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ABSTRACT 

The study was done to examine the Critical factors that affect SMEs tax compliance. 

Specially the study was intended to assess the extent to which tax payers factors 

influence tax compliance, examine the extent to which tax administration factors 

influence tax compliance among SMEs, determine the extent to which tax system 

influence tax compliance behavior among SMEs and  determine the extent to which 

principal user factors affect tax compliance among SMEs. To this end a conceptual 

framework was tested through a survey of SMEs which were selected randomly. 

Data was analyzed using descriptive statistics and hypotheses tested using Chi-

square (2) model. 

 

Results reveal that at the 1% significant level, tax compliance behavior is strongly 

influenced by level of tax knowledge of SMEs owner managers(individual 

taxpayer’s factor), level of tax rates and probability of detection(economic factors) 

and punishment structure for tax non-compliers, complexity of tax 

procedures(institutional factors) 

 

The study also reveals that SMEs that do not pay taxes are those which are not 

registered and therefore operating informally. Most registered SMEs do pay taxes. 

Therefore the government should ensure favorable environment to encourage SMEs 

to register and therefore formalize their operations so as to improve revenue 

collection. Also it should reduce exemptions and incentives to large businesses to 

create fairness in paying taxes between large taxpayers and SMEs 

 

The study also suggests that TRA should work hard to educate SMEs owner 

managers on tax matters pertaining to their businesses and benefits they can get from 

the use of electronic physical devices and simplify tax return forms and payment 

procedures to encourage compliance. Not only that but also TRA has to insist on 

ethical behavior of tax officers in order to improve compliance. Also the government 

as principal user of tax revenue should provide more public goods and social services 

to encourage compliance. 
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CHAPTER ONE 

PROBLEM SETTING 

 

1.1  Introduction 

This chapter describes the background of the study, problem statement, and 

objectives of the study, questions and the significance of the study findings. It also 

describes the variables and contains the researcher conceptual framework. 

 

1.2 Background of the Study 

Most large companies have their roots in small and medium enterprises suggesting 

that the future large corporations are the SMEs of today that must be nurtured to 

ensure their growth. Thus, SMEs are generally perceived to be the seedbed for 

indigenous entrepreneurship and generate all the many small investments, which 

would otherwise not have taken place (Aryeetey&Ahene, 2004 as cited in 

Ojochogwu Winnie Atawodi et al. 2012). Therefore, according to Ojochogwu 

Winnie Atawodi et al. (2012), developing economies needs to further the 

development of its private sector by creating an environment favorable to the growth 

of SMEs, strengthening the factors that lead to business success, and addressing the 

problems threatening the existence and advancement of small and medium 

enterprises (Chu, Kara & Benzing, 2008 as noted by Ojochogwu Winnie Atawodi et 

al. (2012), so they can adequately play the role expected of them in economic 

transformation. Such role includes mobilization of domestic savings for investment, 

appreciable contribution to gross domestic product, increased harnessing of local raw 

materials, employment generation, and significant contribution of poverty reduction 

efforts through sustainable livelihoods and enhancement in personnel income, 

technological development and export diversification (Smatrakalev, 2006).  

 

Furthermore, SMEs have the advantages of reaching the farthest corners (areas) of 

the countryunlike the larger establishment cannot reach easily. For this reason, an 

ideal tax policy needs to be adopted in order to ensure voluntary compliance, 

economic growth and proper utilization of resources rather than suffocating the 

entrepreneur initiative they are out to cater for. It is a well-known fact that the 
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revenue generated from the taxation of individuals and businesses is an important 

stream of income for government. In an economy like that of Tanzania that is 

struggling to remain afloat, it is even more important. Tax revenue is the source of 

funds used for development projects such as provision of infrastructure like good 

roads, stable power supply, stable water supply, Education, health care services, etc. 

All of which combine to create an enabling environment for businesses and in turn 

the economy at large- to grow, Ojochogwu Winnie Atawodi et al. (2012), Small and 

Medium Enterprises being profit generating establishments are also expected to pay 

their dues. The important question however is “how much tax should they be levied”. 

Small and medium enterprises are volatile establishments that need special treatment. 

Putting their nature into consideration, every little resource at their disposal can make 

a world of difference. For this reason, Ojochogwu Winnie Atawodi et al. (2012) 

argued that a number of Nigerian SMEs choose to remain in the informal sector 

because they feel the cost of compliance is too high. And a considerable number of 

those who pay only do so because they are coerced by the authorities. Since the 

individual SME pays a very small amount of tax compared what the larger 

establishment would pay, tax authorities tend give the larger corporations more 

attention. This means a good number of SMEs get away with not paying their taxes 

hence revenue that would otherwise have been invested in development projects that 

will end up being of benefit even to the SMEs is lost. This therefore is a situation that 

needs to be corrected. The above brings to light reasons why the issue of taxation of 

SMEs is really important. Tax provides revenue for the government to create an 

environment that will ease the running of all businesses SMEs inclusive. At the same 

time if an SME is faced with high compliance costs, it has a tendency to avoid 

paying taxes hence; the revenue that would have been used to create this 

environment is diminished thereby reducing the SME’s chances of survival. 

 

Consequently, Annet Nakiwala (2010) argued that developing countries (Uganda 

inclusive) are still characterized by the low tax compliance levels, in the face of the 

numerous advocacies for voluntary compliance (Kangave, 2005; Bird, 2004 and 

Ayoki, 2008 as cited by Annet Nakiwala, 2010). Many of their governments have 

adopted tax compliance administrative measures like penalties, rates and tax audits to 
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ensure tax enforcement instead of compliance (Kayaga, 2007 as noted in 

AnnetNakiwala, 2010). According to Ayoki (2007 in AnnetNakiwala, 2010), 

Uganda’s income tax compliance was very low at 38% by the end of 2005. Moreover 

the tax regime in Uganda is oriented more towards consumption taxes rather than 

income taxes; for example Income taxes account for only 27 per cent of net URA 

Collections (URA, 2006/07). This has been accompanied by lower ratio of tax 

revenue to GDP of 13.5% as compared to that of Namibia (31%), Kenya (21.2%), 

Mauritius (19.6%), Zambia (19.4%), Burundi (19%), Ghana (17.2), and Malawi 

(15.9%) in Sub-Saharan African countries with similar tax structure in 2006/07 

(Ayoki, 2008 as noted in Annet Nakiwala, 2010).  

