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CHAPTER ONE

1. Introduction

1.1Background of Study

It is commonly understood that every governmenksée raise revenue, mainly
through taxation, in order to pay its expenditureifrastructure development.
The revenue of the Ethiopian government comes fidferent sources such as
tax, public borrowing, sales of public assets, #&ashsfer payments. The main
purpose of generating revenue from these variousrces is to finance

government expenditure. These public expendituresmaeant for public goods

and services that are very essential for the dpwabmt and wellbeing of the

society. Among the various aforementioned sourdesewenue, taxes are the
primary and sustainable source of government revesucan be observed from
the table 1.

Table 1.1 summery of general government revenue by component (in

million Birr)

ltems 2005/06 2006/07| 2007/2008  2008/09
Total Revenue 23261 29381 39704 54627
Domestic Revenue 19529 21797 29793 40174
Tax Revenue 14159 17354 23800 28998
Direct Tax 4461 5168 7015 9858
Indirect Tax 9698 12186 16785 19139
Non Tax Revenue 5371 4444 5993 11176
External Grant 3732 7583 9911 14454

Source: Ministry of Finance and Economic Developimen
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In Ethiopia, the responsibility to collect reverfoe the Federal Government rests
with the Ethiopian Revenue and Custom Authority€aéter cited as the ERCA).
And there are different tax administrators at esudh city, which Nifas Silk Lafto
sub city is the one. In addition to raising reventhe authority is responsible to
facilitate the legitimate movement of people andodg across the border.
Simultaneously, the Authority focuses on those pe@nd vehicles that may

involve in the act of smuggling.

i.e. the act of bringing in to or taking out of tbeuntry goods on which customs
duty and taxes are not paid and goods the impontati exportation of which are
prohibited by law. The authority also conducts stigations, audit and prosecute
offenders. Also closely works with the other bor@gencies the immigration
service, the federal police, Ministry of Health.etc

There are a ten sub cities in Addis Ababa thatagaged in administering taxes
from category “A” and category “B” tax payers. Ttiéferent kebeles (at present
called woredas) found in each sub city are dealiiify taxes collected from
Category “C” taxpayers.

On the basis of the above background, this studiiisated to examine the
challenges in tax administration, tax collectiomgadures from taxpayers found
in N/Lafto sub city.

1.2 Statement of the Problem

A government finances its expenditures through fined acquired from the
service given by the government, tax, loan and tlemaFrom all sources of
finance, tax is the major source; however, in naesteloping countries, it is a
common phenomenon to notice serious problems ireldping adequate tax

systems that permits a government to sufficientigirice its expenditures.
7



Tax administration has to secure compliance withl#ws by applying an array
of registration, assessment and collection proeduA government can keep
taxpayers from doing these activities, and thusessfully avoid tax evasion
depends on the nature of economy’s actual tax Baseadministration therefore,
should aim at improving on laws regarding the regign, assessment, collection
revenue, and exploiting fully taxation potentialeo€ountry.

Therefore, identifying the problems on tax asses$éraad collection at each tax
office and taking corrective measures need attensince they have adverse
effects on the overall revenue of the governmemid Aence, this study tries to
identify the problems on the tax assessment aniat@n procedures of the

N/Lafto sub city revenue office.

1.3 Objective of the Study

General Objective

The overall objective of this study is to investegéax assessment administration and
collection problems found in N/Lafto sub city facéy both taxpayers and the
authority.

Specific Objective of the Study

/7

¢ to identify the main problems and their causesax assessment faced by the
different parties i.e. taxpayers and tax administe involved in the tax
assessment.

/7

+ Identify the problems faced in the tax collectiopstem and to comment on
possible solutions.



1.4 Methodology of the study

The basic approach of the study will be used irsthdy is as follow both primary and

secondary data are used in conducting the study.

1.4.1Primary data

First hand information is obtained after conductiage to face interviews that will be
conducted with few government officials. Througlesé interviews relevant facts as
well as opinions are obtained. Questionnaires vagseibuted to tax payers to get

primary data.

1.4.2Secondary Data

The Secondary data include published materials sschooks, Journals, magazines,

internet and other documents specifically relatethe topic.

1.5 Significance of the Study

The researcher hopes that this study will be ingmtrfor the following reasons. In

order to fulfill the socio-economic needs of theisty, there must be effective and
efficient collection of tax to increase governmeavenues so it could be efficient
performance on tax if the taxpayers have enouglwlatge about rules and regulation
of the tax system. The findings of this study wagtintribute in enhancing the tax
revenue of the selected sub city and the governmefdrge by disclosing the core
problems on the tax assessment and collection guoes so as to enabling them to

put their effort to triumph over the observed pesbs.

1.6 Scope of the Study

Even though the ERCA accomplishes different govemmiad tasks the scope of this
paper focuses on tax assessment and collectiomegwoes regarding profit tax, value
added tax and rental income tax who are obliggzhioto N/Lafto sub city in order to

identify situations posing undesired influence loa tax revenue.



1.7 Organization of the Study

The paper is composed of four chapters;

The first chapter/ introduction/ deals with the following topics

Historical background of the organization /ERCA/
Statement of the problem

Objective of the study

Scope and limitation of the study

Research methodology

Organization of the study

The second chapter deals with literature review ofthe topic. The third

chapter discusses with the data analysis and intergtation part

The final chapter deals with conclusion and recomnmedation of the study.

CHAPTERII

2. Literature Review

2.1 Introduction

Taxes are important source of public revenue. Mistence of collective consumption of

goods and services necessitates putting some ohoome into government hands. Such
public goods like roads, power, municipal servias] other public infrastructures have
favorable results on many families, business entap, industries and the general public.
Public goods are normally supplied by public ages@ue to their natures of non-rivalry

and non-excludability.

The nature of consumption of public good in sucht tbonsumption by one does not
reduce consumption for others. Besides, consumpifopublic by an agent does not
exclude others form doing same. Such nature ofipumods therefore makes them

impossible for private suppliers to avail them arket prices like other commodities.
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Government intervention in the supply of public deds therefore inevitable and can only
be done if the public pays taxes for the productind supply of such goods.

