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ABSTRACT
VAT being one of the indirect taxes is levied onsomption, where the value of goods and

services increases as they change hands in theseairproduction, distribution and final sales
to consumer is considered to be governments’ mairce of revenue in more than 160
countries in the world. Ethiopia has implementedu€aAdded Tax in January, 2003. VAT in
Ethiopia is applied at a uniform rate of 15% on tnosnsumption of goods and services, except
those are zero rated and exempted by law. BoleCaylSmall Tax Payers’ Branch Office of the
Ethiopian Customs and Revenue Authority (ERCA), whkes the responsibility of
administrating VAT in its territory is facing wigubstantial challenges. This study has focused
particularly on identifying and assessing these llemges. To achieve this objective, the
researcher used questionnaires, interviews andvegledocuments to collect data from the data
sources. Graphs, tables and Percentages were asadalyzing the collected data. The findings
of the study reveal that the main challenges of ¥éfinistration are: misunderstanding of the
public in general and business community in patéicuegarding the VAT laws, resistance
against registrations for VAT by some traders, adstiation inefficiency from ERCA (the
branch office) and non-issuance of invoices orasse of illegal invoices exercised by some
registered business enterprises. Based on thedadis, the study recommends that the authority
(the branch office) should familiarize the taxpayerith the VAT laws and its benefits, retain
sufficient and skilled manpower, processing ofimest, controlling collections, making refunds
on time, auditing taxpayers on a planned and rislsddl program, recognizing genuine
taxpayers and levying penalties on those violating VAT laws. The business communities
should also obey to the VAT laws and start to viloitooperation with ERCA (the branch office)

in fighting against those violating VAT laws.



CHAPTER ONE

1.1 INTRODUCTION
Taxes are a portion of private wealth, exacted fiodividuals by the State for the purpose of

meeting the expenditure essential to carrying batftnctions of government. It becomes the
principal means of raising revenue for public pwgm A tax is a compulsory contribution of
persons toward the needs of government. Taxesesaied| for the benefit of government as a
whole, not for the advantage of individuals or gfaaticular class.
Commonly, taxes are classified into direct and recti and this classification owes to the
relationship between the nature of the taxes amdghson for payment of the taxes. A direct tax
is a tax which the taxpayer is not able to pasdtirden to someone else. Accordingly, direct
taxes are paid entirely by those persons on whay #re imposed. On the other hand, an
indirect tax is a tax whereby the taxpayer’s burttempay the tax can easily be passed on to
another person. Based on the abovementioned atasisin, Value Added Tax is one of the
indirect taxes.
Ethiopia is one of the developing and fast grongongntries in the world. The country is in the
transformation process. Basic infrastructures saschighways, Airports, Universities, Hospitals,
etc are under construction. Dams for power suppty irigation are also being constructed. In
the process of such heavy construction and devedoprhuge amount of capital is required.
The Grand Ethiopian Renaissance Dam (GEBXpected to produce about 6,000 kilowatt (kw)
is estimated to cost more than ETB 80 billidhe dam will be the largestydroelectric power
plant in Africa when completed, as well as the Btigestin the world Wikipedia, the free
encyclopedia €n.wikipedia.org/wiki/Grand_Ethiopian_Renaissancanll This urges to
facilitate the collection of taxes (the potentialisces of government revenue) among which is
VAT. Therefore, in order to generate expected raeer VAT in Ethiopia requires fair and

effective administration.



Addis Ababa, the capital city of Ethiopia and A&ias well, where more tax payers are
concentrated is expected to contribute considerabieunt of capital by collecting tax (VAT
being one of the contributors). Hence, to asses<liallenges of VAT administration in Addis
Ababa, taking Bole Sub-City as a sample is founldet@ery important.

1.2 Background of the Study

Value added tax (VAT) is an indirect tax, whichngposed on goods and services at each stage
of production, starting from raw materials to fiqmbduct. VAT is levied on the value additions
at different stages of production. VAT is intendedax every stage of sale where some value is
added to raw materials, but taxpayers will recaikedit for tax already paid on procurement
stages.

According to Kathryn James (2011), though the asgif the VAT have never been decisively
settled, VAT was first introduced at a nationaldewm France in 1954. But, its original coverage
was limited, and France did not move to a full VARt reached the broader retail sector until
1968. The first full VAT in Europe was enacteddenmark in 1967. VAT adoption progressed
in two major phases. The first occurred mostly iesSférn Europe and Latin America during the
1960s and 1970s. The rise of the VAT in Westerropeirwas accelerated by a series of EEC
directives requiring member states to adopt a haized VAT upon entry to the European
Union. The second phase of VAT adoption occurrethfthe late 1980s with the introduction of
VAT in some high-profile industrialized countriesiteide the EU, such as Australia, Canada,
Japan, and Switzerland. This phase also witne$gethassive expansion of VAT in transitional
and developing economies, most notably in Africd Aria, Kathryn James (2011).

VAT has been the most important development inttamaand over the last half-century; it
becomes a widely accepted indirect tax system ac¢hasglobe.

According to the Royal Malaysian, Customs Departmdédan. 24, 2014) (cited in
gst.customs.gov.my/en/gst/Pages/gst_cl.asb8® countries of the world have implemented

VAT/GST.



There is a growing recognition among developingntaes of the crucial role of VAT revenue
as an instrument of economic development. VAT reesnare increasingly accounting for
significant proportion of government revenue tafine the required level of public expenditure
both at federal state and local government lew&sl as a consumption tax has been embraced
by many countries worldwide. Because it is a consion tax, it is relatively easy to administer
and difficult to evade. No matter how many tranges the goods went through, the tax is
always a fixed percentage of the final price.

VAT is a self-assessment tax that is paid wherrmstare being rendered. In-built in the new tax
system is the refund or credit mechanism which iektes the cascading effect that is a feature
of the retail sales tax. The input- output tax nausm in VAT also makes it self-policing. In
essence, it is the output tax less input tax tbasttutes the VAT payable.

It is the equivalent of the VAT paid by the fin@nsumer of the product that will be collected by
the government. VAT, also known as goods and sesviax (Behan & Jenkins, 2005) proves to
be beneficial for the government. Through impleragah of this tax system, government can
raise revenue/AT is different from sales tax in various aspedtile sales tax is to be paid on
the total value of the goods and services, VAEWdd on every exchange of the product, so that
consumers do not have to carry the total cost>aflmwever, VAT is generally not applied on
export goods to avoid double taxation on the fpraduct. In fact, if VAT is charged on export
goods, the tax amount is usually refunded to the payer. Value added tax can also be
recovered. The individual consumers cannot reco¥Al on purchases made by them.
However, businesses can recover VAT on the sera@ondsmaterials, which are bought by them
in order to continue the supply of the products seices.

In Ethiopia, VAT was implemented effective Janudst, 2003 (Proclamation No. 285/2002)
replacing sales tax. VAT in Ethiopia is a multiggaax levied at each stage of the value addition
chain, with a provision to allow input tax credi ¢ax paid at an earlier stage, which can be

appropriated against the VAT liability on subsedusaies.
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According to the Value Added Tax Proclamation (Raow@tion No 285/2002) registration for
VAT in Ethiopia is both Obligatory and VoluntaryJnder the obligatory registration, a person
(natural person or legal person), who carries tixabtivity is required to file an application for
VAT registration with the authority if; a) at theaeék of any period of 12 calendar months the
person made, during that period, taxable transasttbe total value of which exceeded ETB
500,000, or b) at the beginning of any period otandar months there are reasonable grounds
to expect that the total value of taxable transastito be made by the person during that period
will exceed ETB 500,000. Under the voluntary regisbn, a person who carried on taxable
activity and is not required to be registered f&xTVmay voluntarily apply to the authority for
such registration, if he/shelit regularly is suppdyor rendering at least 75% of his/her/its goods
and/or services to registered persons. The VATimaEhiopia is 15% for products and services
other than those are zero rated and exempted gmudisservices. The VAT is expected to
enhance revenue, improve economic efficiency, pteragports, and foster growth.

Thus, this study is particularly interested in asggg challenges of VAT administration in Addis
Ababa, taking Bole Sub-City Small Tax Payers Bra@ffice as a sample.

1.3 Statement of the Problem

The Federal Democratic Republic of Ethiopian (FDRE)der Proclamation N285/2002, has
authorized the Federal Inland Revenue AuthorityR@&)l or as amended under proclamation No
609/2008 Ethiopian Revenue and Customs AuthoriBGE), to administer the VAT. ERCA, in
order to perform the responsibility of administngtiVAT and other taxes executed to it, has
opened many branches in the country, Bolie Sub 8ityall Tax Payers Branch Office being one
of these Branches. Hence, the branch office is@gddo administer the tax (VAT) payers fairly
and efficiently. Every Data related to the tax payes expected to be available in the Branch
office. Practically, the Branch office doesn't haveganized data regarding the number of
registrants for VAT. Even there is no data thatvslmw many tax payers have filed VAT as

Payable, Credit or Nill every month. In the Brarffice, there is always crowded of people
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(tax payers), making long queue, who are waitingfilong their tax. The tax payers always
complain for the long time they spent waiting faacammodation by the employees of the
branch office. On the other hand, the employeewedsas the higher officials of the Branch
Office complain for the work load they have. Evemmgtimes, they are not willing to respond
for question/s raised by tax payers. This showsttieBole Sub City Small Tax Payers’ Branch
Office of the Ethiopian Revenue and Customs AutfiofERCA) is unable to execute the
responsibility (to fairly and efficiently administéhe collection of VAT) entrusted to it. This
may result understatement of VAT collection frore tegistered individual taxpayers as well as
unregistered potential taxpayers in the sub cigcokding to Wollela Abehodie Yesegat (2008),
VAT has a significant role in the revenue systenthaf Ethiopian Government and to sustain
VAT’s revenue role in the governments financesitiucial to ensure that the revenue generated
by this tax is raised as efficiently as possiblevéltheless, in Ethiopia revenues generated by
VAT are usually garnered at the expense of a com@®in its salient features which is usually
caused by factors including weaknesses in the asimation, that is, the incapacity of the
administration to put the attributes of VAT in ptiae (Wollela Abehodie Yesegat, 2008).
This is the problem that needed to be studied.&fbex, on the basis of theoretical and empirical
framework, the research will assess the Challelm@éAT Administration in Bole Sub City
Small Tax Payers Branch Office of the Ethiopian &ewe and Customs Authority (ERCA) in
administering VAT to the potential VAT and to fost®luntary tax compliance.
Unfortunately, there is no recorded study that besn conducted in the sub city to explore
reasons behind the poor VAT Administration that masult under potential revenue collection
and low voluntary compliance of VAT registrants.nde, this study is conducted to fill the gap.
1.4 Research Questions
The study attempts to answer the following resegtastions.

1. What are the existing Value Added Tax (VAT) admir@ve activities and how are

implemented at Branch Office?



2. What are the main challenges of VAT administratiam terms of Service delivery of the
tax office and Voluntary compliance of taxpayershat Branch Office?
3. What is the impact of the challenges on attitudé eompliance of taxpayers, service

delivery of the Branch Office and tax collection?

1.5 Objectives of the study

1.5.1 General Objective
The general objective of this research is to asbessffectiveness of VAT administration

at Bole Sub City Small Tax Payers Branch Officehaf Ethiopian Revenue and Customs
Authority (ERCA), with a view to improve revenue lleation through voluntary

compliance by taxpayers.

1.5.2 Specific Objectives
The specific objectives that emanate from the alymreral objective are:

1. To review the existing Value Added Tax (VAT) adnsinative activities and its
implementation at Branch Office.

2. To examine the main challenges of VAT administration terms of Service delivery of
the Branch Office and Voluntary compliance of taygra at the Branch Office.

3. To analyze the impacts of the challenges on a#ituttl compliance of taxpayers, service

delivery of the Branch Office and tax collection.

1.6 Significance of the study
The study will help in identifying the existing dienges of the successful VAT administration

of the Branch Office. By identifying the major clesiges, the findings of the study are expected
to indicate the strategic intervention areas thightmmprove the administration of VAT by the
Branch Office and other concerned bodies.

Thus; the research will help the Branch Officertipiove VAT administrative activities so that
to increase voluntary taxpayers which may helpectithe potential tax (VAT) in the sub city. It

will also help taxpayers to get fair and effici@aministration from the Branch office. The sum



of the above mentioned benefits will help the govesnt to collect more VAT from the sub city.
The researcher will be benefited in fulfilling measter’s degree; upgrading his research skill and
mental satisfaction for the benefits this study ntaytribute. The study can also serve as
springboard to investigate uncovered areas andeoituas a secondary data in due course of
further research.

1.7 Scope of the study

The study has focused particularly on the challserafeVAT Administration in Bole Sub City
Small Tax Payers Branch Office of Ethiopian Reveand Customs Authority. Basically, the
study has analyzed VAT administrative activitiestfee period of recent three years.