 

1.2  Statement of the Problem 

Since the establishment of Tanzania Revenue Authority (TRA) in 1996, the 

Government has from year to year been reviewing the tax structure so as to 

rationalize the tax system and make it more business and investment friendly. For 

this case, two tax rate structures are applicable to SMEs, namely presumptive tax 

scheme and a progressive personal income tax scheme. The first method of taxation 

applies for businesses with annual turnovers below Tshs 20 million and the second 

scheme is used for businesses with annual turnover above Tshs 20 million. 

Accordingly small traders, who operate mostly in the informal sector with and 

without their business records, are levied income tax based on their annual business 

turnover. All registered SMEs are charged corporation tax which is charged based on 

net profit. Presumptive tax scheme is believed to increase tax compliance among 

SMEs, and the TRA has had a lot of adverts and campaigns in order to increase tax 

compliance among SMEs. Despite the importance of SMEs in generating revenues 

for the Government and finally contribute in building the economy, researches show 

that there are a number of factors that hinder SMEs from complying with tax laws. 

Ojochogwu Winnie Atawodi et al. (2012), 

 

According to studies that have been conducted in Kenya and Malaysia found some 

factors such as high compliance costs, complex tax system and lack of tax 

knowledge among SMEs owner managers, tax fear, among others, are factors 



4 

affecting tax compliance. For example Akello (2009), Engelschalk (2005), Freeman 

(2009) concluded in their studies that the tax system that is being used is complicated 

and therefore to improve SMEs’ compliance, a special tax system should be designed 

to cater for their specific needs. Also Lumumba Omweri (2010) in his study that 

determined SMEs owners’ attitude and tax compliance behavior in Kenya, he found 

that most SMEs owner managers in Kenya have negative attitude towards tax and 

this leads to low compliance. Pope et.al,(2007) found that poor record keeping and 

documentation, high tax compliance costs and tax complexity are major difficulties 

that hinder SMEs tax compliance in Malaysia. 

 

Despite the efforts of increasing tax compliance through adverts, campaigns and 

frequent review of the tax system of SMEs that the TRA has had, the records show 

that there is low compliance among SMEs in Tanzania; and little is known on the 

factors affecting the tax compliance in Tanzania. This is why there is proposed a 

study that Assess the Factors that affect the Tax Compliance among SMEs in 

Tanzania, the case of TRA Ilala Tax Region. 

 

1.3  Objectives of the Study 

1.3.1 General Objective 

The general objective of the study is to assess the factors that affect the tax 

compliance among SMEs in Tanzania. 

 

1.3.2  Specific Objectives 

(i) To determine the impact of compliance costs on tax compliance 

among SMEs in Ilala Tax Region 

(ii) To explore the level of awareness of SMEs owners and managers on 

tax compliance in Ilala Tax Region 

(iii) To determine the attitudes of SMEs owners and managers towards tax 

payment 

(iv) To determine the extent to which tax system influence tax compliance 

behavior among SMEs 
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1.4  Research Questions 

(i) Do compliance costs impact on tax compliance among SMEs in Ilala 

Tax Region? 

(ii) What is the level of awareness of SMEs owners on tax compliance?  

(iii) What is the attitude of SMEs owners and managers towards tax 

payment? 

(iv) Does the tax system influence tax compliance behavior among SMEs? 

 

1.5 Significance of the Study 

The study was expected to increase awareness of tax and reveal the importance of tax 

among the taxpayers in general, and SMEs owners in particular. It has helped the 

TRA staff to determine the proper tax regime for the SMEs in both urban and rural 

areas. The study also helped policy makers and fiscal system designers on factors to 

be taken into consideration when designing the tax system of SMEs in Tanzania. The 

findings were used by students for their scholarly review and finally will increase the 

knowledge of tax, tax compliance and tax evasion, and the effects of the later to the 

economy. 

 

1.6  Scope of the Study 

The study was conducted in Ilala Tax Region and its findings were generalized and 

used by TRA in different tax Regions and the whole country at large. From this study 

population, a limited number of SMEs Managers or owners were included in the 

study as respondents. 

 

1.7  Limitations of the Study 

The researcher was expected to encounter the following challenges: 

Reluctance of Respondents 

Some respondents are always reluctant in answering questions, especially when they 

feel they are guilty and constitute part of the cause of a particular problem under 

study. Some other respondents may fail to respond as required because they have 

little knowledge on Tax compliance. Some of them were not cooperative enough to 
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provide some of the information hence was lead to the insufficient data. To control 

this situation, the researcher will use several tools in data collection. 

 

Resources 

Funds that researcher set aside for conducting this research was not enough to cover 

all costs associated with the study. The other challenge is the delay that respondents 

may take is filling in the questionnaire. This may affect the duration and the 

timeframe of the study. 
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CHAPTER TWO 

LITERATURE REVIEW 

 

 

2.1 Introduction 

This chapter consists of the review of the literature related to the problem 

understudy. It contains three parts namely: conceptual definitions, theoretical 

framework and empirical framework. 

 

2.2 Conceptual Definitions 

This part explains the concepts or terms that have been used frequently in the study 

and it carries the meaning of the whole research work. The conceptual terms are as 

follows: 

 

2.2.1 Tax 

Tax is a compulsory unrequited payment to the government (OECD, 2010). 