Despite the fact that people need to pay taxedb@seationales of vertical and horizontal
equities, it is not always the case that tax systare comprehensible and transparent for
tax payers especially for less literate businessraiprs. Tax systems are usually net
elaborated after proper consultation with the bessncommunity. The business owners
complain that the tax assessment method is basedlgactive estimation as a result of
which they are frequently subjected to over-taxatiSince the business owners do not
have simplified access to and clarification on infation of the tax laws, they lack
awareness on tax rules and regulations and thigmasipact on the practicability of the

regulations.

2.1.1Whatis tax?

Tax is a financial charge or other levy imposedaanindividual or a legal entity
by a state or a functional equivalent of a stasxeb could also be imposed by a
sub national entity. Taxes consist of direct taxnalirect tax, and may be paid in
money. A tax may be defined as a “pecuniary burdéh upon individuals or
property to support the government payment exagjelgislative authority”. “A
tax” is not a voluntary payment or donation, butegforced contribution, exacted
pursuant to legislative authority” and is “any aimition imposed by government
whether under the name of tool, tribute, tangitilgy, custom, excise, subsidy, aid

supply, or other name.

In modern capitalist taxation systems, taxes aredein money, but in-kind and

cove’s taxation is characteristic of traditional re-capitalist states and their
functional equivalents. The method of taxation #megovernment expenditure of
taxes raised are often highly debated in politiod the government expenditure of
taxes raised is often highly debated in politicel @onomics. Tax collection is

performed by a government agency such as Revennad@athe International

11



Revenue Service (IRS) in the United States, or Majesty’'s Revenue and
Customs (HMRC) in UK. When taxes are not fully paidiil penalties (such as
fines or forfeiture) or criminal penalties (suchiasarceration) may be imposed on
the non-paying entity or individuahttp://enWikipedia. Org/wiki/tax)

The low revenue yield of taxation can only be httted to the fact that tax
provisions are not properly enforced either on aotoof the inability of
administration to cope with them or on account whight forward collusion

between the tax administration and taxpayers.

Since taxes are an involuntary payment for goventraervices, taxpayers have a
strong inventive to minimize their tax liabilitiegther through avoidance (legal) or
through evasion (illegal). Tax administration hassecure compliance with the
laws by applying an array of registration, assessgrard collection procedures. A
government can keep taxpayers from doing theseites, and thus successfully
avoid tax evasion depends on the nature of ecororagtual tax base. Tax
administration therefore, should aim at improving ¢taws regarding the
registration, assessment, collection revenue, aptbiéing fully taxation potential
of a country (World Bank, 1999).

2.1.2Tax Administration Challenges

The efficiency of a tax system is not determinedyoby appropriate legal
regulation but also by the efficiency and integritfy the tax administration. In
many countries, especially in developing countr&®sall amounts of collected
public revenue can be explained by either incapghuf the tax administration in
realization of its duty, or with some degree ofraption. Regardless of how
carefully tax laws have been made, they could hotimate conflict between tax
administration and tax payers. Tax administratiathva skilled and responsible
staff is almost the most important preconditionrealization of “tax potential” of
the state. It is generally known that tax laws tadpolicy are as good as the tax
administration (Kaldor, 1980).

12



Tax administrators face a formidable number of lelngies in every country. In
many developing countries tax administration refrare needed simply to
achieve macroeconomic stability. In countries vetlonomies in transition there is
a need to establish a tax administration that empand to the demands of a

growing market economy and the resulting increagbe number of taxpayers.

Human resource is essential in tax administratitnained personnel are what
actually most developing countries lack and thiecdéd them, for instance, to

organize their activities under the existing tarnadstration structure.

2.1.3Efficiency of tax administration

The key precondition for efficient tax administaati is tax structure with

minimizing distortions, strictly tax exemptions aelimination of the differences
in tax treatment of particular parts of economyisTwill mean extending the
VAT to all but a few goods and services (notablpax, which should be zero-
rated, and banking and insurance services, whenaytbe difficult to determine
the amount of value added to taxed) (Hesse, 1993).

Badly conceived or unnecessarily complicated taxcsire greatly complicates
the operating function of the tax administratiomile simple and transparent tax
structure could affect it in the opposite way. 8w increase of efficiency of the
tax administration could be attributed mainly te teimplification of the tax
system. Tax administration cannot change legiglat@s a means for
improvement of tax structure, but could proposeessary changes in laws that
can improve tax structure and/or could aid in aggpion of the law (Mansfield,
1990).

13



2.1.4Improve tax administration

In reform of tax administration the importance @ix tstructure is clearly

reflected, because tax administration and tax strecare interconnected and
they have to be improved simultaneously in therei®rms (The World Bank,

1991).

Reaping revenues from tax rate changes (whether dpwn) requires effective
tax administration. Raising revenues through baparmsion requires even better
administration. New taxpayers must be identified &nought into the tax net
and new collection techniques developed. Such @satake time to implement.
The best tax policy in the world is worth little iif cannot be implemented
effectively. What can be done to a considerablergxinevitably determines
what is done. One cannot assume that whateverypdisigners can think up can
be implemented or that any administrative problemesountered can be easily
and quickly remedied. How a tax system is admirgsteaffects its yield, its

incidence, and its efficiency.

The tax administration should provide impartial apbfessional courteous
service and must keep private and confidential rmédgion regarding the

individual taxpayers. It should also offer cleandarstandable and current tax
information and will make this information availabko tax payer through

various media and provide timely, accurate wriitdormation that one can rely
on to questions and requests for tax informatiosigA Development Bank,

2001).

Education and information programs on specific issues should be arranged
with taxpayers to enhance their awareness and yarpahould be allowed to
voluntarily disclose their tax situation withoutcurring a penalty or being
prosecuted for tax violations under certain condsi(Asian Development Bank,
2001)

14



2.1.5Tax assessment

A tax assessor is responsible for preparing andhtaiaing the assessment roll,
the tax roll and collecting the tax levies in actarce with the quality standards.