The researcher is fulltime employee of a privatenedvcompany and is self financed for the
research the result of which is constraint of tianel finance to be used. Hence, the reason why
this study was limited to one Branch Office onlythat it could be too costly in terms of time
and money to include (cover) other Branch Offices.mentioned above, the study was limited
for three years activity only and the reason was, this only three years since the Branch Office
had taken over the responsibility of administrataord collection of VAT from the previously

“Bole Sub City Revenue Office”.

1.8 Research Methodology
This section shows details of the research de#iignsampling method as well as the source and

manner in which the data was collected and analjaeithe study.

1.8.1 Research Design
In this study, the type of research was descripfivie rational for selecting this type of research

was that the study was not have any control ovéiniables, rather it described the characteristic
of the Branch Office VAT administrative activitiesd to answer the question what was the best

way to administer the VAT in order to collect thatgntial revenue from the sub city.



1.8.2 Data Sources

1.8.2.1 Primary Data sources
The primary data sources were the VAT registraxpdsgers, the tax officials, and managers in

Branch Office. Therefore, open and closed endedtmpmaires and interview were prepared for

the three target groups, (VAT registrants, Manageraad Experts) of the Branch Office.

1.8.2.2 Secondary Data sources
Among the secondary data that was used to exantiee VAT administration, relevant

documents such as the VAT registrants (from ERCHsad Office), the organizational

structure, employees list, Performance Reportfrete the Branch Office was collected.

1.8.3 Sample Design and Technique
The sampling frame for VAT registrant taxpayers wilas registration list of tax payers in

Branch Office that consists of 5,966 VAT payerslexiked from the Head office of ERCA at
time of field survey. Whereas the sampling franwedlie tax officials and officers of the Branch
office was the employee registration list of theuiizsh Office.

In this research probability and non probabilitynpéing techniques was used. From probability
sampling technique, simple random sampling teclenigras used to select the representative
sample from the tax payers where as the sampleghfortax officials and officers were
determined using purposive sampling technique of-probability sampling method. This is
because the need to address experts in the areaavehdamiliar with the tax (VAT)
administrative activity.

In this regard, interviews with the respective @éls and officers of the Branch Office those are

responsible for the tax administration in the sitpwas held.

1.9 Limitations of the study
It is obvious that adequate and reliable infornmat®important to undertake any kind of survey.

However, the unwillingness and unavailability of magers, coupled with the unavailability of

secondary data in the branch office were the majotations of this study. To overcome these



limitations, the researcher had contacted the ldeeel managers and has gone to the head
office to collect the required data.

Besides, lack of sufficient fund and time constrawere intended, however to overcome the

problem of time data collectors were employed tredresearcher has exerted his at most effort
to manage it. Regarding the fund constraint, theeascher managed by spending from his
personal saving.

Finally, though there were some limitations as estaBibove, the research is finalized

successfully.

1.10 Structure of the Thesis
The thesis has four chapters. Chapter one deals thé& important introductory issues that

include, Background of the study, Statement of piheblem, Objective of the study, basic

Research guestions, Significance of the study, &obphe study, Methodology of the study and
Definitions for basic abbreviations, terminologi@sd phrases. At the end of the chapter, the
overall structure of the thesis is indicated.

Chapter two deals with literature review on theaaref VAT administration. Chapter three

focuses on data presentation, analysis, and discusased on the information that was obtained
by secondary data, questionnaire and interview.

Then, the thesis is concluded by chapter four inclwtthe main findings are summarized,

conclusions is drawn, and suggestions and recomatiend regarding shortcomings and other

issues that need remedies are issued.



CHAPTER TWO

2 LITERATURE REVIEW ON VALUE ADDED TAX ADMINISTRATION

2.1 Introduction
This chapter presents the theoretical discoursesveds as the empirical facts about VAT

administration conducted by different scholars. réfae, the chapter is structured as follows;
General Overview on Tax (showing the Direct andrbdd taxes), Value Added Tax (explaining
its concept and history), and the administratiopeats of VAT. Under the administration
aspects, the importance of VAT administration asdorganization, the administration process
(showing the basic principles of VAT administrafi@nd the administrative tasks are stated. The
administrative tasks again include, the iderdiflen and registration of tax payers, the filing
and payment of VAT returns, controlling of the rii and payment of VAT returns, VAT
invoicing, Auditing, penalty and VAT refund are dissed.

2.2 General overview on Tax

Taxes are important sources of public revenue.ekigence of collective consumption of goods
and services necessitates putting some of our iedota government hands. Such public goods
like roads, power, municipal services, and othdslipunfrastructures have favorable results on
many families, business enterprises, industriestla@deneral public. Public goods are normally
supplied by public agencies due to their naturasoofrivalry and non-excludability. The nature
of consumption of public goods is such that condionpby one does not reduce consumption
for others. Besides, consumption of public goodamygent does not exclude others from doing
same. Such nature of public goods therefore mdilera tmpossible for private suppliers to avail
them at market prices like other commodities. Gorent intervention in the supply of public
goods is therefore inevitable and can only be dbtie public pays taxes for the production and

supply of such goods.
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Basically, there are two main categories of Taxeswn as Direct and Indirect taxes. Direct
taxes are taxes which suffered by tax payer, wherimdirect taxes are paid to tax collector by

some others. Accordingly, the major categorieseés in Ethiopia are stated hereunder.

2.2.1 Direct Taxes
Direct taxes are taxes imposed on direct incomengfindividual or company. Majority of these

taxes have progressive rates generating incomertayessively while others have fixed (flat)
rate generating income tax proportionally. Diretes include taxes on: Employment Income,
Building Rent Income, Business Profit, Interestoime on Deposits, Dividend Income, Royalties
Income, Income of Games of Chance, Gains from Teansf Certain Investment Property,
Rental of Property Income, and Income from RendeohTechnical Services outside Ethiopia.

(Taxation in Ethiopia, 2005).

2.2.2 Indirect Taxes
Indirect taxes are taxes imposed by governmentahected by taxpayers assigned by law from

consumers for the transaction of goods or serviesy tget from market. These taxes are;
Turnover Tax, Value Added Tax, Excise Tax, Custaims$y, and Stamp Duty (Taxation in

Ethiopia, 2005).

2.3 Value Added Tax (VAT)

2.3.1 Concept of VAT
Value added tax is not only a simple taxation systeut also is the most common model used in

the world today. So, before anything else, we ghdwow the meaning of Value Added and
Value Added Tax. From economic point of view, tleue added is the difference between the
worth of outputs and inputs. But in compilation thie law, it is defined according to the
accounting standards and by relaying on invoicehotet By considering the above point, the
Value Added is defined as the difference betweenvilue of the goods and services supplied

and value of the goods and services bought bysopen a specific period of time.
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By considering the above definition, the Value Addeax is a kind of multiphase tax, which is
calculated and collected according to a percentégalue added of the goods and services
produced and supplied in the process of produaiahdistribution cycle,

www.investopedia.com/terms/v/valueaddedtax.asp

Value added tax (VAT) is an indirect tax, which is imposed on goods and services at each stage

of production, starting from raw materials to final product. VAT is levied on the value additions

at different stages of production and distribution.

The general mechanism under which VAT is colledtgdGovernments can be briefly stated as
follows.

Taxable persons charge output VAT, using appliceddies, on the sale of taxable supplies on the
invoices they issue to their customeks the same time Taxable persons pay input VAThtrt
suppliers via the corresponding purchase invoidesxable persons prepare VAT returns
showing total output VAT from which the total inpdAT is deducted. The excess of the output
VAT over the input VAT for a given accounting petigmonthly in the case of Ethiopia) is
payable within thirty days after the end of theaoting period.

If input VAT is higher than output VAT then the f#ifence is carried forward and set off against
future output VAT. As a general principle excespuinVAT can be refunded after a certain

accounting periods.

2.3.2 History of VAT
According to Kathryn James (2011), though the asgf the VAT have never been decisively

settled, VAT was first introduced at a nationaldein France in 1954, Kathryn James (2011).
The French economist, Maurice Laure, the jointaoeof the French tax authority, the Director
General Des impost, initiated the concept of VAhjak came into effect on April 10, 1954 and
it was considered to be one of the major sourcesadé finance, (Encyclopedia of Management.

2009). But, its original coverage was limited togka businesses only. According to Kathryn
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James (2011), France did not move to a full VATt ttemched the broader retail sector until
1968. With the passage of time VAT was employeadafbbusiness sectors of the country. The
first full VAT in Europe was enacted in Denmark 1867. VAT adoption progressed in two
major phases. The first occurred mostly in WesEurope and Latin America during the 1960s
and 1970s. The rise of the VAT in Western Europe aecelerated by a series of EEC directives
requiring member states to adopt a harmonized VAdnuentry to the European Union. The
second phase of VAT adoption occurred from the 1&80s with the introduction of VAT in
some high-profile industrialized countries outside EU, such as Australia, Canada, Japan, and
Switzerland. This phase also witnessed the masswmansion of VAT in transitional and
developing economies, most notably in Africa anthAKathryn James (2011).

VAT has been the most important development inttamaand over the last half-century; it
becomes a widely accepted indirect tax system ad¢hesglobe.

According to the Royal Malaysian Customs Departmdgdan. 24, 2014) (cited in
gst.customs.gov.my/en/gst/Pages/gst_cl.asb8® countries of the world have implemented
VAT/GST.

Ethiopia having introduced VAT, in place of salag,teffective Jan 01, 2003 is one of the 160

countries.

2.4 VAT Administration

2.4.1 Importance of VAT Administration
VAT is important tax imposed on all transactionattshow additional value on each stage of

either production or distribution of goods or seed. The tax is collected on the value, which is
added during each stage of transaction. Thus ibh@ed revenue bases as the result of this its
revenue generating capacity is high. This tax sysemcourages self assessment that helps
taxpayers to assess VAT themselves. It promotesehd of using accounting records principle.

Because of this, it reduces administrative cogarfcollection as well as evasion. Since the tax
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bases the records and collected on transactioetst the administration is achieving the main
objective that is voluntary compliance.

VAT refunds for taxes paid on charges of productidistribution and administrative activities
encourages investment and saving by crediting aapiput tax. Stimulates foreign trades
because it is applied zero rate on export prodnstemd services in order to get them efficient
competent in the world market. It attracts foreigvestments, as it is accepted modern tax type

by many countries in the world, (Misrak Tesfaye,cM2008).

2.4.2 Organization of Vat Administration
As indicated by the Indian Government DepartmenRef/enue (report on international best

practice in VAT administration), Execution of a gbtax payer strategy relies heavily on the
organization designed to facilitate it. A succesSAT administration requires both an effective
field delivery function and excellent guidance anetrsight from headquarters. The two levels
of administration (field and headquarters) haveaydifferent functions and responsibilities. The
field offices being responsible for assessing aoitecting tax liabilities, while headquarter is
fundamentally a design and oversight body, Indiangenment Department of revenue, (2006).
It is also stated on the International Tax Dialgghe value added tax experiences and Issues
(March, 2005)hatthe introduction of VAT can facilitate a substahimprovement in overall
tax administration, and indeed adoption of the VidToften seen as an opportunity for overall
tax administration modernization; however, it hasasionally disrupted the functioning of an
existing administration because of inadequate patioas and/or ill-advised implementation
decisions and there @ne important decision concerning where to placer\@ministration
within the overall tax administration and suggektse possibilities;
1. Administration of the VAT by the department respible for domestic tax operations
(including personal and corporate income taxes,, and several countries, social
contributions);

2. Administration by a separate VAT deparitner
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3. Administration by the customs department.
In the case of Ethiopia, VAT is administered by Hthiopian Revenue and Customs Authority
(ERCA). The authority has got various Directoratgsthe Head Quarter and Branches in
different parts of the countrylhe Finance Bureaus of Regional States of the cpame also
authorized to administer VAT in their territory fact, there is a specific VAT Directorate at the
Head Quarter which is responsible for the admiaisin of VAT. However, the branches

including Bole Sub City Small Tax Payers’ BrancHi€ luck to have separate VAT section

2.5 VAT Administration Process

2.5.1 Basic Principles Governing VAT Administration
Modern tax administrations operate on the prinsipd Voluntary compliance and self-

assessment. Voluntary compliance is to mean thaikteers are expected to comply with their
basic tax obligations with only limited interventiby revenue officials whereas self assessment
is to mean taxpayers, with reasonable access foaftem the tax administration, calculate their
own tax liabilities; complete their tax returns;bsut returns and payments to the tax
administration; and are then subject to risk ofitaulls a country that introduced modern
taxation system, Ethiopia’s VAT administration ystallows to follow the abovementioned
principles.

2.5.1.1 Voluntary compliance

The promotion of voluntary compliance is the prignabjective of revenue authorities. In order
to achieve high levels of voluntary compliance payers and their representatives must have a
good standard of servicewhich help them determine their obligations under kaws and to
complete the steps required to acquit those oluigst

Like any other revenue authorities, ERCA has séuaralaws and regulations upon which it
operates with a spectrum of needed complianceum&ints. The preferred option of ERCA is
adopting an administrative approach that encouragegsgntary compliance with in a co-

operative and participative regulatory environmehlthough this approach can be viewed as the
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strength of the VAT administration in Ethiopia, theactical observation is far apart from this
wish.

