IN LIRA MUNICIPALITY

Acunadiro transparters Lid

Afrier Trade CGrowp Lid P.O. Box 267, Moses Road Lim

Alpharma Care Lid. Aputl Road, Lira

Amen Book Shop- Olwel Rood

Arman Pharmacy (L) Lid, Main Street, Lina,

Art Beads Limited Plot Mo %, Shop No. 243 Ogwanguj)i Road, Lin

AT Agrosokont (U) Lad Lis Branch Bals Road

Alln Paco Bus Company

Aweki Investments Lid

10, Ayela pe |nvestments- Aroma Road

I1. Buby Conch Services

12, Bugowe Genernl Enlerprives Lid Cuk atel Road

13, Bealine Foods Lid Plot 24 Munei Road,

14. Bengoa Millers Odokomil,

15, Black ™ Rhino Marketing Agency Plot 13a, Aver Roned, Opposite Mayors Garden
16 Boslung Hotel

17, BP Hotel Bigum Rood Lie Municipality

I8 BTL Advertsing Lid Plot 30 Kwania Road, P.O Box 7320 Kumpals, Ugenda
19, C&O Enterprises Lid P.O Box 178 Lira

20, Centenury Rural Development Bank Lid « Lira Branch Ploi2| Lir Avenue
21, Comfort Bus Services

22, Congepl Medin Teso-bar, Adyel Division, Lira Municipality, Lirs Distrct
23, Daysinn Hotel Lid

24, Delmaw Enterprises Lid, §3/54 Go Down Rosd, Lir

23, DFCU Leasing - Lira Branch Kwanin Road

26, Dan e, LT Sorot Read

27, Elite Class travelers Litd

28, Equatorial Store Lies Avenve (Muln Street) P.O. Box 337 Lir

29, Feliesta Phormacy Plot3s Lim Avenue, P.O. Box 263 Lin

300, Fellster Bus Co,

3L Florence Pharmacy- Teso Bar Advel Division

32, Cnpgn Bus Servieey

33, Garden inn Hetel- Lira

3, Cimiewny Hus services

35, CiaeNer Lid First Floos, Amulem Complex, Ovam Road, Lirs,

36, Gillian Heoel

37, Globa! Link Investments and Construction Co, Ltd Plot 13 Maruzi Road,
38, Good Luck Dus Services

30, Graee Opgwany Apila Produce- Aroma Avenue Lim Murleipality

40 Grngiows Puloce Hotel

41. Gunya Co Ll Plol 4 Aroma Lane, Uganda

42, Gueununak ol Mill- Railways Division

A3, Home of Shoes Investments LTD = Obote Averiie

44, Hotel Good News
45, Lillian Tovwers Hotel

Bes ol O ek b B
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4.

47,
48,
. Lirs Motor Garage — Aroma Lane

- Megum Technicul Services Aputi Rond Lirn Munieipality

.MT pil LTD

. Rhina Oil LTD- Soroti Road

- Mulewano Group of Companies

- Mew Ugnnde Securiko Lid, (Lim) Cathedral Road P.O. Box 360 Lirs
. Mew Lira Super Market- Olwal Road

bl

[
63.

64,
65,

&7,
a8,
a4
70,

7l
. Rudio Line FM 93.3 Kwania Road

Ta.

76,

TH,
A7

EI.
82.
#3
B4,
RS,
i
8T

Lira Agro Chemicals- Obangakens Road
Lira Hotel
Lira Medical Center

Mext Clinie & Laboratory Services Plotdd Lira Avenue, P.O. Box 281

. Mgomson [nvestments Lid = Olwol Road
. Nimaro Enterprises Plot] 5 Market Street, PO, Box 452
. Morthern Ugandn O3l Millers Association Plot] 2 Olwol Road

. Mylon Shop Plot 14B Lira Avenue Odyek Ejang Building, Ojwina Division, Lima

Munieipality

Olet Elyuk Lid, Maruzi Road, 173.LIa

Omalo Drive Construetion Co, Plot]9 Ogwal Ajungu Road, P.O. Box 287
Une Stop Super Marke! Bala Road

Oada Transporters Lid

Palm Gardens Hotel- Juba Road Ojwina Division

. Pari Super Market- Obote Avenue

Fatom Consiructlon Co, Aduku Road, .0, Box 526,
Peace & Mercy Genernl Merchandise Plot 2, Market Street, P.O. Box 680, Lim

. Pioneer Enterprises Ltd- Ketido Road Lirn Munieipality

Paint Tech Media -Aduku Road
Frogressive Building & Civil engineering Contractors Ltd. 17/18 Bala Road, 689, Lira,

Radio Rhino 96.1 Plot 44, Lira Avenuse

. Radio Unity 97,7 Juba Road
75,

Radio Vaice of Lango 88.0 Obote Avenue
Rudio WA FM 89.8 P.O Box, 99, Lira, Lira Cathedral Ordination Ground

. Willobo Erterprises Lid.- Obote Avenue

Rato Enterprises Ltd PO Box 213 Lira
Rhire Medieine (1) Ltd. Ploté Aputi Road P.O. Box 483.Lira

. Rock Bus Company

Sai Agribusiness Co. Ltd Plot? Kwania Road
Santa Solo Holels Juba Rooad

- Sarapoba Hotel —Teso Bar Adyel Division

Shajupa Co, Lid- Obote Avenue

Shell Uganda LTD Kwania Roud

Sigiria & Brothers Ltd Plot 13/15, Uanda
Stunbic Bank (Lira Branch) P.0. Box 211 Lirn

- StnMoyo Co Lid- Noteber Road Main Market Building

FOR TOWN CLERK
HA MUHICIPAL COUNCIL

L1

e T 20
M&gguc e )

.
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#9. Supercare Lid. - Phormaey Lira Bus Park, Lira

@0, Terzina Investments Lid P.O Box 179 Lira

91, Totul Lim Service Station Plot 2 w 6 Juba Road, Lim

92, Town View Hotel Bala Road Avenue, P.O. Box 201 Lim

93, Trust Relrigeration Lid Olwol Rd

94, Uinited Assurance Co. L. (Lim) Plotl8 Olwol Road

95, UPET Lira Service Station Plot 15 Kwania Road, Uganda

6. Upland Enterprises and Construction Lid -Kwana Road, 603, i,
97, Wiew Port Multimedia- Obote Avenue

98, White Hpuse Hotel

99, Will read Hotel Plot 810 Erute Road

HIOL Y'Y Conches
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