The core service responsibilities include:
* Preparing annual market value assessments forogdepties
» Preparing the business assessment valuationd faursahess premises

* Maintaining accurate property information and ovehgv on all realty

accounts

* Maintaining accurate business information and osimeron all business

accounts

* Defending assessments before municipal and pralinessessment
tribunals

» Responding to inquiries and requests for infornmatielated to assessment

and taxation
* Producing and mailing annual assessment and t&esdb tax prayers

* Reporting assessment rolls and meeting annualsaudit

2.1.6Procedures for tax collection

It is expected that people’s tax payments shoulthdae with their income and
they are required to pay a tax in proportion tartlexel of income. On the other
part of the tax collectors, collection of tax shibube time conscious and
convenient and the cost of collecting the taxeuukhaot be high to discourage
business. Alternatively, this means that the idead system in developing
countries should raise essential revenue withookssive government borrowing
and should do so without discouraging economic/éigtand without deviating too
much from tax system in other countries (Tanzi,2J0The procedures undertaken

by tax authority to ensure compliance are discuasddllows.
15



2.1.6.1ldentification and registration of taxpayers

Tax Identification Number (TIN) is used to identifgxpayers. Every taxpayer has
a unique TIN, which he/she is supposed to uselimigalor her correspondence
with the tax authority, and no taxpayer should hawere than one TIN. In

countries like Uganda, they issue TIN free of ckangon the taxpayer completing

a TIN application form (Kangave, 2005).

2.1.6.2 Filing returns

Taxpayers are required to file returns within sfiedimonths of the end of their
tax accounting year. The return should be filequadruplicate and should contain
all the particulars of the taxpayer. All documengspecting taxation should be

presented to the tax authority office where th@#ger has their file.

2.1.6.3Returns processing

Upon receiving a taxpayer’s return, the tax authofficers examine the accuracy
of the return by determining whether the returprisperly completed, whether tax
has been properly computed, and whether there rerepenalty payments to be
made by the taxpayer. The officer then allocatesassessment number to the
return and issues the taxpayer with a Bank Paymduice Form, stating the tax

payable.

2.1.6.4Payment of taxes

Taxes are due on the due date of the submissithe dfelf-assessment returns. Tax

should be paid to an authorized bank, using th&kBParyment Advice Form.

2.1.6.5Audit and examination

The role of tax audits and examinations is to chtbekaccuracy of the information
that taxpayers provide to tax authorities. The wudinge from simple field and

desk audits to comprehensive audits.

16



2.1.6.6Collection and enforcement

When the taxpayer has not made payment on the alee ahd does not object to
the tax assessed, tax authority can enforce paymeatnumber of ways. The
Commissioner may bring a suit against the taxpayeequest a person owing or
holding money for the taxpayer to pay the moneyampecified date or institute
distress proceedings against the taxpayer's moggabbperty. In a wider context,
the issue of enforcement includes offences comdittg the taxpayer, and the

penalties for these offences.

2.20verview of the history of Tax Administration in Ethiopia

There were studies on tax components and tax sgstermdifferent periods in
different regimes in Ethiopia. Wogene (1983) triecexamine the contribution of
taxation. He argued that taxation and system wed as a tool for establishing the
material basis of socialism. He estimated the booyand built-in elasticity of the
total tax revenue and examined the difference batwiee two measures to reflect
the impact of the tax reforms on tax revenue ferghriod 1975-1981. He used the
constant rate structure method to separate thenwevienpact of discretionary tax
measure. His result indicated that the tax refdnage significantly contributed to
increasing tax revenue in the country.

A study by Teshome (1979) also tried to see tastieity in Ethiopia. The author
used built-in elasticity method to examine the rewe effectiveness of the
Ethiopia’s coffee export taxes. His empirical findishows that revenue elasticity
with respect to change in volume and value of egpsrunity i.e. the revenue was
price inelastic. He thus concluded that the pressfifiee tax formula requires
constant revisions of tax laws whenever significalmanges in the price and/or

volume of coffee exports occur.

The study by Wegene (1983) showed that for theogelD75-81 tax reforms had
enabled an increase in tax collection. This stuchpleyed the constant rate of
adjustment method to estimate elasticity of thesigstem. Likewise, the study by

Eshetu compared tax productivity in the pre revohytpost revolution periods of
17



Ethiopia, and found out that there was certain aupment in tax collection of the
government in post revolution Ethiopia.

The study by Teshome, (1979) showed that coffeeoréxgax in Ethiopia was
inelastic while study of agricultural tax sharecapital formation by Kifle showed
that tax collected from this category was very smal

Teame (1985); studied the overall productivity loé tax system for the period
1968-83 and found out that the system had a bugygreater than unity but an
elasticity which is than one from which the conadaswas that the tax system was
unstable and inflexible. This study employed theSC&d DV techniques of

estimating tax elasticity.

Zelalem (1999) studied the productivity of the Bfhian tax system for the period
1961-1998. He estimated the buoyancy and elastafitthe overall and major
individual tax categories by using the method efgion index. The results of this
study showed that the Ethiopian system was inefiicior most of the coefficients
were found to be less than one. The explanatioangfer the low productivity of

the tax system was that the system suffered from plhoblems of weak

administration and extensive tax evasion.