It is relevant to mention here that voluntary coiempte is promoted by an awareness of rights
and expectations of a fair and efficient treatmeamd the existence of clear, simple and “user-
friendly” administrative system and procedures. diiher words, voluntary compliance is
enhanced when it is easier for taxpayer to do swe¥er, due to the low coverage and poor
performance of these matters and some other culumé administrative problems, voluntary
compliance is hardly attained objective in Ethiofizkessays.com,Assessing the VAT
Administration in Ethiopia).
http://www.ukessays.com/essays/finance/assessergatiadministration-in-ethiopia-finance-
essay.php).

2.5.1.2 Self Assessment

Self-assessment requires more than simply permittia taxpayer to make the tax calculations
and pay the amount calculated without notificafimm the tax administration. The concept is
based on the understanding that taxpayers areydecd the information known only to them,
best placed to assess their tax liabilities antttietax authorities’ efforts are best directed to
identifying those taxpayers most likely to undestheir tax liabilities, and focusing their scarce
resources on the greatest areas of risk, (IntematiTax Dialogue, the value added tax

experiences and Issues (March, 2005)).

As indicated by the Indian Government DepartmenRe¥enue, “report on international best
practice in VAT administration”, the modern tax ragement relies heavily upon risk-
assessment tools to determine which taxpayersemathust be examined very closely, not
merely at the audit level, but at all stages of the process, from registration to collection. In

order for such a self-assessment system to betigdedhe apparent freedom granted to
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taxpayers must be backed up with a supportive llgie framework and a comprehensive and
integrated set of administrative processes, (In@Gawernment Department of revenue, 2006).
When we look at the Ethiopian situation in lighttbfs view; VAT is self assessed tax and this
can be viewed as its strength that, one of the itapbfeatures of modern tax administrations is
the provision for self assessment. The respongibibr the correct calculation and timely
payment of VAT rests on the taxpayer himself. lotfdnere are varieties of circumstances in
which the authority may issue an additional assessisuch as in the case, where a person fails
to furnish a return as required by law, and if thehority is not satisfied for any reason of
perceived risks. However, there was no formal caanpk risk management policy and strategy
until June 2010. It is in June 2010 that ERCA hadoesed compliance risk management policy
and strategy which is expected to bring a signiicamprovement on the compliance

management efforts of the authority.

2.6 VAT Administration Tasks

2.6.1 Tax Payers’ Identification and Registration for VAT
According to the Indian Government Department ekreie, (2006), identification of potential

but unregistered dealers is usually done in a wd4hanner:

1. Audit of registered taxpayers: The first appto&to audit registered taxpayers in order to
detect their unregistered suppliers or customdr§¥/AlT is in place, this may be done by
checking that purchases invoices on which VAT d¢sedie claimed and sales invoices show a
valid TIN; detection of an invalid TIN may leadtiwe detection of unregistered taxpayers.

2. Locality inspections: The second approach ineelsearches or inspections in which a group
of officials go door-to-door within a particular @graphical area, checking that all persons or
establishments engaged in taxable business adtiMhat area are properly registered.

In the case of Ethiopia, as indicated by Teklu K&2@1l1l), the most used technique for

identification unregistered taxpayers for VAT isoddo-door inspection.
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VAT requires a dynamic approach to new taxpayeisteggion and the key requirements of the
registration system are:
» On commencement of the VAT to ensure that all exgdbusinesses with turnover above
the threshold are registered automatically
» To ensure that new businesses operating abovarshbld are identified quickly by the
VAT office the most effective administrations hapat in place systems to ensure
automatic registration where a new business istegid with an organization such as the
companies office, business registration departratnt
» |dentify potential false registrations which areely to be a precursor to attempted VAT
fraud.
Efforts should be made to keep the registratiorcgss user friendly like having a single page
registration form and doing away with all the uregsary information requirements.
The registration process will generally includedtions such as: the automated allocation of a
taxpayer identification number, issue of a VAT dexdte, issue of initial blank return and will
also trigger a taxpayer service advisory contactian Government Department of revenue,
(20086).
The Indian Government Department of revenue, (20069 also stated that one of the common
problems faced by VAT administrations is the ovagistration of taxpayers with only a small
percentage of the registered taxpayers actuallygfiteturns and paying taxes. This makes it
more difficult to identify and monitor taxpayers avicontribute significant amount of revenue
and creates an unproductive workload for the tariaidtration. This makes it essential to set a
reasonable registration threshold keeping in viesvadministrative capacity of the department.
In Ethiopia, registration for VAT is categorized tim three. These are obligatory, voluntary and
special business categories. The threshold forgataiy registration is the annual taxable
turnover that exceeds Ethiopian Birr 500,000.Thengry intention to limit the registration
threshold was consideration to administrative fabsi. However with this threshold limit even,
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the registration performance tends to be unsatmfiac Under the category of voluntary
registration, a person who carried on taxable #gtand is not subject to mandatory registration
may voluntarily apply to the authority for such istgation, if he regularly supplies at least 75%
of his taxable goods and services to VAT registepetson, FDRE VAT Proclamation
No0.285/2002.

The third category of registration, special bussneategories are defined as forced registrants
regardless of the threshold. Such forced speciainbas category registrants are: Gold,
Electronics, Importers, Shoe factories, Level tad above constructors, Computers and their
accessories, Leather and leather products, Plasticplastic products. This is done in order to
get fair market competition between the specialr®ss categories. If registration by special
business categories not implemented, market cotigretdifference would be seen among
registrants and non-registrants within them.

In line with the threshold limit for obligatory resgration, the government set turnover tax as
equalizing factor to enhance fairness in commereiations and make complete the coverage of
the tax system at the same time reaching thosedagers below the threshold value. However
due to the low enforcement capacity and some atesons it tends to be less performed and
viewed by registered taxpayers as ill addressed. d&er example the Ethiopian Chamber of
Commerce and Sectoral Association in its releaseNational Business Agenda stated the
following:

“A VAT registrant has to charge consumers an irditex of 15% of the value of goods or
services sold. A non registrant, however, paysotter tax (TOT) of 2% on goods sold and 2-
10% on services rendered. Given these rates VAiBtragts could not compete in the market.
More over the tax Authority has limited capacityetaforce compliance. Knowing the authority’s
limitations, many business enterprises who areireduo register for VAT do not comply. This
situation has created a distorted market, whersetmegistered for VAT are subjected to unfair

competition” (Ethiopian Chamber of Commerce & Seaitd\ssociation 2007-2008 pp8) As we
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can understand from these statements, their argurafans to the wider gap between the VAT
rate of 15% and the 2% rate for turn over tax wigzhto market distortion (unfair competition)
together with the limited administrative capacitytbe authority to enforce and facilitate the
proper management of the turnover tax and thetragen to VAT.

According to the FDRE Proclamation R85/2002, cancellation of VAT registration is alied.

A registered person is to apply to have his regfistin for VAT canceled if he has ceased to
make taxable transactions. A registered person apyy to have his registration for VAT
canceled at any time after a period of three yeathe date of his most recent registration for
VAT if the registered person's total taxable tratisas in the period of 12 months then
beginning reasonably are expected to be not mare300,000 Birr.

The cancellation of VAT registration takes effetttlae time the registered person ceased to
make taxable transactions or, if the registeredgehas not ceased to do so, at the end of the
accounting period during which the person appleethe Authority for cancellation of VAT
registration. If a person's registration for VATdanceled, the Authority is required to remove
the person's name and all other details from th& Y&yister and the person is required to return
the issued certificate of registration, (FDRE Paothtion No285/2002).

The procedure for cancellation of VAT registratisrclearly stated under FDRE Regulation No
79/2002 as follows. A registered person must appiycancellation of registration within 30
days of the date the person ceases to make taxabactions. The application for cancellation
shall be in writing, shall state the date upon Wwhibe person ceased to make taxable
transactions, and shall state whether or not teasgm intends to make taxable transactions
within 12 months from that date.

The Authority shall approve an application for thancellation of registration unless the
Authority has reasonable grounds to believe thaprson will make taxable transactions at any

time within 12 months from the date of cessation.
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While the cancellation of registration generallkeas effect on the date of cessation, if the
Authority is satisfied that the registered persahrtbt make taxable transactions from the date
the registration took effect, the Authority can calnthe registration retroactive to that effective
date,

When registration is cancelled, the registeredgremmay be deemed to have sold the goods on
hand in a taxable transaction.

Any obligation or liability under the Proclamatiomcluding the furnishing of returns, of any
person in respect of anything done by that perdaitewthe person was a registered person, is not

affected by cancellation of the person's regisirat{FDRE Regulation N@9/2002 as follows).

2.6.2 VAT Filling and Payment

VAT filing practices differ among countries. Accang to a Jantscher (1990) as cited by
Welella A.Y. (2008), in some developing countri@ke Argentina, Mexico, Peru...), taxpayers
effect provisional payments monthly and file resiamnually; while most developing countries
require monthly filing and payment of VAT and dotmequire taxpayers to furnish a yearly
return. In the case of Ethiopia, the VAT accountpeyiod is one month and taxpayers are
required to file VAT returns accompanied by the rappiate payments on monthly basis and
there is no year-end reconciliation requiremenbuldh the VAT legislation in Ethiopia allows
taxpayers a 30-day period within which to file resiand make payments, in practice, there are
three VAT reporting periods depending on whetheéax@ayer is reporting a nil (no activity),
credit (input VAT exceeds output VAT) or paymenutfaut VAT exceeds input VAT).The
reporting time from the end of the accounting petiie 10 days for nil filers, 20 days for credit
filers and 30 days for payment filers.

Tax payers complain regarding the above mentioepdrting periods, especially the 20-day

period for credit filers is very short. This is @aoplem especially for taxpayers conducting
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business at several locations for the reason #ithegng documents from different offices takes
time.

Return filing could be done by going to the premiséthe tax authority in person, through the
post office or electronically. In Ethiopia, taxpaydile VAT returns by going to the tax office in
person. This is a problem for taxpayers that residemote areas (where the ERCA does not
have branch offices) and are forced to go to tipétalecity, Addis Ababa, or nearby cities where
the tax authority has a branch office. In additionterms of the method of payment, in Ethiopia
taxpayers with VAT liability greater than ETB 1,008ay be required to effect payments with
bank Certified Payment Orders (CPOs). In fact, uke of CPOs is, to avoid the problem of
insufficient fund balance that might arise from gquing taxpayers’ cheques. Nevertheless, such
a practice imposes a cost on taxpayers in the frout of pocket payment (CPO preparation
fees charged by banks) and time costs.

Generally, the above mentioned practices pertaitingeduced VAT reporting periods, the
return filing process and the method of effectimgmpents are increasing taxpayers’ compliance

costs, especially on small businesses.

2.6.3 Control of VAT Filing and Payment
In administering VAT, the Ethiopian tax authorityas computer programs, namely:

Standard Integrated Government Tax Administratigst&n (SIGTAS) and Automated System
for Customs Data Management (ASYCUDA), W.A. Yese@2008). The computer programs
are used to maintain taxpayer register and proé¢édsreturns. Detection of non-filers seems to
be carried out mainly manually. The tax authonitgs to identify non-filers in collaboration with
the Ministry of Trade and Industry. In Ethiopia gvéader is required to renew business license
annually with the pertinent offices under the Mirnysof Trade and Industry or regional
governments. To renew business licenses, traderseguired to produce evidence from tax
authorities that all taxes have been paid. Theatahorities on their part, before providing the

evidence to taxpayers, check if there are delingtaees (including VAT).
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Besides to the annual license renewal, traderalacerequired to submit tax clearance every six
months when they need to participate in any tender.Jantscher (1990) noted that most
developing countries detect non-filers manualleré long delay putting the collection of the
delinquent tax at risk, the above practices partgino controlling VAT filing and payment

delay the collection of the tax and jeopardizegbeernment’s revenue.

2.6.4 VAT Invoicing
Jantscher (1990), cited by Welella.A.Ysgat, (200®Yed that unlike developed countries most

developing countries require some form of invoiciftgg all transactions subject to VAT
including sales to final consumers. In Ethiopia YAT proclamation under article No ‘22’ sub
article ‘6’ and ‘7’ states two things. Firstly, ihe case of a registered person's supply of goods o
rendering of services at retail to purchasers wigormt VAT registered persons, a receipt or
simplified form of VAT invoice may be used insteafl a VAT invoice. Secondly, waive a
registered person’s obligation to issue a receiptax invoice for cash sales if the total
consideration for the entire supply does not exce@dirr. To facilitate the implementation of
these provisions the then Minister of Revenue ¢wHater combined with the then Federal
Inland Revenue Authority (FIRA) to form the currétthiopian Revenue and Customs Authority
(ERCA)) has been empowered to issue directivesruvid@ proclamation No 285/2002 article
No ‘22’ sub article ‘6’ and ‘7’. According to thgroclamation, the VAT legislation empowered
the Ministry of Revenue to issue the relevant dives, FDRE Proclamation No 285/2002.
However, the pertinent directives had not yet bissned. Consequently, all registered traders
(including those who have transactions with totahsideration not exceeding ETB 10) are
effectively required to issue the standard VAT iiweo According to Welella.A.Ysgat,(2008),
problems raised by tax payers include the difficolt getting invoices on purchases and details
of customers for the preparation of sales invoities problem of supplying without invoices (by
giving the option of buying with or without invoiséo customers) and using duplicated invoices.