Lymeret al (2002) define tax as the compulsory levy that is imposed by the 

government on income, expenditure or capital assets for which the taxpayer receives 

nothing specific in return with the purpose of raising money for public expenditure. 

For this study, tax is taken to mean a compulsory payment to the government on 

income earned by individual or entities. 

 

According to Lymer et al (2002) Taxes can be classified into direct and indirect taxes 

depending on the ability of shifting the tax burden. Indirect taxes are those that are 

charged on goods and services (Barjoyaai, 1987).Tax incidence therefore can be 

shifted to another entity that indirectly pays it in the form of higher prices. Example 

Value Added Tax (VAT), import duty, excises duty among others. For direct taxes, 

tax incidence is borne entirely by the entity that pays it and it cannot be shifted to 

another entity, example income taxes that is, corporation tax and individual income 

tax. Unlike indirect taxes, direct taxes are charged to individual depending on the 

ability of individual to pay that tax. There are two main methods for assessing direct 
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taxes. These are Official Assessment System (OAS) and Self-Assessment System 

(SAS) (Lymer et al, 2002).  

 

In OAS, the taxpayer has the statutory duty to declare all necessary particulars of 

income and expenses and submit returns with all supporting documents to tax 

administrator. Self-assessment system (SAS) requires the tax payer to make an 

estimate of his or her income, calculate his or her own tax liability and voluntarily to 

pay the amount due.  The important feature of a SAS is that it is the taxpayer rather 

than the tax authority that is responsible for the assessment of tax liability (Barjoyaai, 

1987; Lymer et al, 2002). 

 

According to Sarher (2003) SAS has a number of advantages over OAS. First, SAS 

is more cost effective as it only selects exceptional cases for further scrutiny. Also 

SAS eliminates the administrative nature of assessment work. Thirdly, SAS 

encourages an early and timely collection of taxes, and, finally, SAS reduces 

corruption by reducing contacts with taxpayer. 

 

One of the main barriers in implementing self-assessment system is achieving 

acceptable levels of voluntary compliance (and thus tax collection efficiency), which 

typically involves many factors used in combination with each other such as fines, 

audit probability, tax rates, knowledge, attitude, norms and fairness (Kirchleretal, 

2008). Findings of some prior research have indicated that in SAS, taxpayers tend to 

comply less as compared with direct assessment (Andreoni, Erard and Feinstein, 

1998). In SAS, tax compliance depends on the issue of honesty, competency, 

capability and readiness of taxpayer to receive the burden of calculating and assuring 

the accuracy of the tax returns. (ibid) 

 

2.2.2 Tax Compliance 

Tax compliance is not a simple term to define. It is a multi-faceted measure and 

theoretically, it can be defined by considering three distinct types of compliance. 

These are reporting compliance, filing compliance and payment compliance. (Brown 

and Mazur, 2003) Other authors such as Alm (1991) defined tax compliance as the 
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issue of complying with the provisions of laws, regulations and court judgments 

through reporting all income and paying all taxes. Also tax compliance is defined as 

the act for the taxpayer to report all income accurately and pay all tax due voluntarily 

and on time without being forced by tax administrator (Singh, 2003).  

 

A popular indicator of level of compliance is the tax gap, that is, the difference 

between income taxes households actually owe and what they report and pay 

voluntarily on timely basis. In this study, tax compliance refers to the degree to 

which a tax payer complies with the tax rules of his country and three kinds of 

compliance will be considered: reporting compliance; filing compliance and payment 

compliance. Tax compliance is very important to the economy; James (1999) 

mentioned that tax compliance helps in the expansion and increase of tax revenue in 

the economy. It also enhances public services that the citizens receive and reduces 

government dependence on external sources as taxpayers do meet their obligation. 

Not only that but also it helps in the fulfillment of government plans and government 

expenditure on tax enforcement is reduced as tax payers are compliant.  

 

2.2.3 Small and Medium Enterprises 

There is no universally accepted definition of SME. Different countries use various 

measures of size depending on their level of development. The commonly used 

yardsticks are total number of employees, total investment and sales turnover. The 

U.S Small Business Administration defines the small Business as one that is 

“independently owned and not dominant in the field of operation”. The Bolton of 

1971 provides another related definition. According to Bolton (1971:1), the emphasis 

of the definition was to give characteristics of small firm that might be expected to 

make their performance and their problems significantly different from those of large 

firm. First characteristic in economic terms, where a small firm is one considered to 

have a relatively small share of its market. Secondly, its owners or part owners 

manage a small firm in a personalized way and not through a formalized 

management. Lastly, a small firm is independent in the sense that it does not form 

part of a large enterprise and the owner managers should be free from outside control 

in taking their principal decision. 
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In the context of Tanzania, small enterprises are mostly formalized undertakings 

engaging between 5 and 49 employees or with capital investment from Tshs.5 

million to Tshs.200 million. Medium enterprises employ between 50 and 99 people 

or use capital investment from Tshs.200 million to Tshs.800 million. (URT, 2002).In 

line with this definition, there are 2.7 million SME s in Tanzania by the end of year 

2010 (Nyalandu, 2011) 

 

Definition for SMEs for tax purpose is different. In Tanzania, TRA defines SMEs for 

tax purposes are all business ventures with annual taxable turnover above Tshs 40 

million and with annual payments to TRA of less than Tshs 400 million.  

 

For the purpose of this study, SMEs will take the definition of Small and Medium 

Enterprise Development Policy (2002) under category of 5 to 49 employees with 

capital investment of Tshs 5 million to Tshs 200 million and incorporated as limited 

company. The focus is on small, and micro, enterprises, which typically pose the 

greatest challenges to tax compliance and administration rather than on medium-

sized businesses, which, while smaller than the largest enterprises, should 

nonetheless be expected to comply with the regular tax regime even in developing 

countries. 