2.3Tax administration

2.3.1Tax administration organization

An organizational issue that has received recetenton is the creation of semi-
autonomous revenue agencies. Tax administratioronfmy and revenue boards.
These appear to have worked well been created- mited success- in several
developed and developing countries to in increagsmgncreasing administration
efficiency and effectiveness. The same objectivenfothe background to efforts to
improve the cooperation between tax and customanagtions, which can like in
Denmark and Canada, result in the complete mergxoand customs. Even when
the revenue administration is not set up as annautous agency its relationship to
the Ministry of Finance needs to be determined.|&/im some countries it is part of
18



the ministry, other countries prefer a separateicgire for tax and customs
administration. Another issue in some countries l@sn the creation of a separate
Tax Policy, partly following the example of GuardiaFinanza in Italy. In the internal
structure of the organization, an issue of key irtggee is the organizational model,
which can be based on tax administration functi@mstype of taxes, or on type of
taxpayers. In practice, although all tax adminigires choose one model as the basic
model, to a certain extent mix different organiaaéil approaches. Typical example of
such a mix is the creation of a Large Taxpayer Uniax administrations organized
along functional lines. The second principal isssighe regional structure of the
organization, the determination of the number, esld responsibilities of regional and
local offices, and their supervision through thedwoparters of the organization. An
issue which has created serious problems in a nuofbsountries is the interference
of local governments in the work of regional andalatax offices in cases where these
offices are responsible for the collection of nadb and local taxes though
determinants of their success-and their failure smme cases-have not been

systematically explored. Finally,

Internal Accounting conventions for tax adminisgtaf though a part of the broader
area of government accounting, are important eg #ffect the accuracy with which
administrative costs are determined and allocaiedifterent administrative units, and
also for measured effectiveness, for example thraggnventions for recognizing tax

collection arrears.

2.3.2Tax administration management and functions

The main functions of a tax administration, in deglwith taxpayers, aside from
actual tax collection or sanctioning non-compligntagely involve gathering or
processing information. The first information relatfunction is Identification of
taxpayers followed by their Registration as taxpsyand, for most major taxes, the
assignment of assigning taxpayer identification hera. Other information function
include, at the preliminary stage collection ofaimhation from third party sources
including, importantly, tax withholders, accessegget ownership information (such

as cadastral records), engaging in tax payer eduacand providing taxpayer services
19



to keep their compliance burden low. Verificatioihthe correctness of tax payment
starts with return filing control followed by assesent of tax liability of the taxpayer.
Among the major types of assessment activitied/ateation and Tax Audit the latter
activity typically being the most important funatief tax administrations from the
perspective of resource use. In some countriebstautial part of valuation and Tax
Audit the latter activity typically being the mosmportant function of tax
administrations from the perspective of resource. 0® establish tax evasion or to
facilitate identification of non-filers Investigati and inspection are also necessary. If
prima facie non-compliance is established, thenaltes and prosecution of tax
offenders may be required. Actual Tax collectiondisided into two functions,
mechanical collection of taxes from those who palntarily on time and collection
of delinquent taxes. In some countries a substapdat of the capacity of tax
administration is absorbed by the execution of teonrelated functions, such as the
collection of user charges and fees for other gowent agencies. Those kinds of
responsibilities should be critically reviewed tdoa the tax administration to
concentrate on its main function. In several caasfrAmnesties are declared for
different reasons. Amnesties, of course, must buirastered and not just enacted.
The final function of tax administrations coveredrdy again largely information
related and becoming increasingly important, iermational tax cooperation with
other administrations

20



CHAPTER THREE

3 Data Presentation and analysis

Historical Background of ERCA

According to Article 3 of the proclamation No. 58008 the Authority is looked
upon as “an autonomous Federal Agency having its legal personality” The
Authority came into existence 14 July 2008, by therger of the Ministry of
Revenue. Ethiopian Customs Authority and the Fédeland Revenue Authority
who formerly were responsible to raise revenudHherfederal government and to
prevent contraband. Reasons for the merge of tigwiftgg administrations into a
single autonomous authority are varied and comp&ome of those reasons
include:

=

To provide the basis for modern tax and customsiradtrations.

2. To cut through the red tape or avoid unnecessatlyradundant procedures

that results delay and are considered cost-inefftaetc.

3. To be much more effective and efficient in keepamgl utilizing information,

promoting law and order, resource utilization aaedvige delivery.
4. To transform the efficiency of the revenue setdaa high level.

5. Long process of study called Business Process Ressring had taken place
before any steps were taken to effect the mergerthef foregoing
administration. The study was undertaken for a wear half beginning from

November 2007 by teams of officials’ selected frwithin the administration.
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1.

2.

4.

Power and Duties of ERCA

The Authority has the following powers and duties t

Establish and implement modern revenue assessmembéection system;

Provide, based on rules of transparency and acability, efficient, equitable and
guality service within the sector; properly enforioeentives of tax exemptions
given to investors and ensure that such incentares used for the intended

purposes;

Implement awareness creation programs to promotbemdischarge of their tax

obligations;

Carry out valuation of goods from the purpose of agasessment and collect the

taxes;

Conduct study and research activities with greaephasis to improve the
enforcement of customs and tax laws, regulatiomisdarectives and the collection
of other revenues; and base on result of the stundlyresearch initiate laws and

policies and implement the same up and approval.

» VAT Reinforcement and Collection of ERCA

>

Ethiopia VAT is a tax system of federal administratby Ethiopia Revenue and
Custom Authority /ERCA/. VAT is levied on all goodsd services produced in or

imported into the country other than those exermpptya
Organizational Structure of ERCA

The Authority has its headquarters in Addis Ababae Authority is led by a
director General who reports to the Prime Ministed is assisted by four Deputy
Director Generals. The Authority is divided intoufosectors and each sector is

managed by a Deputy Director General.
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Both the director General and the Deputies are iapgub by the Prime Minister.
The Authority, at the headquarters level, has 18ifmss processes and two
directorates. According to the Council of Ministé&sgulation No. 155/2008, the
technical term, “business processes” is defined atass or some class of work
flow in which a serious and succeeding group oivatts are performed step by
step by a case worker or a case team in a single ©f performance to bring
about a result from the external or internal inpasl formation utilized in the
general course of performance of the Authority. HEdusiness process and

directorate is led by a director.
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Fig 3.1 Organizational Structuref the Ethiopian Revenue & Customs Authority
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There are a total of 11,076 tax payers in N/Lafib sity Revenue office. The targeted
respondents in the N/Lafto sub city Revenue offiege 36 tax assessment and collection
officers, 22 customer service officer, 20 audit&snvestigators, and 10 law officers 20
under resource administration core process, 4Hatx administration core processes and
different process owners in different core processel a manger. Participants were asked
general questions, and the researcher explored résponses to identify and define tax
officers’ perceptions, opinions and feelings abth tax assessment and collection and

identified the problems and challenges regardiregalx administering process.