The optional issuance of VAT invoices in some secteveals that invoices are being used as a
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negotiation tool between customers and VAT regestebusinesses. That is, full VAT is
chargeable if a customer needs invoices. Suchdigeecan jeopardise the use of invoices as a
revenue safeguarding tool, lack of consistencysingiinvoices and also emphasized the need to
design a strategy that can encourage customelsding government institutions, to ask for
VAT invoices. Welella.A.Ysgat, (2008), added thdtere appear to be various factors
contributing to the invoicing problems mentionedoad The factors include lack of tax
administrators’ follow-up and control, lack of awaess among the society and the prevalence of

poverty.

2.6.5 VAT Auditing
The only real solution to the evasion problem igoad tax administration and, especially, a

strong VAT audit program that needs, among othgrge) an appropriate audit case selection
method, Edmiston and Bird 2004, cited in WelellaYasgat (2008). Jantscher 1990, cited in
Welella A. Yesgat (2008) also noted that cross kimgcpurchases and sales data by various
taxpayers would provide an effective tool for seteg VAT taxpayers for audit and hence
improve audit results. From the above statementsn be said that tax audit is one of the most
important tools of treating compliance risk by tministrators. However, it is also considered
to be one of the capacity challenges to many adtnations. The Indian Government Revenue
Department study indicated that it has generallgnbebserved that audit is most often the
weakest component of VAT administration, earlyhie tmplementation phase. This is because a
completely new law is introduced, and both the depent’s staff and the dealers are in-
experienced with it” (Indian government departmafevenue 2006, pp 61).

For audit to be efficient and effective, it shoddd supplemented by sound risk management
/selectivity practices. The lack of sound risk ngeraent practice is one of the most contributing
factors for the insignificant impact of audit on VAompliance efforts.

In respect of VAT audit in Ethiopia, the selectioriteria include: credit declaration, nil VAT

declaration, non-filers, unusual VAT filing pattefrand information obtained from third parties.
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Cases selected based on the above criteria woulsubgcted to audit, Welella A. Yesgat
(2008).

However lucking confidence to make decisions andlingness to help taxpayers, tax
administrators are not qualified enough and als6 capable of handling cases quickly,
particularly at the time of audit. The tax admirasbrs also fail to give consistent information on
the same VAT issues.

In general, the quality of auditors (VAT administis at large) that appears to be poor coupled
with their relatively small number is affecting teffectiveness of the audit program. This is, in
turn, likely to impact on the revenue that coulddamerated through effective audit programs

and on the use of effective audits as tools ofrdatenoncompliance.

2.6.6 Penalties
From examination of the practices pertaining to Vdnalties, Jantscher 1990 cited in Welella

A. Yesgat (2008), noted that in most developingntoes the stricter penalties in VAT laws are
usually not applied, thus penalties have littleedeint effects. The Ethiopian VAT proclamation
/legislation clearly states that taxpayers that tiaicomply with the requirements of VAT are
chargeable with penalties ranging from financialingrisonment. It sets out the rights and
obligations of the tax officers as well as the payers. There are clearly stated provisions about
the powers and penalties available to the tax aifig® including the administrative settlement
of tax offences and other related issues. In otddmplement the above stated laws, the tax
authority started enforcing the penalty provisidingcluding the stricter ones) of the VAT
legislation to some extent. For instance, a taxepayho failed to file, regardless of his filing
(nil, Credit or payment) is penalized ETB 2,000f60each accounting period. The current trend
differentiate between violations leading to customeéucation or warning and deliberate non-
compliance leading to penalties i.e. those whovalleng to be compliant but don’t understand

(making mistakes) are tackled through simplificatiof procedures, guidance and taxpayer
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education and those who deliberately violate aematéd through ranges of appropriate

enforcement actions and penalties.

2.6.7 VAT Refund
Grandcolas, 2005 and Jantscher, 1990 cited in Vdefel Yesgat (2008) noted that managing

VAT refunds is one of the challenges of VAT admirdsons in developing countries. In
managing refunds and combating refund frauds, réiffiecountries use schemes including denial
of refund claims (except to exporters), carryingnard of refund claims, demanding a third
party certification of the claim, demanding guaestrequiring taxpayers to have separate VAT
bank accounts, zero rating of supplies to expodatsremission of input VAT on certain goods
(mainly capital goods). Some of these schemesdairenty to combat refund frauds, but are also
intended to reduce the strain on business caslsflow

Looking closely at the practices concerning VATurefs in developing countries shows that all
developing countries give refunds to exporters somle require other VAT taxpayers to carry
forward their excess credits indefinitely (Jantsct@90, cited in Welella A. Yesgat (2008)).

For the purpose of refunds, the Ethiopian VAT l&gien categorizes taxpayers into two groups:
zero rated businesses (mainly exporters) and ¢tloerexporting) businesses.

According to the FDRE VAT proclamation, VAT refumslpractical if at least 25 percent of the
value of a registered person’s taxable transactionshe accounting period is taxed at a zero
rate. The Authority refunds the amount of VAT apglias a credit in excess of the amount of
VAT charged for the accounting period within a pdrof two months after the registered person
files an application for refund, accompanied by udoentary proof of payment of the excess
amounts.

In the case of non exporter registered personglynmnporters the amount of VAT applied as a
credit in excess of the amount of VAT charged F& &ccounting period is to be carried forward
to the next five accounting periods and creditediregl payments for these periods, and any

unused excess remaining after the end of thisrfieeth period is refunded by the Authority
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within a period of two months after the registengeison files an application for refund,
accompanied by documentary proof of payment oeteeess amounts.

If a registered person is entitled to a refundds paid by the Authority that is satisfied with in
two months whichever is applicable, the Authorityye the person entitled to the refund, interest
set items, for export at 25% over and above thédsgcommercial lending interest rate that
prevailed during the preceding quarter, (proclaomahlo.285/2002, Art. 27).

In Ethiopia, in addition to the zero rate expoenits, voucher system is used for coffee exports.
Coffee exporters can use vouchers as VAT paymergagpliers of coffee for export. The main

purpose of the voucher system is to reduce the ruoftrefund requests.
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CHAPTER THREE
3 DATAPRESENTATION AND INTERPRETATIONS

3.1 Introduction
The nature of this research is descriptive typeiti@rporates fact finding inquiries and surveys

with regard to the Value Added Tax Administratiordats related challenges. As it is stated in
chapter one of this research, the objective of bégarch is to assess the effectiveness of VAT
administration at Bole Sub City Small Tax Payerari@h Office of the Ethiopian Revenue and
Customs Authority (ERCA), with a view to improvevemue collection through voluntary
compliance by taxpayers.

This may give some possible insights to tax adrrgisrs to give closer attention towards
tackling the challenges raised in association vihe VAT administrations by providing
appropriate suggestions. Quantitative analysisnigcies are used to analyze the collected data.
Thus the analysis of the data is accessible by seérpercentages, tables and figures with
simple mathematical calculations.

Data was collected through questionnaire from thkected employees and VAT registered
taxpayers, in Bole Sub-City Small Tax Payers Braiice.

The questionnaire has three sections. Section ‘&irs with personal data of the respondents
such as age group, sex, and educational level. \&kplkrience of the employees of the Branch
Office and the time for how long the tax payersenheen registered for VAT are also included
in section “A”. Section “B” of the questionnairerdgains issues related to the tax office which
includes human Resource related, policy relatatesssAwareness of the public and the business
society towards the policies and Vat administrais®ies are included where as section “C”
holds taxpayers related issues.

Close and open ended interviews were also condwdtadselected employees. In order to keep

the balance of conclusions and recommendatioratieatirawn from the findings generated from
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the collected data, the same questionnaires wetehdited to both the employees and tax payers
in the branch office.

The questionnaires were distributed to a total nremalh 380 samples (350 from VAT registered
taxpayers and 30 from employees of the Branch &)ffic

Hence, the data is analyzed and interpreted in ¢hi&pter from which conclusions and
recommendations are drawn and presented in chiapiteof this research.

Among the 385 questionnaires, 363 (95.5%) responsge gathered (i.e. 335 (95.7%) from
VAT registered taxpayers and 28 (93.3%) from emgésyof the Branch Office).

The details of the respondents and their respoargesevealed and interpreted in the following
parts of this chapter.

3.2 Respondents’ Personal Data

VAT registrant taxpayers are the main witnessesxfgain the VAT administrative activities of
the branch office. The survey result in this sectieveals the gender, level of education, and
their experience as VAT registrant. In the samemaarthe employees of the branch office were
also requested to reveal their age group, sex,atidnal level and their work experience in
ERCA. The result of the personal data of both &xepayers and employees of the branch office
is stated hereunder.

Figure 3-1 Age Group of both Respondents

200
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M upto 30
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40-50
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M above 50
0 = T T 1
Employees Tax Payers

Source: Field Survey Result 2014
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The age group of both the respondents is analyrz#tkiabovdable and the result is presen
here. The age group of the employees in years {89%) up to 30, 16 (57%) -40, and 1 (4%)
4050 years. On the same manner the age group odthmaler respondents in years is foun
38 (11%) up to 30, 172 (51%) -40, 86(26%) 40-50 and 39 (12%) 80-year

Following the age group, both respondents (empkpé¢he branch office and VAT register
tax payers) were requested to tick on the box @f tiespective gender and the result is statt
the following manner.

Table 3-1 Gender of both Responde

Respondents Male Female Total
From Employees of the Branch off 16| 57% 12| 43% 28 100%
From Tax Payers 241 | 72% 94| 28%| 335 100%
Total 257| 71%| 106| 29%| 363 100%

Source: Field Survey Result 2(

As indicated in the above table, 16 (57 percenthefemployee respondents and 241(72 per:
of VAT registrant taxpayer respondents are maleleviii2 (43percent) of the employ
respondents and 94(28 percent) of Vregistrant taxpayer respondents are female. Tmdbe
seen graphically as follows.

rigure 3-2 Gendelof both Responder
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Source: Field Survey Result 2(
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Out of the 28 employee respondents, 16 are maleldnare female. From the 335 tax payer
respondents, 241 are male while the remaining @4female. Over all, out of the total 363
respondents, 257 are male and 106 are female.

After the age group and gender, the survey reggrdite educational level of both the
respondents was made and the result of the sus\agited in the following table.

Table 3-2 Respondents’ Level of Education

Grade 12 First Degree| Masters and
Respondents and below | Diploma above
Employees of the
Branch Office 0 2| 7% 26| 93% 0
Tax Payers 28 8% | 127| 38%| 180 54%
Total 28| 8% | 129| 35%| 206| 57% 0

Source: Field Survey Result 2014

As it is shown in above table, 93% of the employgspondents are first degree holders and 7%
are diploma holders. When we see to the respondi@msthe tax payers, 57% are first Degree
holders and 35% are Diploma holders while the raingi8% are 12 grade and below. From
the above data, we can see that there is no ktgnablem from both respondents to understand
the tax lows and comply accordingly.

In addition to the survey made on the above meatigrersonal data, survey on work experience
(in ERCA) of the employees of the branch office ahd period for which the tax payer
respondents have been registered for VAT was aksdemThe following result was found from

the survey.
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Table 3-3 Employee Respondents’ Work Experience, in ERCA

Years of Service

Details Below 1 year 1-2 years| 2-3years Above 3 years
Number of
Employees 16 7 3 2 28
Percentage 57% 25% 11% 7% | 100%

Source: Field Survey Result 2014
From the above table we can see that 57% of théogegs have worked with ERCA for less

than one year and 25 % of them for less than tvessyahile 11% and 7% of them have served
for 2 to 3 and above 3 years respectively. The esumesult obtained from the sample of
employee respondents shows that the employeeg tréimch office are not experienced enough
to serve the tax payers to the expected level.

When we see the survey result for the period of WA registered tax payers have been
registered, the result shows the following.

Table 3-4 Tax Payers Experience in Paying Tax

Years of Service

Details Belowlyear 1-2 years| 2-3years Above 3years | Total

Number  of
Tax Payers 39 32 143 121 335
Percentage 12% 9% 43% 36% | 100%
Source: Field Survey Result 2014

From the above table we can see that about 79%eafespondents have been paying VAT for
more than two years and it is only 21% of them theate been paying VAT for less than two

years. This data may help to have confidence anrégponse to the questionnaires.
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3.3 Human resource
This can be seen in terms of Organization Struc@Qality and Quantity of Human Resource.

3.3.1 Organization Structure of the Branch office

Organizational structure is the formal system sktand reporting relationships that controls,
coordinates, and motivates employees so that thegerate to achieve an organization’s goals.
An organizational structure is mainly hierarchicancept of subordination of entities that

collaborate and contribute to serve one common aim.