 

2.2.4 SMEs and Tax Compliance 

SMEs in Tanzania are subject to income tax, either as individual (unincorporated 

businesses) or as corporate taxpayers (incorporated businesses), depending on the 

business establishment. The taxation of both individual and corporate businesses is 

governed by the ITA 2004. Business taxpayers regardless of their size are required 

by law, essentially, to file an annual tax return correctly and in full, to keep sufficient 

records and documentations and to observe other tax-related requirements.  They are 

also required to comply with state and local government taxes, including property 

taxes and various business permits and licensing.  

 

Compliance to the regulatory requirements is mandatory in nature, placing a burden 

and costs upon the small business sector. Fernandes et al, (1998) found that SMEs 
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face difficulties in implementing government laws and regulations including tax 

laws.  As a result of this, tax-related compliance is one of the major difficulties 

facing SMEs internationally (Pope, 2008). 

 

Compliance costs of taxation are costs incurred by taxpayers, in addition to their tax 

liability, in conforming to the tax requirements. Sandford et al,(1989) defined 

compliance costs as those costs incurred by taxpayers, or third parties such as 

businesses, in meeting the requirements laid upon them in complying with a given 

tax structure. For a business, the compliance costs include the cost of collecting, 

remitting and accounting for tax on the products or profits of the business, and on the 

wages and salaries of its employees, together with the cost of acquiring the 

knowledge to enable this work to be done, including knowledge of their legal 

obligations and penalties, and the associated overhead costs, including costs of 

storing records as required by the tax authorities.  

 

According to Ojochogwu Winnie Atawodi et al. (2012), Compliance costs of 

taxation include three major components: money costs, time costs, and psychological 

costs to the taxpayers. The money or financial costs refer to an amount spent on tax 

professionals (i.e. tax agents, accountants, investment advisers and legal 

practitioners) and expenses relating to taxation guides, books, communication and 

other incidental costs. On the other hand, time costs are incurred in keeping records 

of tax information, completing the tax form or preparing tax details for tax 

professionals, as well as time spent in dealing with the tax authorities. Psychological 

costs refer to the effects upon a taxpayer having to deal with his/her tax affairs, such 

as the anxiety of handling complex tax matters Ojochogwu Winnie Atawodi et al. 

2012). 

 

2.3 Theoretical Literature 

This study is built up on four different theories namely economic theories on tax, 

psychological theory of tax compliance, compliance model and the classic economic 

theory of tax evasion. 

 



12 

2.3.1 Economic Theories 

Early models of taxpayer compliance were based on the theory of deterrence 

developed by Becker (1968). It is believed that taxpayers economically measured the 

possible rewards and risks of noncompliance. Increased risks should increase 

compliance.  

 

The first researchers to apply deterrence theory to taxpayer compliance were 

Allingham and Sandmo (1972), who argued that taxpayers view tax compliance as a 

rational choice in the face of risk. The taxpayer chooses whether to pay or evade 

taxes, and by how much, by analyzing the expected costs and benefits of 

noncompliance. The taxpayer knows the probability of being caught, the penalty for 

failing to pay the legal tax, the current tax rate, and the income level. The decision to 

pay or evade taxes, then, is a simple financial self-interest analysis. 

 

Economic theories emphasize increased audits and penalties as a solution to 

compliance problems as they assume behaviour is influenced by economic motives 

such as profit maximization and probability of detection (Trivedi etal, 2005), 

underreporting (Erardetal, 2002); (Cobham, 2005), business income taxpayers 

operating in informal economy (Etchberry, 1992) among many other factors. 

 

However, an economics-of-crime analysis cannot explain the compliance behavior of 

all individuals. Tax compliance is relatively high even though it is unlikely that 

noncompliant taxpayers will be caught and punished. Additional determinants 

representing unique aspects of human behavior must play a role in tax compliance. 

Empirical research by disciplines such as sociology and psychology suggest that 

noneconomic aspects of taxpaying behavior are important determinants of the tax 

compliance decision. 

 

2.3.2 Psychological Theories 

Psychology theories of tax compliance assume that psychological factors including 

moral and ethical concerns are also important to taxpayers and so taxpayers may 

comply even where the risk of audit is low. Psychology theories de-emphasize audits 
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and penalties and instead focus on changing individual. Trivedi et.al (2005) 

concluded that some taxpayers’ behaviour may follow economic theories while 

others may follow the psychological theories and a mixture of the two is also 

possible. 

 

Within this classical view of decision making, choices are considered to be motivated 

by self-interest (Hodgson, 1988). That is, individuals are thought to promote their 

own interests instead of the interests of others. Ethical values are seen as interfering 

with rational behavior and utility maximization (Etzioni, 1988). Sociological 

research, however, has broadened the notion of utility to include concern for social 

duty as well as self-interested goals. Individuals may be influenced by ethical values 

to the extent that behavior is based on a sense of duty, not whether the acts provide 

personal gain or are enjoyable (Etzioni, 1988). Thus, in classical deterrence models, 

taxpayers choose a compliance level that maximizes utility (what is best for the 

taxpayer), and in sociological models, this choice also considers the social 

obligations and self-image of the taxpayers as well (what is the taxpayer's duty) 

(Scholz, 1985). 

 

2.3.3 Compliance Model 

The model assumes that the overall level of tax compliance in a country is 

determined by a number of factors. These are partly business-related and partly 

reflect the economic and social environments. The educational level of SME 

operators, the general tax morale in the country, and the fear of the tax authority can 

also be important factors in this context.  

 

 

 

 

 

 

 

 



14 

 

Figure 2.1: Compliance Model 
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Source: OECD, 2007. 