3.2Background information

The tax administration in Ethiopia is divided orotievels as Federal and Regional. At the
lowest level are a number of woredas in differeggions. The tasks of woredas are
assessment and collection of taxes and otheritiabibf Category “C”. the others are the
different sub cities that are in charge of tax assent, collection and control of veracity
of the tax bases declared by category “A” and “8Xgayers in their jurisdiction. At the

Federal level ERCA is in charge of collecting reves, both tax and none tax, from

different organizations owned by federal governnaamdt from customs duties.

The study focus here is N/Lafto sub city tax payessding in the sub city. In the sub city,
tax assessment and collections are carried outrdingoto income tax regulation
N0.78/2002 article 18 and value added tax proclemnaio.285/2002.

TIN system is registering mechanism in which eaelkpayer is given a single
identification number to be used in administerihg taxes (Income tax proclamation no.
286/2002, article 43). The TIN system encompasssopal and business profiles of
taxpayers including full name, address, businegsrration and related information of
the taxpayer. The TIN system has the advantagdacditating proper use of various

systems and enhancing the financial recording sysfehe business communities.
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The main expected taxes in the sub city are:-

Business profit Tax

Value Added Tax

Rental Income Tax

Employment Income Tax from their employee

3.2.1 N/Lafto Sub City Small Taxpayers Branch office

N/Lafto sub city revenue office is the tax authgritvhich is delegated to assess and
collect both direct and indirect taxes from Catggor'A” and Category’B” taxpayers
performing different types of business activitisslP woredas found in N/Lafto sub city.

The office is found around Goffa camp south parhddis Ababa.

In the statutory authority of the N/Lafto sub-citjie tax assessment, collection and
controlling core process office performs assessnoériaxes and collection based on
income tax proclamation No 286/2002 and Addis Abality government charter

proclamation No 311/2003, which are delegated psweisub-city and woredas for the

purpose of efficient provision of various sociabgs and services.

N/Lafto revenue office has an objective to estéblisodern revenue assessment and
collection system, and provide equitable, efficiant quality service to tax payers, who
are considered customers, and cause taxpayerstagiutischarge their obligation by

enforcing the applicable tax laws.

SIRM (Standard Integrated Revenue Management) 480 AS (Standard Integrated
Government Tax Administration System) software agplicable for regular tax

assessment and collection.
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3.2.2The structure and profile of N/Lafto sub city Revenue Authority

The organizational structure is designed on theisba$ different activities to be

performed rather than depending on the differentyipes.
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Fig.3.2.2organization structure of N/Lafto sub city small taxpayers branch office
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According to the business process reengineeringagaessment and collection officer is
accountable and responsible for the data or doctsmaresented by a self- assessed

taxpayer and collect the assessed amount properly.

Taxpayer’'s registration and information officerse aresponsible for registration of
taxpayers based on the regulation of licensing dngiving necessary information, and

then passing the documents to documentation section

Tax assessment auditors receive records of thereelgnooks and supporting documents
of taxpayers to verify according to business incaaxeregulation for purpose of taxation.
After statements are verified, a copy will be givam taxpayer and also send to
documentation section, which is based on by theosap of income tax assessment,

collection and controlling core process owner.

Income tax intelligence investigation and income l@v accomplisher and controlling
process officers are responsible to check whethgralyers are performing in compliance
with the applicable rules and regulations and tke téegal action on the bases of
proclamation no 311/2003 on those who receive sarssment notification and refused to
pay their liability.

In general, the newly conducted business procemsgimeeering changed the previous
structure by empowering individuals based on thdtities and responsibilities. So
Revenue Authority previously is called Revenue Awmeis directly accountable to Addis
Ababa city Administration executive body. At pres@iiLafto sub-city small taxpayers

branch office is accountable to Ethiopian Revenust@ns Authority.

The researcher tries to examine the existing ptati rental income tax and value added
tax assessment and collection systems followed/bgftd sub-city.

3.2.3Profit tax administration

If a taxpayer has submitted a declaration of incomighin the time and manner as
prescribed in the proclamation, the N/Lafto suly e¢#venue office has five years to

amend the assessment. The five years assessmat pers from the due date of the
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declaration. In case where the taxpayer has ndamechis/her income or has submitted a

fraudulent declaration, assessment is made byakeATthority.

Every assessment notification should contain thieviing elements: gross income and
deductions applicable; taxable income; rates aplplécor percentage; taxes paid and due;
and any penalty or interest; taxpayer’'s name, asd@nd TIN; and brief explanation of

the assessment and a statement of the taxpaygis.ri

3.2.4Value Added Tax (VAT) administration

The introduction of VAT was part of the overall taeform program in Ethiopia.
Proclamation No.285/2002/

The design of the VAT legislation is intended thiage the expected revenue projections,
support capital investment and development, simpili§ administration for the tax
authority and the business community, and combingd the recent reductions in the

income tax rates, minimize the tax burden for thvedr income population.

The International Many Fund (IMF) provided excetléachnical assistance through the
assignment of an experienced and competent legsrexvho drafted the legislation,
regulation and explanatory notes. In addition, ékpert participates in the key seminars
with the various stakeholders and made comprehensigsentations on the concepts,
benefits and impacts of the VAT.