An organization can be structured in many diffeneays and styles depending on its objective.
The structure of an organization determines the emod which it operates and performs.
Organizational structure allows the expressed allon of responsibilities for different functions
and processes such as branch, department, workgrobimdividual.

An effective organizational structure shall faailé working relationships between

Various entities in the organization and may imgrathe working efficiency within the
organizational units. International norms dictaieotganize tax administrations on function line
for optimal performance. In Bole Sub city Small TBayers’ Branch Office of ERCA, is
organized based on tax administration functiongaérried out for all types of tax payers such
as tax assessment and collection, audit and imatn, customer service etc rather than based
on type of tax. As it is stated earlier, ERCA hapasate VAT department at head office level
but, this type of structure is not applied in tharizh office.

The respondents were asked whether they believghbeaorganization structure of the branch
office is appropriate for service delivery to th& payers and the result is presented below.

Table 3-5 Respondents’ Opinion on the Organization Structure

Respondents Yes No I don’'t know
Employees of the B/O 18 64% 7 25% 3 11%
Tax Payers 50 15%| 192 53% 93 26%
Total 68 19%| 199| 55% 96 26%

Source: Field Survey Result 2014
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As can be seen from the above table 64% of the@mplrespondents said it is appropriate and
25% of the said not appropriate while the remainldgo know nothing. From the taxpayer
respondents, 19% said it is appropriate and 53% rsati appropriate while 26% know nothing.
When we see to the overall respondents, 19% apptepb5% not appropriate and 26% know
nothing. Hence though the majority of the employespondents said appropriate, the majority
of the taxpayer respondents said the OrganizatiarctBre is not appropriate.

This can be presented graphically as follows.

Figure 3-3 Respondents’ Opinion on the Organization Structure
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Source: Field Survey Result 2014
In addition to the presentation of respondentswals also observed from the open ended
interview that the organization structure luckseeardevelopment. It doesn’t give chance the

employees at the lower status to be promoted upwduid leads to high employees’ turnover.

3.3.2 Quantity and quality of Human Resource
Human resource is the most valuable asset of aggnaation. It is the most contributor to the

realization of an organization’s objectives. Thgecbve of human resource management is to
help an organization meet its strategic goals taetng, and maintaining employees and also to
manage them effectively. An organization’s humasouece function may possess selection and
recruitment policies, disciplinary procedures, red@cognition policies, human resource plan,

or learning and development policies. Activitiesaalinclude managing employee benefits and
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compensation, employee records and personnel gmli@ole Sub City Small Tax Paye
Branch Office has a manpower administrative unith@ approved organizationaructure of
current tax administration which is directly respifate to the Manager of the Branch Office
has the responsibility of organizing employee dataining, controlling and other relat
activities. In order to achieve its objectives, Bmarch Office has to have stable, skilled, ¢
sufficient number of manpower. The respondents vested to confirm whether there exi
stable, skilled and sufficient number of man powBegarding this, four questions were rai
and the questions togetheith their respective answers from the respondargspresented ¢
follows.

The first question was “How do you evaluate empésyd¢urnover in the Branch Office?” Tl
response from both respondents is stated here.

Table 3-6 Respondents opinion on Employees’ Turn (

Respondents High Moderate Low
Employees from B/O 19 68% 6 21% 3| 11%
Tax Payers 278 83% 46 14% 11| 3%

Total 297 82% 52 14% 14| 4%

Source: Field Survey Result 2(
This is graphicallyepresented as follov

Figure 3-4 Respondents opinion on Employees’ Turn (
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As can be seen from the above data, 68% of empmbyespondents said that there is high
employees’ turnover while 21% and 11% of them s$ia&d the employees’ turnover is moderate
and low respectively. On the other hand 83% oftéixepayer respondents said that there is high
employees’ turnover while the rest 14% and 3% tsaié moderate and low respectively. When
we see the overall respond, 82%, 14% and 4% haddggn, moderate and low respectively.
Besides the above data, it was also revealed dthisngqterview that the employees’ turnover in
the branch office is very high. The interview wamducted with selected employees of the
branch office. During the interview, the intervieavkas mentioned some of the reasons for the
high employees’ turnover as follows. As mentionaedier, the organization structure does not
allow upward promotion for the lower level emplogeBesides to this the existing employees’
benefit is not satisfactory. Hence the main reasfamsthe high employees’ turnover are
unsatisfactory employees’ benefit and no hope foture carrier development (having
organization structure that doesn’t allow upwaranpotion).

It is obvious that employees’ turnover can affe@&TvVadministration. The respondents were
asked the question “to what extent does the emp&yarnover affect VAT administration in
the branch office?” The response of the resposdsrghown in the following table.

Table 3-7 Respondents opinion on the effect of EmployeeshTauer on VAT Administration

Respondents High Moderate Low Doesn’t Affecgt
Employees 15 54% 7 25% 3| 11% 3 11%
Tax Payers 282 84% 19 6% 21 6% 13 4%

Total 297 82% 26 7% 24 7% 16 4%

Source: Field Survey Result 2014

The graphical presentation can be seen as follows
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Figure 3-5 Respondents opinion on the effect of EmployeeshTawer on VAT Administratio
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Source: Field Survey Result 2(

Hence from the above data, we can understand kiemployees’ turnover highly affects t
VAT Administration in the branch offic

Another question regarding the number of employieethe branch office was raised. T
guestion was “Do you believe that there is sufficieumber of employees in the Braroffice?”
The response for this question is presented invatig table in terms of number and percent
of respondents.

Table 3-8 Respondents Opinion Regarding the Number of Empyethe Branch Offic

Respondents Yes No | don’t know
Employees 11 39% 16 57% 1 4%
Tax Payers 40 12% 261 78% 34| 10%

Total 50| 14% 277 76% 36| 10%

Source: Field Survey Result 2(
From the above data, one can say that the numbempfoyees is not sufficient to service
tax payers to the expected lev
The last question regarding Human Resource was ybo believe that there are skill
employees in the branch Office?” and response of the respondents is presented graphés

follows.
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Figure 3-6 Respondents Opinion on Skilled Manpo
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From the above chart, we can see that the empl@yeasot skilled enough to the expected I

to provide the required service to the tax payAssit is observed during the interview sess
the reason for the unavailability of skilled empeyg is Fgh employees’ turn over. Employe
are recruited directly from universities and areedily assigned to job without sufficient j
training. After they acquire some skill, they Ig#fe office and then similar recruitment contini
leaving the office todck skilled employees

3.4 Policy Related Issues

According to the FDRE proclamation number 285/2082)erson whose annual turnovel
ETB500,000 and above are compulsory to registeWfr. The threshold for VAT registratic
has been put in place for adiistrative purpose. VAT registered tax payers amddmployee:
of the branch office were asked to forward theiinam whether the existing threshold is hit
moderate or low for VAT registration. Out of 33Xpayer respondents, 230(69%) replied

thethreshold is high, 85(25%) of them replied thasitnoderate and 20(6%) replied as low.
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can be understood from the responses provided dyatkpayers, the majority, 142(54%) said
that the current threshold level (500,000 birr) hgh and hence allows most business
communities whose return is below the threshold &ctively participating in the market
competition to stay unregistered.

The employees of the branch office were also agkedame question. Out of the 28 employee
respondents, 6(21%) respondents replied that thmeerduthreshold level is high, 21(75%)
respondents replied that the threshold level iseratd, and 1(4%) respondents replied as low.
As mentioned above the survey result shows that ofothe respondents have replied that the
threshold is high.

All the respondents were also asked about the m&shaused by the branch office to identify
tax payers those are not registered for VAT whikeytare eligible to be registered. The question
was raised whether the branch office uses doooto ihspection, checking invoice of registered
tax payers or any other method. Accordingly, thepomdents have given their answers as
follows.

Out of the 28 employee respondents, 18 (64%) réliedr to door inspection” and 5 (18%)
replied “checking invoice of registered tax payewdiile the remaining 5 (18%) did not say
anything. In a similar way, 223 (67%) of the tayg@arespondents replied that the branch office
uses door to door inspection and 104 (31%) of theplied “checking invoice of registered tax
payers” while the remaining 8 (2%) did not say amg. According to the reply of the above
mentioned respondents, the office mostly uses tdoeor inspection to register unregistered
taxpayers for VAT. Actually, this is thought to egpensive mechanism.

A question regarding the clarity, transparence accessibility of the tax laws (Proclamation,
Regulation and Directives) was also raised to thspondents. The response from the

respondents is stated below.
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Table 3-9 Respondents Opinion on the Clarity, Transparendefacessibility of the Tax Laws

Respondents Excellent Good Fair Poor

Employees from Branch 15| 54% 6| 21% 4| 14% 3| 11%
Office
Tax Payers 25 7%| 51| 15%| 103| 31%| 156| 47%

Total 40| 11%| 57| 16%| 107| 29%| 159| 44%
Source: Field Survey Result 2014
The above table shows that most of the respondgus their response as “fair” and “poor”.

Although 54% and 21% of the employee respondentis renid “Excellent” and “good”
respectively, 31% and 47% of the tax payer respaisdeave said “fair” and “poor” respectively.
In general, 29% and 44% (73%) of the respondente said “fair” and “poor” respectively.
This shows that the tax laws lack clarity, transepae and accessibility.

3.5 Awareness Related Issues

In Ethiopia, the VAT laws are FDRE Proclamation MNen 285/2002 and FDRE Regulation
Number 79/2002 issued in July 2002 and implemeBtféective Jan 01, 2003. Following these
laws, various directives have been issued. In ornderattain the intended objective of
implementing VAT, the public in general and tax @eyin particular have to be familiar with,
aware of and clear about the above mentioned lAlsve all the employees of the tax office
who are expected to implement these laws are ajsecéed to have deep knowledge about these
tax laws. With this point of view the survey wagsrigad by asking both the VAT registered
taxpayers and employees of the branch office whethey believe that ERCA has made
sufficient explanations to the public regarding VATles and regulations. The question says “do
you believe that ERCA has made sufficient explamatito the public regarding VAT?”

The response of both respondents (Employees andPa@gers) for this question is show in the

following table.
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Table 3-10 Respondents Opinion on the Awareness of the PtMAT Laws

Respondents Yes To some extent No | don’t Know
Employees 6 21% 15 53% 5 18% 2 7%
Tax Payers 25 7% 233 70% 65 19% 12 4%

Total 31 9% 248 68% 70 19% 14 4%

Source: Field Survey Result 2014
From the side of employee respondents 21%, 53%, di836/% gave their response by saying

“yes”, “to some extent”, “no” and “I don’t know” spectively. On the same manner, from the
taxpayer respondents 9%, 68%, 19% and 4% have“gasd, “t0 some extent”, “no” and “I
don’t know” respectively. When we look at the overaspondents, 68% have said “to some
extent” while 19% and 4% have said “no’ and “I dokhow” respectively. This shows that
ERCA has not made sufficient explanation to theliputegarding the concept of Vat and the
benefits that can be generated from implementing it

Regarding the awareness related issues, a quegtiether the tax payers are familiar with the
existing VAT laws was also raised. The question wased to both the respondents their
response is shown below.

Table 3-11 Respondents Opinion on the Awareness of the TagrBdy VAT Laws

Respondents Yes To some extent No | don’t Know
Employees 4 14% 5 18%| 16 57% 3 11%
Tax Payers 20 6% 254 76%| 61 18% 0 0%

Total 24 7% 259 71% | 77 21% 3 1%

Source: Field Survey Result 2014
Here, ERCA's effort to educate tax payers regarMAJ is not to the expected level. Because,

it is only 14% Of the employee respondents and 6#%etax payer respondents (7% of the total
respondents) have said “yes”. Besides to this 18%eemployee respondents and 76% of the

tax payer respondents (71% of the total responjlbatse said “to some extent”. Lastly, 57% of
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the employee respondents and 18% of the tax pagpondents (21% of the total respondents)
have said “no” and only 3% of the employee respotsl€l% of the total respondents) have said
“I don’t know”.

From the result of the survey, we can see thatdkeuayers are not aware enough to comply
with the tax laws and to follow the basic princgplef VAT administration i.e, voluntary
compliance and self assessment.

3.6 Administration Issues

Under this issue, the responses of the respondertse questions related with designing and
implementing proper administration system, audécBce, the overall capacity of the branch
office to administer VAT, major problems of VAT d¢ettion in the branch office and the
strength of the branch office with respect of s@pecific parameters (fair and timely service to
tax payers, simple filing and payment procedure]d &mir & efficient refund system) are
presented and interpreted.

The first question raised to the respondents wagvi their opinion whether the capacity of the

branch office is strong enough to administer VAY slaying “Yes” “no” or “I don’t know” and

their response is shown in the following table.