 

2.3.4 Classic Economic Model of Tax Evasion 

The classic economic model of tax evasion from the 1970s (Allingham and Sandmo, 

1972 as noted by OECD, 2010) assumes that people are behaving in an economical 

rational way. In this view, compliant or non-compliant behavior is the result of a cost 

- benefit calculation. People comply when the costs of evasion outweigh the benefits 

of evasion and do not comply when the balance tips the other side. Typical benefits 

of tax evasion are the unpaid taxes, while typical costs are the risk of getting fined 

and the severity of the fines. According to OECD (2010) suggests that following the 

model‘s logic, in order to increase tax compliance, effort should be directed at 

increasing the frequency of audits and the severity of the fines. The model is 

therefore also referred to as the economic deterrence model and appears to have been 

very influential for the enforcement practice of (among others) revenue bodies. But 

the model does not predict nor explain actual levels of compliance (Frey, 2003 as 

cited in OECD, 2010). The classic economic theory predicts much more tax evasion 

than is observable. If people were making a rational decision based purely on 

economic factors as to whether or not to pay their taxes then most taxpayers would 
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be involved in tax evasion or fraud because of the low probability of detection and 

the small penalties (Alm, McClelland & Schulze, 1992 as quoted in OECD, 2010). 

 

2.4 Empirical Literature 

This part consists of review of empirical literature, this include studies conducted in 

other countries, reports and publications. 

 

2.4.1 Characteristics of SMEs 

The concept of SMEs is relative and dynamic (Olorunshola, 2003). SMEs are 

characterized by uncertainty, innovation and evolution. A firm understanding of 

SMEs would require a good knowledge of its features. As noted by Aderemi (2003) 

as noted in Ojochogwu Winnie Atawodi et al. (2012), SMEs in Nigeria for example 

are usually small, owner or family managed business offering basic goods and 

services, which tend to lack organizational and management structures with the 

urban ones tending to be more structural than their rural counterparts. This is one of 

the most generic features of SMEs in Nigeria.Udechukwu (2003) as cited by 

Ojochogwu Winnie Atawodi et al. (2012) goes on to state that they are mostly sole 

proprietorships or partnerships although on the surface, they may be registered as 

Limited Liability Companies as such they are usually not separate legal entities. In 

the context of Tanzania, small enterprises are mostly formalized undertakings 

engaging between 5 and 49 employees or with capital investment from Tshs.5 

million to Tshs.200 million. Medium enterprises employ between 50 and 99 people 

or use capital investment from Tshs.200 million to Tshs.800 million. (URT, 2002).In 

line with this definition, there are 2.7 million SME s in Tanzania by the end of year 

2010 (Nyalandu, 2011). 

 

Definition of SMEs for tax purpose is different. In Tanzania, TRA defines SMEs for 

tax purposes are all business ventures with annual taxable turnover above Tshs 40 

million and with annual payments to TRA of less than Tshs 400 million.  
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Olorunshola (2003) as cited in Ojochogwu Winnie Atawodi et al. (2012) explains 

that this ownership style has led small and medium enterprises to have a simple 

management structure. Factors also contributing to the reasons small and medium 

enterprises have a simple management structure are few number of employees and 

the owners’ low level of education. Since there is no legal personality between the 

small and medium enterprise and its owners, it means the lifespan of the enterprise is 

dependent on the lifespan of its owners i.e. there is no perpetual continuity. 

Furthermore, according to Hanefah, Ariff, &Kasipillai (2002), the production 

processes of SMEs are usually labour intensive and they usually serve as suppliers 

for the larger manufacturing firms with their operations being highly dependent on 

raw materials sourced locally. They also require a lower startup capital than the 

larger companies (Akinsulire, 2010). The decisions of the managers have a higher 

tendency to be subjective given that they are managed and controlled by the same 

individual. The employee-employer relationship found in most SMEs is 

predominantly informal. 

 

Ojochogwu Winnie Atawodi et al. (2012) argued that another key feature of the SME 

sector in any country is that it is heterogeneous varying in size from small retail 

outlets to highly paid professionals, and substantial manufacturing enterprises. SMEs 

are also likely to vary in organizational form from sole proprietorships (with or 

without employees), small corporations (public or private),professionals and 

partnerships. This feature usually results in different obligations for record keeping 

for the enterprise. 

 

In addition, the contributions SMEs usually make to tax revenue are lower than its 

contributions to output and employment (International Tax Dialogue, 2007 as quoted 

in Ojochogwu Winnie Atawodi et al. 2012). Notwithstanding the fact that SMEs 

have not become competitive enough to increase their share of output even though 

they form three-fifths of the number of manufacturing firms where larger 

manufacturing companies rely on SMEs for their supplies (Hanukah et. al, 

2002).Ojochogwu Winnie Atawodi et al. (2012) SMEs are thought to be engine room 

of innovation this is because entrepreneurial activities such as innovation, risk 
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bearing, employment creation, finding new opportunities and the commercialization 

of their inventions have been contributed to the prosperity in all regions of the world 

therefore, any country wishing to remain innovative will support SME growth 

because they also enhance competition and entrepreneurship and hence have external 

benefits on economy-wide efficiency, and aggregate productivity growth. 

Furthermore, SME proponents frequently claim that SMEs are more productive than 

large firms but financial market and other institutional failures impede SME 

development. Thus, pending financial and institutional improvements, direct 

government financial support to SMEs can boost economic growth and development 

(Avolio, n. d, Beck, Demirguc-Kunt&Levine, 2005; Chu, Kara &Benzing, 2008 as 

noted in Ojochogwu Winnie Atawodi et al. 2012).Ojochogwu Winnie Atawodi et al. 

(2012), agree with the fact that SMEs foster economic growth through innovation by 

stating that during the economic globalization period and under fierce competition 

conditions, the research and development activities of small and medium-sized 

enterprises play an irreplaceable role in promoting technology innovation and 

national economic development because of their adaptive ability in market, flexible 

operation mechanism as well as innovation spirit. As a result of this, they can adapt 

to new situations more easily than large corporations. Innovation is also critical for 

getting new ideas into the economy (Hendy, 2003 as in Ojochogwu Winnie Atawodi 

et al. 2012). Small and Medium Enterprises serve as links between the large business 

enterprise and the consumers as such, large enterprises can hardly survive without 

them. Therefore, the importance of small business enterprises cannot be over 

emphasized. Small business enterprises make a larger contribution pro rata in the 

economy and with efficient control and management techniques of SMEs the benefit 

it gives can be much greater (Ojochogwu Winnie Atawodi et al. 2012). 