According to the VAT proclamation cited, supplygdods and rendering of services are
subject to standard 15% tax rate except those exehamd zero-rated by the tax law. The
standard rate is the same as the repealed salew/h&ot applied only to imports and
domestically manufactured goods. Unlike the sa&sthe VAT provides for the relief of
tax on all business inputs including capital goodgerating and administrative
expenditures, and will further encourage investnignthe zero rating of exports and the
international transport of goods and passengerd. &emption has been extended to the

basic necessities such as Education, Medical g=vi€lectricity and Water, Kerosene,
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Basic foods, Transportation Service, the sale o$ed dwelling or the lease of dwelling,

the supply of goods and rendering of servicesénfeihm of humanitarian aid, etc.

The VAT registration threshold is based on annuaidver of taxable goods and services
of Eth. Birr 500,000 (USD 59,000) on the premisat ttaxpayers with this turnover level
of business activity will maintain the required Bsaand records as a normal business
practice and will be able to cope with the VAT reggqments. The law also allows
voluntary registration for those who regularly slyppr render a least 75% of their goods
and services to registered persons. This impliegence of both obligatory and voluntary

registration for VAT.

Once the registration takes place and the regdtpegson is issued VAT registration
certificate, the registrant is obliged to fulfilhé requirements stipulated by the tax law.
This includes issue VAT invoice for all taxablertsactions, file vat declaration within the

tax period (every calendar month) and pay tax due.

The law provides strengthened enforcement powethedax authority to the extent of
seizing property of the liable taxpayers. Thisnidime with international practices, which
will improve taxpayer compliance and support thalgd equity, fairness and consistency

in the administration of the tax laws.

Failure to comply with the provisions of VAT obliians stipulated is subjected to
administrative penalties and criminal offences. Adstrative penalties and interest are
applicable to failure to file, failure to pay, faie to maintain books and records etc.
violations of the VAT law are tax offences, and ¢enshall be charged, prosecuted, and
appealed in accordance with the Ethiopian crimpratedure law. Tax evasion, making
false or misleading statements, obstruction of adstration, failure to notify changes in
addresses and line of business, un authorized \WN&ation aiding or abetting, offences
by entities, offences by receivers, improper ta@ debit tax credit notes are subject to

prosecution, and on conviction be subject to magdiae and imprisonment.

Any tax officer or former taxation officer employéd carrying out the provisions of the

VAT proclamation who commit offences is subjecthtonetary fine imprisonment.
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3.2.5Rental Income Tax Administration

Tax on income from rental of buildings is the taxppsed on the income from rental of
buildings. If the taxpayer leased furnished quartdie amounts received attributable to

the lease of furniture and equipment would be idetlin the income and taxed.

The owner of a building who allows a lessee to lealse is liable for the payment of the
tax for which the sub-leaser is liable, in the dvire sub-lessor fails to pay; when the
construction of a rental building is completed dren the building is renewed, the owner
and the builder are required to notify the admmisdn of the woreda in which the
building is situated about such completion and naaddress, and tax identification
number of the person or persons subject to taxnoane from rental of buildings; the
woreda administration has the obligation to commat@ the information obtained to the

appropriate tax authority.

Tax on Income from Rental of Property is tax onome derived from casual rental of
property (including any land, building, or movealdsset) not related to a business
activity. This type of income is subject to taxaaflat rate of 15% of the annual gross

income.

3.3Analysis of Questioners and Interview

In this chapter the information gathered aboutassessment and collection problems of
taxpayers residing in N/Lafto sub city through tis® of interview and questionnaire are

presented and analyzed.

3.3.1Number of Respondent

10 questionnaires were prepared and distributélgettax payers and some questions were
asked to respective tax collectors and workers.ddd0 questionnaires distributed to tax
payers randomly 7 of them returned back and 3 weteaeturned. Therefore the analysis
is based on returned questionnaires i.e. 70% ofligteibuted questionnaires. Almost all

of the interview questions are replayed by theeaegntative of N/Lafto revenue office tax
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officers. To make easier for understanding to #spondent taxpayers the questions were

prepared in Amharic and the sample is attachedmsxd’A” at the end of this paper.
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3.3.2 Analyses of the Questioners

Table 3.3.2 Tax payer’s responses on tax assessmémollection problems

Respondent
No
Item Number Percent
1 | Response of questionnaires
a) responded 7 70%
b) non responded 3 30%
2 | Respondents service satisfaction
o 2 29%
a) satisfied
o 5 71%
b) unsatisfied
Survey response regarding the fulfillment|of
3 | required documents
, . 4 57%
a) fulfill required documents
) . 2 29%
b) sometimes fulfill documents
o 1 14%
c) No opinion
4 | Respondents’ tax knowledge
. 2 29%
a) Sufficient knowledge
4 57%
b) Not much knowledge
1 14%

c) No opinion
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5 | Usage of cash register machine
. . 4 57%
a) Use cash register machine
_ _ 3 43%
b) Do not use cash register machine
Level of training regarding the use of cash
6 | register machine
- 2 33%
a) Got adequate training
) o 4 67%
b) Did not get adequate training
Faced problems when using cash
7 register machine
5 83%
a) Yes
1 17%
b) No
Did you get quick and adequate support from
8 | the tax authority
1 17%
a) Yes
_ 3 50%
b) Sometimes
2 33%
c) No

Source: compiled from the questionnaire
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From the questionnaires distributed in the aboliketaumber 1, 70% of them returned the

questionnaires, while the remaining 30% did not.

When the respondents were asked about servicéastits in N/Lafto revenue office in
table no.2, majority of the respondents, 71% resdathat they are not satisfied with the
service provided by the tax offices. Only 29% wsaitisfied.

The survey also assessed regarding the fulfillneémequired documents, in table no.3.
The result was 57% of the respondents fulfilled régpuired document when they went to
the tax office. While 29% of them replayed, theynstimes fulfill the required document;

where as 14%, of them did not give their opinion.

The respondents were also asked regarding theikrtawledge and procedures in table
no.4, 29% replayed as having sufficient knowledigeua tax procedures, while majority

of them, i.e. 57% do not have much knowledge, a®d dlid not give their opinion.

Additional when the respondents were asked ab@&utglage of cash register machine on
table number 5, 57% of them replayed that theycasé register machine, while 43% do

not use cash register machine.