3.6.1 Designing and implementing of Proper Administration System
In order to achieve its objective, any organizatiequires proper administrative system. On the

same token, VAT administration requires designing anplementing administrative system
suitable to its operation. In order to assure wéretthe branch office has designed and
implemented proper administrative system, a questi@as raised to the respondents. The
guestion says “Do you believe that Proper VAT adstiation system is designed and

implemented in the branch office?” and the expeotsponse was either “yes”, “no” or “l don’t

know".
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Table 3-12 Respondents opinion on the Designing and implemegrf Proper Administration System

Respondents Yes No | don’t know
Employees 5 18% 19 68% 4| 14%
Tax Payers 27 8% 301 90% 7 2%

Total 32 9% 320 88% 11 3%

Source: Field Survey Result 2014
The result of the survey on the above table shtwvasthere is no proper administrative system.

Hence without properly designed and implementedesysthe objective of introducing VAT

cannot be achieved to the expected level.

3.6.2 Audit Practice
The only real solution to the tax evasion problem igood tax administration and, especially,

strong VAT audit program that needs, among otherg) an appropriate audit case selection
method. Modern tax management relies heavily umkiassessment tools to determine which
taxpayers' matters must be examined very closelymerely at the audit level, but at all stages
of the tax process, from registration to collectibnorder to perform the audit activities skilled

manpower is found to be crucial. Accordingly, a sfien whether they have confidence in the
Audit of the branch office was raised in the questaire to the respondents and they have

provided their opinion as follows, by saying eithges”, “no” or “l don’t know”.

Table 3-13 Respondents opinion on Audit Practice in the Braoftice

Respondents Yes No | don’t know
Employees 10 36% 15 53% 3| 11%
Tax Payers 72 21% 227 68 % 36| 11%

Total 82| 23% 242 66% 39| 11%

Source: Field Survey Result 2014
The above result shows that both the respondents i@ confidence on the audit of the branch

office. Besides to the respondents’ opinion, it \&s® observed from the interview that there is

no planned audit in the branch office. Accordinghe interviewees, there is no planned and risk
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based audit. It is only when the tax payers comghéotax of for filing their VAT that aud
assessment is made.

The survey result can also be seen graphicallglisnfs.

Figure 3-7 Respondents opinion Audit Practice in the Branch office
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Source: Field Survey Result 2(
The respondents were also requested to forward tbason for not having confidence on

audit. The possible alternativLuck of Planned Audit system, Incompetence of Aardi
Corruption, and attitude of auditors toward tax gray were provided to the respondent:
choose among and open space was provided to Iséatewn reason. Accordingly, the respo
Is summarized as follows.

Table 3-14 Respondents’ reasons for thavingconfidence on the Audit Practice of iBranch Office

Lack of Planne(| Incompetence Auditors
Respondents| Audit Systen of Auditors Corruption | towards  Tax
payers
Employees 14 50% 9 32% 2 7% 3| 11%
Tax Payers 153 46% | 131 39 % 42| 12% 9 3%
Total 167 46% | 140 39% 44| 12% 12 3%

Source: Field Survey Result 2(
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From the above table it can be said that the mahlem in the audit process is lack of planned

audit system coupled with incompetency of auditors.

3.6.3 Major Problems of VAT Collection
Except the value of goods and services exemptedheyVAT proclamation, all imported

materials, locally produced items and services ezl are taxed at the rate of 15%. Export of
goods and services, international transport of gaad passengers, gold supplied to National
Bank of Ethiopia, transfer of organization on moestare some of the zero rate taxed goods

and services

VAT is considered as a credit invoice method beeatiss a tax system in which issuance of

invoice serves as a cornerstone for the tax cablegirocess.

Collection in terms of taxpayers is the activityfilihg and payment returns whereas in terms of
tax collectors, it is checking the returns, colldget money and/or paying the refund.
In order to check whether there exist collectioobpems, a question having five alternatives was
provided to the respondents.
The question was: “What are the major problems AT \¢ollection in Bole Sub City? (Tick all
that apply)”

] Monthly returns for small firms is costly

[ There are many filing requirements

L] Laws and procedures not clear and simple

] Monthly massive cross checking takes long time

[1 Tax collectors (officers) are not skilled enbug
Among these alternatives, one or more can be selext problem/s for VAT collection. Among
the employee respondents, more than 65% havelsdidlt are problems and they have included
their own reason saying that tax payers do not comtme for filing. Almost all the tax payers

45



come for filing on the last dates of the accounfiegiod making crowded and unable the tax
collectors give their service properly. On the samanner, 146 have said all are problems and
167 said that laws and procedures not clear andlsiwhile other 22 respondents have said that

there are many filing requirements.

3.6.4 Strength of the Branch Office with respect to some Parameters
Under this issue, the employees and the tax payers requested to forward their opinion

regarding the strength of the branch office in wrof fair and timely service to taxpayers,
Simple filing and payment procedure and Applicatddippropriate Penalties.

The response of the respondents from the emplogedsfrom the tax payers are separately
presented here under.

Table 3-15 Employee Respondents’ Opinion on the Strengthe@Bitanch Office.

Parameters Excellent  Good Faire Poor
Fair and Timely Service to taxpayers B2%| 13| 46%| 5| 18%| 1| 4%
Simple filing and payment procedure 14| 50%| 10| 36%| 4| 14%
Application of Appropriate penalties 725% | 15| 54% 6| 21%
Faire and efficient VAT refund system 621% | 17| 54%| 2| 7%| 3| 11%

Source: Field Survey Result 2014
On the same way the response of the tax payermdepts is shown below.

Table 3-16 Opinion of Tax Payer Respondents on the StrengtheoBranch Office.

Parameters Excellent Good Faire Poor

Fair and Timely Service to taxpayers 103% | 61| 18%| 84| 25%| 180| 50%
Simple filing and payment procedure 113% | 80| 24%| 110| 33%| 134 | 40%
Application of Appropriate penaltieg 3510% | 69| 21%| 71| 21%| 160| 48%
Faire and efficient VAT refund
system 17| 10% | 43| 13%| 76| 23%| 199| 59%
Source: Field Survey Result 2014

Now based on the above data, we can compare tpensss of both the respondents and

evaluate the result. Thus, when we see to the nsggaegarding the Fair and Timely Service to
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taxpayers 32% and 46% of the employee respondents $aid Excellent and good respectively
while 18% and 4% of them have said fair and pospeetively. On the other hand, 7% and 15%
of the tax payer respondents have said Excellemtgaod respectively while 31% and 47% of
them have said fair and poor respectively. Althoagjority (54%+21%=75%) of the employee
respondents have said Excellent and good the raj81%+47%=78%) of the tax payers have
shown their dissatisfaction with parameter by sgyair and poor. Unless it is witnessed by the
service receiving body, it cannot be said thataghefair and Timely Service to taxpayers.

The remaining parameters (Simple filing and paynmotedure, Application of Appropriate
penalties) can also be interpreted in the same emawhile Faire and efficient VAT refund
system is seen differently as follows.

VAT refund is any credit made in excess of paymeithe transaction of taxable supplies. In the
case of Ethiopian context, if input tax is gredb&mn output tax, credit or refund may be claimed
on a supply with zero rate or standard rate irtdlkeperiod.

According to the FDRE VAT proclamation, VAT refumslpractical if at least 25 percent of the
value of a registered person’s taxable transactionshe accounting period is taxed at a zero
rate. The Authority refunds the amount of VAT apglias a credit in excess of the amount of
VAT charged for the accounting period within a pdrof two months after the registered person
files an application for refund, accompanied by woentary proof of payment of the excess
amounts.

In the case of non exporter registered personglynanporters the amount of VAT applied as a
credit in excess of the amount of VAT charged Fa& &ccounting period is to be carried forward
to the next five accounting periods and creditedirsgy payments for these periods, and any
unused excess remaining after the end of thisrfieeth period is refunded by the Authority
within a period of two months after the registengeison files an application for refund,

accompanied by documentary proof of payment oeteeess amounts.
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In order to prove whether the Branch Office is styon implementing fair and efficient Vat
refund system as per the requirements by the pratlan, the respondents were asked to
provide their opinion on the strength of the bramdfice in regard to this parameter. The
guestion was raised to both the respondents (th@logees of the branch office and VAT
registered tax payers).

Accordingly, 59% of VAT registered tax payers spabr and 22% of them said fair while 13%
and 7% of them have said good and excellent respictOn the other hand, the opinion of the
respondents from the employees of the branch offiae 11% poor, 14% fair, 54% good, and
21% excellent. Over all, the opinion of the to@$pondents is 56% poor, 22% fair, 16% good
and 6% excellent. From this opinion, it can be shat refund treatment practice in the branch
office is found to be weak. Interest payment ist mdrrefund. If a registered person who is
entitled to a refund is not paid by the Authorititvin the specified period of time, the person is
entitled to be paid interest. The interest is &mt,export, at 25% over and above the highest
commercial lending interest rate that prevailedrdpthe preceding quarter.

Regarding the practice of the branch office, timelihg from the respondents declared that
refunding system is inefficient.

The response of the respondents regarding thegsitreih the branch office in terms of the VAT
Refunding system is shown hereunder.

Figure 3-8 Respondents’ opinion on VAT refund
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Source: Field Survey, Result 2014
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In order to make it more visible the data is préseém the following table.

Table 3-17 Respondents’ opinion on VAT refund

Respondents Excellent Good Fair Poor
Employees 6 21% 15% 54 4% 7 3% 11
Tax Payers 17 5% 43% 15 76%| 23 199% 59

Total 23 6% 58% 16 80% | 22| 202% 56

Source: Field Survey, Result 2014

3.6.5 Overall Capacity of the Branch Office to Administer VAT
The employee as well as taxpayer respondents vg&ezl avhether they believe that the capacity

of the branch office with regard to VAT administeatt is strong enough. Their response to the
guestion is shown in the following table

Table 3-18 Respondents Opinion on Overall Capacity of the Bnadffice

Respondents Yes No | don’t know
Employees 8 28% 15 53% 5 19%
Tax Payers 31 9% | 251 75% 53 16%

Total 39 11% 266 73% 58 16%

Source: Field Survey Result 2014
As 53% of the employee respondents, 75% of theptager respondents and 73% of the total

respondents have said “no”, it can be said thatkfanch office is not strong enough to

administer VAT.

3.7 Tax Payer Related Issues

Under this issuethe existence of eligible for VAT registration butregistered tax payers, the

impact of such tax payers on the compliance behadidhe VAT registered tax payers, the

beneficiary from the market competition due to #xéstence of VAT, the attitude of taxpayers
towards VAT, the honesty and loyalty of the VAT isgtants and the satisfaction tax payers with
the service they get from the branch office areeyed.

a) Non VAT Registered Tax Payers
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The VAT legislation of Ethiopia revealed that bwesises undertaking taxable activities in
Ethiopia with an annual turnover of ETB 500,000 amate are required to file an application for
VAT registration. In addition to this, the authgritas devised two types of forced registration
schemes. First, compelling all businesses in aifspesector regardless of the level of their
annual turnover based on some criteria. For ingtamaporters, gold smiths, shoe factories,
contractors above grade 10 are some of them. Tédendescheme was by estimating the daily
income (sales) of taxpayers to calculate their ahturnover in door to door inspection by tax
officials. Having this in mind, a survey was madbether there are unregistered tax payers
while they are eligible for VAT registration. Thersey was made by asking the respondents
“Do you believe that there are potential tax payens are eligible for VAT registration but not
yet registered?” with alternative responses ofegitives”, “No” or “I don’t know”

Table 3-19 Respondents Opinion on Eligible Unregistered TayePa

Respondents Yes No | don’t know
Employees 13 46% 9 32% 6 21%
Tax Payers 224 67% 35 10% 76 23%

Total 237 65% 44 12% 82 23%

Source: Field Survey Result 2014

The summary of the survey result indicates thatetlaee potential tax payers not registered for
VAT. This is evidenced by the response of 46% ofplayee respondents, 67% of tax payer
respondents and 65% of the overall respondents.

The respondents were further asked to forward thstimate of the non VAT registered tax
payers and the survey report shows that the nuoflserch tax payers is large; evidenced by that
57% of the total respondents have said large, 2@%ium and 13% said small. This can be seen

in the following table.
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Table 3-20 20 Respondents’ opinion on the number of Eligibieddistered Tax Payers

Respondents Yes No | don’t know
Employees 13 46% 9 32% 6 21%
Tax Payers 19% 58% 97 29% 43 13%

Total 208 57% 106 29% 49 13%

Source: Field Survey Result 2014

The respondents were also requested to forwarcetson they think is for not registered the tax
payers for VAT. The question was forwarded witHetént alternatives and says “what do you
think the reason why they are not yet registerddk (@ll that apply)

* Luck of awareness regarding VAT

* They intentionally want to hide themselves

* Due to fear of competition from unregistered simidasinesses
Among the total respondents, 69% have said “Luclawéreness regarding VAT”, 5% said
“They intentionally want to hide themselves” and 2&id “Due to fear of competition from
unregistered similar businesses”. From this, ailgfnoall are possible reasons, Luck of awareness
regarding VAT and fear of competition from unregrstd similar businesses are the major
reasons that need attention of the branch offigenticular and ERCA in general.
In relation of the above question, the respondeet® asked if they believe that the compliance
behavior of the VAT registered tax payers is infloed by those who are not registered. The
response for this question is stated in the folimatable.