 

2.4.2 Compliance Costs 

According to OECD (2007), Compliance costs tend to increase with the number of 

taxes that an entrepreneur is subject to, the complexity of the tax rules, the frequency 

of submitting tax returns, and the number of levels of government involved in 

levying and collecting tax. For example, in most countries, businesses must contend 

with a VAT system (unless the business falls under a VAT exemption threshold) not 
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faced by an employee. Business income tax also introduces complexities not relevant 

to an employee that pays tax only on labour income and non-business investment 

income. Complexities may multiply where more than one level of government is 

involved in levying and/or administering a tax and rules and procedures are not well 

coordinated (OECD 2007). Given differences across countries in the number and 

types of taxes on business, the complexity of the rules, and the levels of government 

involved, it is not surprising that compliance burden assessment is very much 

country specific and difficult to compare. Compliance costs are difficult to measure 

(making difficult a comparison of the total tax burden),but certain comprehensive 

studies may be found. Recent studies of business compliance costs in the U.S 

.include Blumenthal and Slemrod (1992), Ariff, Loh and Ismail (1997) and Chan, 

Cheung and Ariff (1999)as cited in OECD (2007) consider business compliance 

costs in Hong Kong, Malaysia and Singapore. Pope (1995) and Sandford and 

Hasseldine (1992) study business compliance costs in Australia and New Zealand, 

As a broad finding, such studies systematically conclude that while total business tax 

compliance costs tend to be higher for large companies, as a percentage of sales they 

are significantly higher for SMEs. Another interesting finding is that tax-planning 

accounts for a larger proportion of total compliance cost for large firms (OECD, 

2007). 

 

In Uganda for example, Annet Nakiwala (2010) argued that compliance costs 

involved in taxation are major impediments to elicit compliance behaviour of 

taxpayers. It is also believed by most tax policy researchers that compliance costs for 

tax payment is quite high especially for SMEs, which lack knowledge and skills of 

the tax laws and regulation (Shome, 2004). Sometimes the administration of income 

tax creates problems for business taxpayers when it imposes burdensome reporting 

and record keeping requirements. This has led to increased costs of tax for those who 

try to comply with the tax law (Baurer, 2005 as noted in Annet Nakiwala, 

2010).Likewise most governments in developing economies have not adequately 

taken taxpayer compliance costs into account when designing tax rules, yet such 

expenses fall on to the taxpayers in form of reduced work effort or saving (Bankman, 

2005), time spent on tax compliance process and monetary expenditures on salaries, 
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overheads and seeking assistance from experts (Munnich,2004; Slemrod, 2005; 

Lassila and Smith, 1997 as quoted in AnnetNakiwala, 2010). 

According to OECD (2007), while the compliance tax burden facing an SME is case 

specific and thus difficult to measure, abroad conclusion to be drawn is that the 

burden is high relative to large companies and relative to the tax compliance burden 

for payroll employees. This suggests that if the statutory tax burden on a given 

amount of labour and capital income is roughly the same for an employee as for a 

self-employed individual, then the higher compliance burden for the latter would 

mean that the tax system is non-neutral, tending to discourage SME creation. 

 

OECD (2007) argued that by reducing tax compliance costs and thereby lowering the 

overall tax burden on small businesses, simplification provisions help achieve more 

neutral tax treatment of firms of varying sizes, implying efficiency gains, and 

encourage compliance with (adherence to) the tax laws of a country, including 

operating in the „formal‟ rather than informal (underground) economy, and full 

reporting of all amounts required to determine the true tax base .OECD (2007) stated 

that a main efficiency concern associated with significant compliance costs incurred 

regardless of firm size, implying a higher burden (as a percentage of profit) the 

smaller the scale of the business, is that absorbing this cost requires a higher pre-tax 

rate of return on capital, the smaller the size of the business measured by capital. 

This outcome, with small businesses placed at a competitive disadvantage relative to 

larger firms, implies an inefficient allocation of capital, with underinvestment in 

small businesses relative to a situation where the fixed component of compliance 

burden on small businesses is lessened through simplification measures. Thus, 

reduced compliance costs can bring improved efficiency resulting from more 

uniform tax treatment (level playing field) of businesses. OECD, 2007) continues 

stating a second efficiency consideration is that increased compliance, when resulting 

in increased tax revenues, may enable reduced effective tax rates on one or more 

possibly more elastic tax bases, with possible efficiency gains. More broadly, 

increased compliance is desirable taking into account the benefits to society of 

having all persons participate in the financing of programs supporting economic and 

social development (nation-building). Indeed, addressing tax compliance costs facing 
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small businesses, as a key strategy to encourage economic development, is 

highlighted in the OECD Istanbul Ministerial Declaration on Fostering the Growth of 

Innovative and Internationally Competitive SMEs, which states that SMEs require 

“enabling regulatory frameworks, which are developed taking into account the needs 

of SMEs and facilitating their integration into the formal sector requiring tax systems 

that entail low compliance costs.”Bylowering the tax burden on SMEs, simplification 

may improve the competitive position of small businesses and thereby encourage 

business creation and support business expansion. Entrepreneurs, when confronted 

with a tax system seen to be imposing too high a burden, in terms of the amount of 

tax to pay to government, and the compliance costs involved, may choose to operate 

in the informal economy to avoid these costs (OECD, 2007). 

 

Alternatively they may choose to not establish a business, deciding instead to seek or 

remain unemployment (depending on reputation and monetary costs (penalties) 

associated with detection of tax fraud, the probability of detection, and after-tax 

returns from employment). Under reduced compliance costs, a decision to open up 

business might be taken instead (OECD, 2007). 