Moreover when the respondents were asked abougtke of training regarding the use
of cash register machine on table number 6; 33%yed that they have acquired the
necessary dose of knowledge about how to operatendthine. Whereas majority of the

respondents, 67% did not get adequate training Bew to operate the machine.

When the respondents were asked on question negdrding any problem they face
when using register machine, majority of them, 8&%e problems when using cash

register machine, while 17% did not face any treukith the machine.

The respondent’s were asked about the assistaegedit from the tax authority on
question 8 from the above table. 17% replayed t#yquick and adequate support from
the tax authority when they face problems. Whil&5@played that they sometimes got
support and the rest (33%) replayed that they didyat quick and adequate support.
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3.3.3 Data analysis

This section focuses on the analysis of the outcoihsarvey in association with in-depth

interview with tax officers and tax payers.

According to the information given from the intezwi of N/Lafto revenue tax officers, the
office does not have the required man power artd #ta following two points as a main

reason.
These constraints are both internal and externthidoffice

1. Internal constraints: generally the main internaiems lie as lack of vision
of the work force, ethics and lack of skilled mawpgo. Especially, one of the
major problems is that the tax worker in the sup did not fulfill the sprit of
service giving duties and responsibilities and thes its own impact on the
service delivery system by the tax office. Apanfr this some tax office
workers leaving aside their duties and respons#ésli made a wrong
relationship with some taxpayers and tried to fiulfieir personal interest.

And also the low level of technological applicatitm collect taxes and not
making proper check of the validity of financiaht®ment presented by tax
payers due to not having well organized and prgpériined tax audit

department.

2. It is difficult to create an efficient tax adminigtion without a well trained
staff, when money is lacking to good wages to tfficials and to computerize

the operation.

3. External constraints include low level of tax awsess by tax payers, not
maintaining proper accounting records and taxpayeysto use various
technigques which enable them to pay lesser amduakdlike failure to issue

invoice during transaction, suspension of salegeioof VAT invoice).

Based on the information gathered from the intevwgth tax officers and from literature
review the following analysis is made for ProfitxtaVAT and Rental income tax

assessment and collection problems.
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Table: 3.3.3 shows the amount of money collected by tax payers in N/ Lafto

sub city small tax payers branch office

Year Collected amount of money in Birr
2009/2010 126,814,884.58
2010/2011 172,761,161.07
2011/2012 194,606,388.21

Source: N/Lafto Sub city small taxpayers brandtcef

Note: Summery of different tax income for the sully éor three consecutive years are
attached as annex at the end of this paper.

The total number of taxpayers when this data wéleated as of March 2013 in N/Lafto
revenue office is reaching 11,076. However, theeevary few employees as compared
to the increasing number of tax payers from timéirtee. There are 36 tax assessment
and collection officers, 20 tax auditors, 11 empley under prosecution section, 41 tax
data administration and cash registration, 22 eyaa@s under customer service core
process and 20 employees under Resource admiiistbre process. Especially under
customer service core process the generalized roestservice section which includes
about 22 senior and junior officers are very fewnumber in comparison with the very
large number of customers as a result there isyalwaercrowding and dissatisfaction of

tax payers.

Due to increased investment opportunities, and emess creation programs held in the

sub city, the amount of tax collected shows rigisgeen in the above table.

From the interview the other problem pointed ous et there are still some taxpayers
though it is decreasing nowadays with different TiNmbers for different business
activities. More over, the prevalence of firms pemniing business without being
registered or having TIN created duplication andifiaation of address and reduce the
tax revenue of the government.
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One of the challenges that the office faces isctim@nic corruption as the interviewee
explained. Undesired communication b/n some taxigay@h some auditors, some tax
assessment, tax collection and follow up officerd also with daily income estimators
are areas that are prone to corruption. Howevergtls problem of identifying corrupted
tax officers since they are doing it under grounthwreat care and secrete. When some
suspected officers leave or resign from the wody tare found out to be accountants for

some taxpayers.

One basic problem is that most taxpayers and émeployees lack sufficient education to

understand the laws and regulations of taxationdfiacts the income tax administration.

More over some taxpayers purposefully submit rilimes and also prepare a financial
statement showing low profit for the sake of payieduced corporate profit tax and even

there is also no willingness to submit completaticial documents for audit.

Proclamation No. 286/200 article 21 and 26 of valdded tax and regulation of the tax
No. 78/2002 article 11, every taxpayer who hassteged is obliged to declare and pay
tax. Therefore regarding VAT, some tax collectengen some of the management of the

core process lacks the necessary knowledge to &lerioollection of VAT.

Tax payers use to complain about a complex proeedtien they went to the tax office
to pay their taxes. More over, tax payers often glam about the use of cash register
machine b/c they did not get sufficient trainingishtm operate it and also it is expensive.
In an effort to conquer unreasonable tax assessamehdlso to establish fair and modern
tax administration nationwide, the Ethiopian Revesnand Customs Authority (ERCA)
has pushed forward with the implementation andafisales register machines. Since its
commencement- to-date, 55,866 taxpayers have beerg 162,549 sales register
machines across the country. A great share of tf##5847) taxpayers are using 52,796
machines in the capital and the rest are sharéytfigray, Amhara, Oromia, South,
Somale, Harari Regional States and Dire Dawa Cidyn/istration, according to the
monthly report of Tax Data Directorate of ERCA. &llg from the sold out of 67,631
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machines, 62,549 have been ready and put in ptatar,saccording to November report.

Some taxpayers did not give invoice to beneficgateehide their income.

In the case of rental income tax, the major probl@mserved was that there is no
complete list of registered rental income taxpaytns may be due to few numbers of
employees in the sub city. More over the registamutal tax payers bring a false
document which do not show the exact amount of bgreducing the amount of money

and that will affect the revenue of the government.