Table 3-21 Respondents’ Opinion on the Impact of Non VAT régied on the VAT Registered
Tax Payers

Respondents Yes No | don’t know
Employees 16 57% 7 25% 5 18%
Tax Payers 239 71% 60 18% 36 11%

Total 255 70% 67 18% 41 11%

Source: Field Survey Result 2014
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According to the above survey result, it can bel shat the compliance behavior of the VAT
registered tax payers is influenced by those wleorat registered. This is evidenced by the
response of 57%, 71% and 70 of the employee regmbsdtax payer respondents and total
respondents respectively.
b) Benefits from Market Competition

Both the taxpayer and employee respondents wetieefuasked whom they think is benefited
from the market competition between VAT registeaed non VAT registered businsses. Out of
the 335 taxpayer respondents, 85(23%) respondeplisd that businesses that are registered for
VAT are more benefitted from the market competitidB1(64%) respondents replied that non
VAT registered enterprises are more benefitted 28{6%) said equally benefited while 24(7%)
said that they have no idea. From the result ofstiveey most respondents, 231(64%) replied
that enterprises that are not registered for VA€ taking the advantages of the market
competition and this discourages the VAT registebesiness and aggravates the market
distortion. The reason why the non VAT registeraibesses are more benefited from the

market competition was justified by the respondastfollows.

Purchasing of goods and services with VAT requizessumers to pay additional cost than
without VAT. Hence, consumers prefer to purchasedgcand services from those entities that
are not VAT registered. Therefore, businessesdtenot registered for VAT are more benefited

than those registered ones.

c) Honesty and Loyalty of VAT Registrants

In order to implement the basic principles of VAd@nanistration (Voluntary Compliance and
Self Assessment), tax payers have to be honeslogatito the tax laws. To ascertain whether

the VAT registrants in the branch office are horesd loyal, the respondents were asked to
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forward their opinion on the honesty and loyalty tak payer’s, in terms of some specific

parameters. The question had the following cordadtparameters.

“In terms of honesty and loyalty of VAT registrant®w do you express the following? (Tick

all that apply)”

List of possible Considerations

Many|

Few

Non

VAT registrants sell goods and services withoutitewoice

VAT registrants manipulate Cash Register Machine

VAT registrants provide fake invoices to secure enaput tax

Table 3-22 Opinion of Employee Respondent’s on Honesty and Lajty of VAT registered tax

payers
List of possible Considerations Many Few Non

VAT registrants sell goods and serviges

without tax invoice 18| 64%| 7| 25% 3 11%
VAT registrants manipulate Cash Register

Machine 15| 54%| 9| 32% 4 14%
VAT registrants provide fake invoices to

secure more input tax 11| 39% | 12| 43% 5 18%

Source: Field Survey Result 2014

Table 3-23 Opinion of Tax Payer Respondent’s on Honesty anghlty of VAT registered tax

payers
List of possible Considerations Many Few Non
VAT registrants sell goods and serviges
without tax invoice 182| 55%| 137| 44% 6 1%
VAT registrants manipulate Cash
Register Machine 110 34%| 198| 57% 27 8%
VAT registrants provide fake invoices
to secure more input tax 56| 18%| 215| 63% 64 19%

Source: Field Survey Result 2014
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Table 3-24 Opinion of Total Respondent’s on Honesty and LoyaftVAT registered tax payers

List of possible Considerations Many Few Non
VAT registrants sell goods and services 200| 55%| 144| 40% 9 2%
without tax invoice

VAT registrants manipulate Cash 125| 34%| 207| 57% 31 8%

Register Machine

VAT registrants provide fake invoices 67| 18%| 227| 63% 69 19%
to secure more input tax
Source: Field Survey Result 2014

In terms of honesty and loyalty of VAT registrari$% of the total respondents revealed many

VAT registrants sell goods and services withoutitasoices. In addition to this, 57% and 63%

of the respondents revealed few taxpayers manguash register machines and few VAT

registrants provide fake invoices to secure mopaltitax respectively. Hence all the parameters
are risk areas that need close attention of thechraffice.

d) Tax Payers’ satisfaction with Tax Collectors’ Serwie

Customer satisfaction is one of the key performeafactors of an organization. Hence, the
respondents were asked to forward their opinioratd@ tax payers’ satisfaction with the service
they get from the branch office. “How do you evatuthe satisfaction of tax payers with the

service they get from the branch office?” The resj@mts’ reply to this question reveals that 3%,
6%, 23%, and 67% of the respondents say Excellaud, Fair and Poor respectively. From this
survey result it is clear that the tax payers’sfattion is poor. This can clearly be seen in the

following graph.
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Figure 3-9 Respondents opinion on Tax Payers’ satisfaction
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Source: Field Survey Result 2014

The data analysis and interpretation is finalizedehand the conclusion and recommendation

continues in the next chapter.
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CHAPTER FOUR

4 CONCLUSION AND RECOMMENDATIONS

4.1 Introduction
This chapter holds conclusions that are drawn ftbm findings of the study, which were

presented, discussed and interpreted in chaptee.tin chapter three, challenges of VAT
administration and their impacts were identifiedld8Sub City Small Tax Payers’ Branch Office
is influenced by these challenges. Hence, Recomatiemg that are thought to be possible
solutions for these challenges are forwarded s ¢hapter.

4.2 Conclusion

As shown in the following table, VAT collection permance of Bole Sub City Small Tax
Payers’ Branch office in the recent three yeard {22 to 2013/14) has been more than 100% of
the plans.

Table 4-1 Three Years’ VAT collection Plan and Actual Perfornance of the Branch Office

Fiscal Percentage of
Year Plan Actual Performance Remarks

2011/12| 244,660,000.00| 265,445,508.05 108.50%

2012/13| 344,480,000.00] 395,100,336.09 114.69%

2013/14| 308,947,214.10| 309,852,779.11 100.29%
Total 9 months' Performance
898,087,214.10| 970,398,623.25 108.05%
Source: Extracted from the Annual Reports of ThanBh Office for the years 2011/12-2013/14.

However, this does not mean that it has been pignoased on the actual economic activity of
the Sub City. This is proved by this study that snaotential taxpayers who are eligible to be
registered for VAT did not do so. Extracted frore th

As it is identified in chapter three, not only tagistence of potential tax payers who are not

registered for VAT, but there are also other clmgéss of VAT administration.
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According to this research, the identified challengan be categorized as challenges from the
tax office and Challenges from the tax payers.

The challenges related to the tax office can b& sseHuman Resource (HR) related, policy
related issues, Awareness of the public and thenéss society towards the policies and Vat
administrative issues. From the tax payers sideegtistence of eligible for VAT registration but
unregistered tax payers, the impact of such taxengagn the compliance behavior of the VAT
registered tax payers, the beneficiary from theketacompetition due to the existence of VAT,
the attitude of taxpayers towards VAT, and the sonand loyalty of the VAT registrants are
surveyed and related challenges are identified.

These challenges are concluded here under.

4.2.1 The Tax office (ERCA and/ or the Branch Office) Related Challenges
As it is indicated in chapter three of this resbatbe challenges of VAT administration in the

branch office start from the organizational strueturhe organization structure of the branch
office lacks career development. It doesn’t givarate to the employees at the lower status to be
promoted upward. The employees are not motivated thie existing employee benefits and
future career developments. Because of the aboeptiomed reasons, there exists high
employees’ turnover leading to insufficient numloéremployees and unskilled man power.
Besides to the findings from all respondents, tlekvexperience of the employee respondents in
section “A” of the questionnaire clearly shows tha employees are not skilled enough. For
more clarity, 57% of the employees have worked \ERCA for less than one year and 25 % of
them for less than two years while 11% and 7% effitthave served for 2 to 3 and above 3 years
respectively.

Hence, high employees’ turnover, unskilled and fitsent number of employees, highly

affecting the VAT administration, is found to beeoof the main challenges.
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In relation to the policy issues, a threshold foATVregistration has been put in place for
administrative purpose. The current threshold 1€5@0,000 birr) is high and hence allows most
business enterprises, whose return is below tlestiofd but actively participating in the market
competition, to stay unregistered.

This leads to unfair market competition by givinigance the consumers to buy goods and
service without VAT. This can also lead the regsteVAT payers to unlawful acts like giving
alternatives to their customers to sell goods ardices with or without VAT, to collect VAT
illegally and retain it for their own consumptiofherefore the existing threshold, being high is
found to be one of the challenges.

The tax payers’ identification and registratiorore of the VAT laws implementation activities.
The branch office uses door to door inspection otio identify eligible but unregistered tax
payers. This method is too costly to reach all gistered tax payers and is one challenge to the
VAT administration. According to the respondents tax laws are not clear, transparent and
accessible to the tax payers and even to the eegdogf the branch office. The effect of this is
seen in that when one tax payer requests claritytioe case to different tax officers, he gets
different answers for the same question.

The public in general and the tax payers in pddrcare not aware of the VAT laws. This shows
that the effort of the tax authority (ERCA) towarasareness creation is weak. ERCA has not
made sufficient explanation to the public regardimg concept of VAT and the benefits that can
be generated from implementing it. Because of tthe, public is not playing its role in
implementation of VAT laws by asking receipts foetgoods and service purchased. On the
other hand, the tax payers are not aware enougbnply with the tax laws and to follow the

basic principles of VAT administration i.e, selsassment and voluntary compliance.
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Lack of properly designed and implemented admialiste system is also one of the challenges
of VAT administration in the branch office. Hencéhwout properly designed and implemented
system, the objective of introducing VAT cannotadohieved to the expected level.

Although it is believed that strong audit prograsnone of the best solutions for tax evasion,
there is no planned and risk based audit practicene branch office. It is only when the tax
payers come to the tax office for filing their VAfat audit assessment is made. Besides to the
lack of planned and risk based audit, the low cdemee of the auditors is also another
challenge.

The branch office is also weak in terms of Fair dindely Service to taxpayers, Simple filing
and payment procedure and Application of Appropriznalties.

The branch office is also weak in terms of refugdgstem. Refund to tax payers is too much
delayed, if not denied. This practice discourageséx payers and sometimes leads them to
illegal acts to the contrary of the tax law. Regagdhe practice of the branch office, the finding

from the respondents declared that refunding systenefficient.

In general, having all the above mentioned problamd challenges, the branch office is not

strong enough to administer VAT to the expecteellev

4.2.2 Tax Payers’ Related Issues
Under this issue, the challenges regarding thetemds of eligible for VAT registration but

unregistered tax payers, the impact of such taxegzagn the compliance behavior of the VAT
registered tax payers, the beneficiary from theketacompetition due to the existence of VAT,
the attitude of taxpayers towards VAT, the honestyg loyalty of the VAT registrants and the
satisfaction of tax payers with the service they fygem the branch office are analyzed and

interpreted.
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Accordingly, the study has indicated that therauge number of eligible for VAT registration
but not yet registered and this negatively affélséscompliance behavior of the VAT registered
tax payers. Among others, luck of awareness reggartfAT and fear of competition from
unregistered similar businesses are the major nsa®o the existence of such tax payers. The
unregistered businesses have upper hand in theem&&nsumers pay less cost for the goods
and services they buy from the unregistered busasethan from the registered ones. Hence,
they prefer to pay less cost. Through this practice non VAT registered businesses are more
benefited than those registered ones. This lead¥ AT registered ones to give their customers
the chance of buying with or without VAT. This isaher challenge that leads to the violation
of the VAT laws.

The loyalty and honesty of the tax payers was s@én terms of some parameters and the
result showed that some VAT registrants sell gaoubservices without tax invoice, some VAT
registrants manipulate Cash and others provideifak@ces to secure more input tax. Hence the
honesty and loyalty of some VAT registered tax pay® questioned.

Finally, the tax payer’s satisfaction with the seethey get from the branch office was surveyed
and the result shows that they are not satisfied.

Based on the above conclusion of the findings,esponding recommendation is provided in the
following part of this chapter.

4.3 Recommendations

The major recommendations that come out from theesuresult go towards ERCA and/or the

branch office, and the public at large and thermss community in particular.

4.3.1 The Tax office (ERCA and/ or the Branch Office) Related Recommendations
To reduce the undesirable consequences that magrmamee the whole VAT administration

system, the organizational structure and humaruresshould be adjusted in order to cope up

with the increasing number of VAT registrants. Rattarly, manpower requirement should be
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given special attention since the business commimih advance in searching for shortcomings

of the tax administration. The result of the surgbpws that there is large number of non-VAT

taxpayers. To tackle these challenges investigatnwhenforcement work should be strengthened
and measures on those taxpayers who are consftaiithyy to comply with the tax rules and

regulations should be taken.