 

Simplification provisions of various types can be expected to impact small 

businesses differently, given the heterogeneity of the small business population 

(OECD, 2007). In particular, certain measures may directly encourage business 

creation and tax compliance for some small businesses, but not others, suggesting the 

need to analyze a range of measures. For example, allowing simplified accounting or 

less frequent filing of tax returns may be of little practical consequence to small 

businesses with very low turnover (e.g. street vendors) that may regard the tax 

compliance burden of a relatively simple regular tax system as excessive and 

discouraging to participation in the formal economy. But the same measures may 

operate to encourage other larger scale small businesses to establish, and to comply. 

For very low turnover businesses for the most part unaffected by simplified 

accounting and filing measures, tax compliance may call for the introduction of a 

simple replacement tax, for example a turnover-based presumptive tax, to replace 

regular income tax and/or VAT for firms with turnover below some (micro) business 
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threshold (OECD, 2007). In such cases, a key design consideration is the setting of 

the tax burden under a presumptive (replacement) tax, and in particular the avoidance 

if possible of large upward adjustments in tax burden when a business size threshold 

is passed and the taxpayer is required to migrate from a replacement regime to the 

regular regime. 

 

2.4.3 Taxation of SMEs 

Fiscal policy is one of the main components of macroeconomic policy and its tasks 

have been considered in double context: first, the core of fiscal policy, and second, 

the consistency with the monetary policy (Holban, 2007 as cited in Ojochogwu 

Winnie Atawodi et al. 2012). In general terms, the choice of tax policy to employ 

depends on the use of one or both two groups of instruments; the first one being the 

use of special tax preferences and the other incentives to support start-up and growth 

of small companies. The incentives include the lowering of corporate income tax 

rates, special tax exemptions and relieves for small businesses. The fundamental 

purpose of taxation is to raise revenue effectively, through measures that suit each 

country’s circumstances and administrative capacity. In fulfilling the revenue 

function, a well-designed tax system should be efficient in minimizing the 

distortionary impact on resource allocation, and equitable in its impact on different 

groups in society (Bolnick, 2004 as cited in Ojochogwu Winnie Atawodi et al. 2012). 

It is important that the country’s situation is properly analyzed before employing any 

tax policy in order to have a properly working tax system because according to 

Ojochogwu Winnie Atawodi et al. (2012) many of the difficulties with the tax 

authorities are the consequence of poorly conceived tax policies and a lack of 

certainty regarding future policy changes. 

 

2.4.4  Tax Compliance and Taxpayer Behavior 

According to Lumumba Omweri (2010) Taxpayers’ behavior towards tax system has 

evoked great attention among many Revenue Authorities in the World especially in 

Developed Countries. However, it is debatable on what has been done towards the 

study of taxpayers behavior towards tax system in developing countries as they 

concentrate more in studies which would increase their budgets “bottom-line” in 
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terms of huge revenue collection and enforcement efforts at the expense of studies on 

taxpayers behavior which would make increase in this tax revenue to be realized and 

enforcement efforts work Perhaps the less developed countries are not to blame as 

they run on “budget deficits “hence, scarce resources to see through such studies 

which are perceived as adding no direct value to revenue collection. 

 

Empirical evidence on the ground shows there has-been hostility between the 

taxpayers and tax collectors on issue relating to tax compliance- how about tax 

evasion cases reported daily in our local newspaper (Daily Nation, July 7, 2006, pg 3 

as cited in Lumumba Omweri, 2010) and outward resistance from taxpayers for 

example the recent protest by taxpayers over implementation of Electronic Tax 

Registers. 

 

Hostility towards tax compliance date back to the History of Taxation, “Taxes are 

considered a problem by everyone. Not surprising, taxation problems date back to 

the earliest recorded history” (Director,Tax world Organization, April 7, 1999 as 

noted in Lumumba Omweri, 2010). According to the Director, Taxworld 

Organization, (1999 as in Lumumba Omweri, 2010), during the Roman empire, in 

60A.D, Boadecia queen of East Anglia led a revolt that can be attributed to corrupt 

tax; in Great Britain, the 100 years war (1337-1453) between England and France 

was renewed in 1369 by among other key factors, the rebellion of the nobles of 

Aquitaine over the oppressive tax policies of Edward, The Black Prince and in Post-

Revolution America, Tax Act of 1864 was challenged several times. 

 

Hostile taxpayer’s behavior implies that given a chance taxpayers would not comply 

with tax laws. According to Ajzen’s (1991) as cited in Lumumba Omweri (2010) 

theory of Planned Behaviour, attitude relates to one’s own personal views about 

behaviour. Attitude may also be defined as positive or negative views of an “attitude 

object”; i.e. a person, behaviour or event. 

 

In relation to taxation, taxpayers’ attitudes may be defined as positive or negative 

views of tax compliance  behaviour. The outcome of positive views is tax 
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compliance and negative views are tax on compliance. These views may be 

explained by Psychology-based theories which reveal that taxpayers’ attitude may be 

influenced by the following factors which eventually influence taxpayer’s behavior. 

 

Taxpayers perceptions of the tax system and Revenue Authority (Ambrecht, 1998 as 

in Lumumba Omweri 2010); peer attitude/subject norm (Toumi, Hasseldine, Hite, 

James & Conner,2000); taxpayers’ understanding of a tax system/tax laws (Silvani, 

1992; Le Baube, 1992 as in Lumumba Omweri, 2010); motivation such as rewards 

(Feld, Frey &Torgler, 2006) and punishment such as penalties (Allingham& 

Sandmo,1972); cost of compliance (Slemrod, 1992; Le Baube,1992); enforcement 

efforts such as audit; probability of detection (Allingham&Sandmo); difference 

across - culture; perceived behavioral control(Trivedi &Shehata) and Protestant 

Work Ethics(PWE) (Furnharn, 1983); ethics / morality of thetaxpayer (Trivedi 

&Shehata) and tax collector; equity of the tax systems (Trivedi &Shehata); image of 

the government based on whether it is achieving the tax objectives under prescribed 

principles of taxation (Le Baube); Demographic factors such as sex, age, education 

and size of income (Jackson &Milliron, 1986; Murphy, 2004) and Use of 

informants(as in Lumumba Omweri (2010). 