According to the information gathered from the miew some tax payers when their
estimated tax revenue is high they close and rehein license and in turn again they
evade and open their license through their relatared continue the same business to get
more profit until the coming year by so doing tredfect what the government ought to
gain, but when the office proves that they are iooimg the same business they are

obliged to pay that same amount.

Some of the identified problems on tax assessmahtcallection procedures in the sub

city are as follows:-

 Poor or lack of clear understanding about tax p@meltions, regulations and
government policies by tax payers and few employeempply it, this has lead that the
tax workers lack confidence and are unable to @elsydtheir own; on the other hand it is
believed to be a means of avoiding accountabilgneby some process owners and in
turn this leads to a delay for the decision proeessit is one big complain raised by the

business community.

» Shortage of dedicated or committed tax officers atsb very frequent employee

turnover, this leads to over burden on some madvafficers.
» Tax payers are not willing to give clear informatio

» Electric power failure.
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o System failure from ETC (network interruption whiatonsumes the time of

customers and also the tax officers are unabletimpn their task timely.)
» Lack of organized computer system even shortageioters, etc
» The tax office is not wide enough to accommodatddhge number of tax payers

» Lack of sustainable educative promotion by the govent though there is seldom

awareness trainings.

» Poor management system, which can not confidepttahsult tax payers and lead
tax officers due to insufficient awareness of ridesl regulation of the tax system of the

country.

» Poor handling of organized data system for refgrtargeted plans and performance

achieved for each fiscal year.
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CHAPTER FOUR

CONCLUSION AND RECOMMENDATION

The main conclusions and recommendations are ditamthe analysis of the data.

4.1Conclusion

From gathered in formations through interview arahf questionnaires | made the N/
Lafto sub city small taxpayers branch office endeuradministrative and operational
problems to assist the taxpayers. Due to inefficiamd insufficient number of tax

assessment and collection officers in the subinoitluding weak management one can
conclude that, the amount of tax revenue that shioelcollected is not registered.

One-to- five team evaluation conducted every dagresent should strengthen the team

sprit, relationship and should improve weak sidesrag workers.

It was observed that the sub city administratigmeeslly ERCA should find a solution
as to why a large number of employees resign wdnichvresults in over burden on

remaining few tax officers.

Category “C” tax payer’s income and tax liabilithav were not required to maintain
books and records is assessed/ estimated by takersorThis system relied heavily on
the judgment of the tax officers, which createsomgistencies in the treatment of the
taxpayers and creates a loophole for corruptiom;thse sub city administration tries to
solve this problem by sending officers in groupd @&also the income is revised each

year.

Survey also showed that, most tax payers do notvkine rules and regulations of
different types of taxes they pay. Due to this, ligegce, delay in tax payment and

evasion are taken by tax payers as solution tgpesttam payment of taxes. More over
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taxpayers do not record their book timely and dbsutmit their book of records timely
for assessment.

4.2 Recommendation

To minimize the tax administration problem in NAaafsub city one can forward the
following suggestions:-

ERCA has to staff adequately in terms of qualifma and number of the

employees. It also needs to give continuous trgitinits employees to improve
their capacity.

Further work must be done by the tax office, tanidg tax payers that bring under
invoicing, that sale with out invoice, and unuscaddit declaration and also
should identify those that are not registered so fa

At present ERCA has started to use ICT using ietefor tax payers to declare
their income, however to apply this system in thb sities tax office, frequent

interruption of net work system that challenges tidwe administration must be
improved.

Problems related to cash register machine facingoéyers should be solved by
tax officers themselves to facilitate the activofyeach customer.

The office should increase tax payer's educatigmagrams to increase tax
awareness by tax payers. Tax payers should knowpthanent of tax by them
will benefit the country’s development and will beed for provision of social

benefits to the public as a whole. As a resulty tivédl be benefited directly or
indirectly.

In general, the tax reform program will continuectmtribute to the capacity enhancement
of the country through maximization of revenueaiatinent of macro economic stability,
and creating conducive environment for private @edevelopment to promote economic
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growth and also combat corruption. Last but nostleed minimize the problems in the
N/Lafto sub city revenue office and to improve &ministration, tax assessment and also
procedures amending or revising past mistakes landlé conduct continuous discussion
with taxpayers and promote tax payers to give genteed back as to how to improve or

increase our country’s economy.
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Annex A: Questionnaires

00000 00000 0000 000 o000 ./... 0000 0000 0000 00000 0000000

1. 000 000000 0000 00 000 o000 ? ./ o0
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./ o0000



2. 00000 000 00 0000 00 000 0000 00000 000 0000000 o000

o0 ooo000 ? ./ 000 o000 ./....

O/.....

./ 000 o000

3_ 00 000 0000 0000 000 00000 000 00 000 0000 ?
./ (1] 0/ eoo00 ./ o0 o000

4l 0000 00000 00 000 000000

5l 00 000 0000 0000 000000 00 00 000 000 00000 ?
./ (1] 0/ o000 o00 ./ o000 o000

6l 00000 00000 00 000 0000000 0000

7- 0000 0000 000 000 0000 000000 00000000 00 ?
O/ o0000 ./ o000 ./ (1 1]

8.0... 000000 000 00000 ? ./ (1) 0/ eo0000

9l 00000 000 000000 000 00 0000 0000000

?./ L 1]

./ 000000

10' 0000 000000 000 000000 000 000000 o000
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11'..'. 000000 0000 0000 000 00000 ? ./ (1]

12' 000 000000 0000 00000 00000 0000 00000 000000 o

./ o00

13. ece eee cece cecce cccece ? o/ oo

o/ ececee

14. ececcce ccee cceee cee oo oo ccee oo coe coce
cccoe ?

./ oo O/ o000 ./ o000

15_ 0000 0000 0000 000 000000 000 00 0000
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16_ 000000 0000 000000 000000 0000 00 00000 000 o000 o000

Annex B Summery of Income of N/Lafto Sub City Small

Taxpayers Branch Office from 2009/2010 — 2011/2012 and paytifor
2012/2013 up to April 18/2013
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