A threshold for VAT registration has been put iagd for administrative purpose. The current
threshold level (500,000 birr) is high and hendeved most business communities whose return
is below the threshold but actively participatimgthe market competition to stay unregistered.
Therefore the current threshold level should beistidf into more rational level by considering
the increasing number of entities engaging in ckifé businesses and should be minimized to
incorporate at least those business enterprisdsatiga actively participating in the market
competition and balance the revenue generated tinentax. This can be carried out by hiring
more qualified and professional employees, desggaimd implementing proper administration

system and reducing the threshold to the lowel.leve

There is a strong believe that well-informed taxgragociety can be considered as an important
asset for the tax authority. Therefore, the authioshould conduct a consistent awareness
creation programs to update the business commanythe society at large about the concepts,
rules and regulations, advantages and uses of dhee\Added Tax. This can be carried out by
intensively educating the public using mass-medtlikastelevision, radio, news papers, creating
accessible websites, distribution of broacherspamagtions of different seminars and workshops

on a regular basis to increase awareness.

In general the administration of Value Added TaxEihiopia (in the branch office) has faced
various challenges such as tax evasion and fraalde finvoices prepared by enterprises,

increased number of enterprises that collect VATtfeir selves, selling products by offering
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invoices of VAT inclusive and VAT exclusive, resiate from the business community against
registration for VAT and making a business transacteports under threshold level after it has
launched. However, to sustain the VAT system asalgneans to raise government revenue,
the Ethiopian Revenue and Customs Authority (trendin office) should take actions such as:
train the taxpayers about the rules and regulatiohs/AT continuously, recruiting new
employees and give continuous training for the texgsonce, and it should also increase its
follow-up and investigation to control noncomplianenterprises, as well as effectively and
efficiently performing the tasks of identificatioof VAT taxpayers, processing of returns,
controlling collections, making refunds, implemaugtirisk based and planned auditing practice,

and levying appropriate penalties to tackle thdlehges it has encountered.

4.3.2 The Recommendations Forwarded to the Taxpayers and the Public
In addition to the tasks performed by the tax adtjnothe business communities should also

obeyto the VAT laws. develop the culture of taxpaythrough modern thinking, pay attentions
towards the government’s effort to collect and ftimel long run projects carrying out all through
the country, understand that the government’s rsaurce of income to fund the social and
public affairs is the wealth collected and accurnaddrom taxes mainly VAT, consider paying
tax as a means of directly or indirectly puttinge@nown contribution on changing the life of
each citizen and they perform their activities adocw to the VAT laws as well as start to work
in cooperation with the authority in fighting agsinthose enterprises that are violating the rules

and regulations of VAT.

62



References
C.R.Kothari, Research Methodology Methods and Tiegles (SECOND REVISED EDITION)

1985, New Age International (P) Ltd., Publishers
Dasalegn Mosissa Jalata, March 2014,; “The Rbléatue Added Tax on Economic Growth of

Ethiopia” Science, Technology and Arts Research (STAR)Journal

Earnest and Young (1995), VAT and Sales Taxes WWiltk: A Guide to Practice and

Procedures in 61 Countrieohn Will and Sons, England

Federal Democratic Republic of Ethiopia (EDRF), 20@alue Added Tax Regulation,

Regulation No79/2002,

Federal Democratic Republic of Ethiopia (EDRF), 20@alue Added Tax Proclamation,

Proclamation N&@85/2002,

FDRE 1995, Constitution of the Federal Democragpblic of Ethiopia, The

Ethiopian Federal Government, Addis Ababa.

Glenn P. Jenkins, December 1993. Value Added Taxatine Policy Issues: International Tax

Program, Harvard University.

Indian Government, Department of Revenue, 2006pRem International Best Practices in

VAT Administration

IRANIA NATIONAL ADMINISTRATION (INA) VAT IMPLEMENTA TION PROJECT

Familiarization with the Value Added Taxyww.vat.ir/ConceptVAT htm.htm

International Tax Dialogue; The Value Added Tax &xgnces and Issues Rome, March 15-16, 2005

63



Kathryn James Tax Analysts 2011; Exploring the @sgnd Global Rise of VAT (Tax Analysts

2011);

Lewis I. Baurer, (July 2005), Tax AdministrationgdaSmall and Medium Enterprises (SMES) in

Developing Countries

Michael Keen & Benlock Wood (May 2007): The Valudded Tax: Its Causes and

Consequences

Michael Keeni(March 2009), Journal of Economic Literature,dl. XLVII

Misrak Tesfay, 2008, “Ethiopian Tax Accounting Theand Practice,” stedition
Oupa Magashula, President, “African Tax Administnrat~orum (ATAF); African Tax
Administration: A new era

oecdobserver.org/news/.../African tax administiatida new era.html

Randall G. Holcombe, June 2010, “The Value Addext Tao Costly for the United

States”, working pape¥o. 10-32,Value Added TaxMercatus Center

Reuven Avi-Yonah and Yoram Margaliofigxation in Developing Countries: Some Recent

Support and Challenges to the Conventional view @ ®evelopment, Review):

Royal Malaysian, Customs Department (Jan. 24, 2@dyntries Implementing GST or VAT;

gst.customs.gov.my/en/gst/Pages/gst_ci.aspx),

Simon Tareke, Yibrah Hagos and Abiy Kasa, Noven2®di3 “Prospects of Value Added Tax
Implementation in Tigray Regional State, EthiofiResearchjournali’'s Journal of

AccountingVol. 1 | No. 1 November | 2013)

64



Taxation in Ethiopia, 2005, Ethiopian Chamber ofr@eerce, Ethiopian Business Development
Service Network, Chamber of Crafts HWK Rhein-MdBermany and German Technical
Cooperation, Addis Ababa

Tuan Minh Le, April 28-May 1, 2003: Value Added Eabon: Mechanism, Design, and Policy

Issues (Washington D.C.,)

ukessays.comAssessing the VAT Administration in Ethiopia).
http://www.ukessays.com/essays/finance/assessargatiadministration-in-ethiopia-finance-

essay.php).

Wikipedia, the free encyclopedia;.wikipedia.orgwiki/Grand Ethiopian Renaissance Dam

Wollela Abehodie Yesegat, 2008AT Administration in Ethiopia (A Reflection of Pbtems)

www.investopedia.com/terms/v/valueaddedtax.asp

Yohannes Mesfin & Sisay Bogale 2Q00%x Law Teaching Material

65



Annex 1- Questionnaires
Questionnaire for tax officials and Employees, drak Payers in Bole Sub City Small Tax

Payers’ Branch Office of ERCA on the title “Chalis of Value Added Tax administration in
Bole Sub City Small Tax Payers’ Branch Office of GR.

Dear respondents;

This study is conducted in partial fulfilment diet requirements for the Masters of Business
Administration (MBA). | am carrying out a study dhe Challenges of Value Added Tax
Administration in Bole Sub City Small VAT Registdr@ax Payers’ Branch Office of ERCA.
The purpose of this questionnaire is to obtain ymenceptions and views regarding the existing
Value Added Tax administrative activities of theaBch Office and its main challenges against
effective tax administration. This study will hdlpe Branch Office to identify its problems and
improve its VAT administration.

The information you are expected to provide wilable me to critically analyze the subject
matter.

Therefore, please forward your possible answeralfdhe questions provided here under.
Confidentiality:

| hereby assure you that all information obtaineuagh this questionnaire shall be used for
academic purposes only and will be handled anedtaith the highest order of confidentiality.
Please do not write your name anywhere on the ipuestire.

| thank you very much in advance for your cooperati

Section A Personal daa

1. Age group (in years): up to™D 3Ch0  40-5] 50 and abdk

2. Sex: Male Female



3. Level of education: &dlow grade 17 Certifica(] DiplorTh cBalor Degre[]

Masters and abo{}

4. Years of Service in ERCA Fo( Tax Officials and Employee$

Below One Yeall] Oneto Two Yedl  Two toeehyYear] Above Three Yells

5. For how long have you been paying VA{Fbr Tax Payer Respondents)

Below oneye{]  Oneto Three y[hrs Ttoeeven yeal ] Above Seven y[ Brs

Section B: Questions Related to the Tax Office
I. Human Resource Related Issues
1. Do you believe that the organizational structurethed branch is appropriate to deliver
services to the tax payers?

Yes[ ] Nd] | have no id[_h

2. How do you evaluate employees turn over in Bole Sitly Small Tax Payers’ Branch
Office?
High®]  Modera(] Ll
3. To what extent does employees’ turn over affect VAAministration in Bole Sub City
Small Tax Payers’ Branch Office?
HighJ Moderat ] Lo(] Dowsifect
4. Do you believe that there is sufficient number mipéoyees in the branch office?
Yes[] NUI [have noid[h
5. Do you believe that there are skilled employedgfiénbranch office?

Yeqd] NdJ Idon’'t know[]



[I. Policy related Issues
1. What is your opinion about the threshold (averagnual turnover) of ETB 500,000 as a
minimum requirement for VAT registration?
Hig] Moderat[] Lo{]
2. What Mechanism does the Branch Office use to iflenon VAT registered tax payers?
Door to door inspectio]
Checking Invoices of Registered Tax Pa_krs

If there is any other mechanism, please timenhere

3. How do you evaluate the tax laws, (ProclamatioregguRations and Directives), in terms of
Clarity, Transparence and Accessibility?
Excellen(] Good ] Fd ] PCr
II. Awareness Creation Issues
1. Do you believe that Ethiopian Revenue and Customsh&ity (ERCA) had made
sufficient explanation to the public regarding VAT?

Yes[ ] tosome extd | [b

2. Do you think that all the tax payers are familiathaWAT proclamations regulations and
— L O O
directives? Yes to some extent No
V. Administration Related Issues
1. Do you think that proper administrative system is ésigned and implemented?
Ye{] N1 | don't knd ]
2. Do you have confidence in the VAT assessment add atiBole Sub City Small Tax

Payers’ Branch Office?

Ye{] N_] | don’t knd_J



3. If your answer For question number ‘3’ above is "Nk the reason(s) of your choice
(Tick all that Apply)
Incompetency of audit{p
Corruptionm]
Auditors’ attitude towards tax pay{s

If you have any other reason, please mention ie her

4. What are the major problems of VAT collection inl8&ub City? (Tick all that apply)
L] Monthly returns for small firms is costly
[ There are many filing requirements
[ Laws and procedures not clear and simple
[ Monthly massive cross checking takes long time
[] Tax collectors (officers) are not skilled enbug

If you have any other reason, pleasatian it here

5. How do you evaluate the strength of the Branchd@ffivith respect to the following

parameters?

Parameters ExcellentGood | Fairel Poor

Clear, Transparent and Accessible tax laws

Fair and Timely Service to taxpayers

Simple filing and payment procedure

Application of Appropriate penalties

Faire and efficient VAT refund system

6. How do you evaluate the VAT administration systemterms of fair and efficient VAT

refund system?



Excellen[] Goo]  Faid PLDr
7. Do you believe that the capacity of the Brar@ffice with regard to the VAT
administration is strong enough?

Ye{] NCJ | don’t kno{]

Section C: Questions Related to Taxpayers

1.

Do you believe that there are potential tax payérs are eligible for VAT registration but
not yet registered?

Ye{] NI | have no i Ja
If your answer to question number ‘1’ above is yesy do you express the number of such
taxpayers?

LarglC] Mediull Sl

If your answer for question number ‘1’above is ‘yetat do you think the reason why they
are not yet registered? (Circle all that apply)

Luck of awareness regarding VA™]

They intentionally want to hide themsel{s

Due to fear of competition from unregisteredifar business{}

Who do you think is benefitted from the market cetitipn due to the existence of VAT?

VAT Registere(’] Non-registef_ 1 Equally Benefitted"] | don’t know]

Do you believe that the compliance behavior of VAEDistered tax payers is negatively
influenced by those who are not registered?

Ye{l] NI Idon'tkno[]



6. In terms of honesty and loyalty of VAT registrartisw do you express the following? (Tick

all that apply)

List of possible Considerations Manynsignificant | Few Non

VAT registrants sell goods and

services without tax invoice

VAT registrants manipulate Cash

Register Machine

VAT registrants provide fake

invoices to secure more input tax

If you have any, mention it here

7. What do you think about taxpayers thought toward3 ¥
Excelle ] Godl Fdk Hor
8. How do you evaluate the satisfaction of tax payeits the service they get from the
branch office?

Excellen{] Goo] Faild PDr

9. Give your general comment on the overall VAT adsthaition of Bole Sub-City Small

Tax Payers Branch Office.

Thank you again

vi



Annex 2 - Interview Guide

Queries on general issues to be answered by the deaf Bole Sub City Small Taxpayers’

Branch Office of ERCA.

1)

2)

3)

4)

5)

6)

7

How do you evaluate the trends of Bole Sub City Brlax Payers Branch Office in
administering VAT in the last three years?
What are the main challenges in administering VATyour Branch Office in terms of;

Registration

Collection

Auditing

Refund

Enforcement

How do you express the voluntary compliance of &geps in your Branch Office and if any
effort or plan to improve it?

Do you the existing tax laws and procedures arepldied, Transparent and accessible
particularly for small businesses?

Do you think that the office outlay and organizatibstructure is suitable for your service
delivery?

Do you believe that your branch office has suffitjgualified and experienced manpower?

Finally, please, generalize the degree of effectdss of the Branch Office in VAT

administration.

Thank you very much