 

2.4.5 SMEs and Tax Awareness 

According to AnnetNakiwala (2010)Inadequate skills and unawareness about 

taxation are the major attributes of most SMEs in Uganda,as most of the business 

owners tend to hire incompetent family members and relatives who cannot keep 

proper financial records (Kiwanuka, 2004). Many small and medium taxpayers are 

not sure of what should be the domain of tax professionals for the reason that they 

lack the independence and have no or less tax competency (Badenhorst, 2008 as in 

Lumumba Omweri, 2010), since one of major the characteristics of SMEs is the 

lower level of the specialist tax expertise and greater owner-involvement in day-to-

day management. 
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2.4.6 Tax System 

According to IMF (2007) assessing the impact of the tax system on SMEs is not 

simply a matter of looking at statutory tax provisions. Allowance must be made for 

the impact of (and on) informality, and still more fundamentally difficult questions 

faced concerning the effective incidence of taxes formally imposed on other 

enterprises. For example: A small enterprise not required to register for the VAT 

may still be powerfully affected by the tax and may even benefit from it. SMEs bear 

unrecovered VAT on inputs that it purchases from VAT-registered firms or imports. 

IMF (2007) argues that If it cannot pass this unrecovered tax along to the buyer in 

the price at which it sells its product (perhaps because the demand for its product is 

highly elastic), the real burden of the tax must be borne by the owners or employees 

of the enterprise. If, however, a VAT exempt firm is able to sell its product at the 

same price to final consumers as do enterprises liable to the VAT, then it is able to 

keep for it as profit what VAT-registered companies must pay as tax on their value 

added. In this case, the VAT acts as subsidy to exempt firms. Calculated marginal 

effective tax rates (METRs) indicating how the tax system affects incentives to 

invest are built on some assumption as to the required after-tax rate of return to the 

final investor (IMF 2007). For large enterprises, the conventional assumptions that 

finance is obtained on a world capital market, so that, for a small country, the 

required return can be taken as independent of its own tax policy: the burden of the 

tax cannot then be borne by capital, but rather the distortion of investment it implies 

will be felt in reduced payments to other less mobile factors (IMF, 2007).  

 

Moreover, since the marginal shareholder can then be taken to be non-resident, the 

METR is independent of personal tax rates in the country in which the investment is 

located. For SMEs,however, a more plausible assumption may be of domestic 

financing: in which case some of the real burden may be passed on in the form of a 

reduced after-tax return to investors, with a consequently diminished impact on 

investment; and, moreover, an important role may be played by personal tax 

parameters(IMF, 2007).For larger enterprises, attention often focuses as much on 

average effective tax rates(AETRs) as on METRs: to the extent that their earnings 

are independent of their location, they will tend to locate wherever the AETR is 
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lowest. Smaller companies may have fewer such options, making the AETR less 

relevant.  

 

IMF (2007) point out that one important dimension of incidence is the impact of the 

tax system on the size of the Selector, and on the extent of informality. A heavy 

enforcement focus on larger enterprises, for example, may induce some enterprises to 

limit their size so as to remain below the threshold test for inclusion in any large 

taxpayer unit (LTU)(AnnetNakiwala, 2010). Other discontinuities in tax treatment at 

particular size levels may have similar effects. For example, enterprises may choose 

to restrict their growth or to artificially split their operations in order to avoid a jump 

in their tax liability when they cross the VAT threshold. Even in the absence of such 

threshold effects, tax structures may themselves systematically (even if 

unintentionally) affect the distribution of firm size. AnnetNakiwala (2010) urges that 

Perhaps most important, the choice between operating as an employee within a larger 

enterprise or as a self-employed entrepreneur perhaps even performing the same 

tasks as contractor rather than employee may be sensitive to a range of tax 

considerations (not only statutory tax provisions regarding the treatment of labor and 

capital income including any tax privileges for forms of saving other than investment 

in one’s own enterprise but also opportunities for avoidance and relative compliance 

costs).Commodity taxation may also affect the distribution of firm size: ad valorem 

excises may tend to reduce the number of active firms, for instance (one of its effects 

being akin to an increase in the fixed costs that firms must cover in order to break 

even); specific taxation, in contrast, may tend to reduce industrial concentration (by 

in effect narrowing cost differentials across heterogeneous firms)(IMF, 2007); 

AnnetNakiwala, 2010). 

 

2.4.7 Conceptual Framework 

Conceptual framework is a conceptual model of how one theorizes or makes logical 

sense of the relationship among the several factors that have been identified as 

important to the problem (Sekaran, 2003). It aims at indicating the most important 

areas to be covered by the study. 
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The characteristics of SMEs in Tanzania, mainly the high level of informality, 

poverty, and lack of access to education, together imply that taxing these firms 

appropriately is difficult. SMEs are neither a homogeneous segment of the business 

community nor are the characteristics of SMEs identical in all developing and 

transition countries. As for the tax system in general, there is no solution regarding 

specific taxation rules for small businesses that fits all countries and can be applied 

to all kinds of SMEs. 

 

Figure 2.2: Conceptual Framework 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Researcher Own construct, 2014 

 

2.4.8  Research Variables 

This is anything that can take on differing or varying values. The study has involved 

a number of variables, both independent and dependent variables that need to be 

measured. 

High compliance costs 

Low awareness on tax compliance  

Negative attitudes on tax payment 

Complicated Tax System 

 

 

Low Tax 

Compliance 
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Independent Variables 

This is the one that influences the dependent variable positively or negatively. It 

helped to explain the variance in the dependent variables 

The following variables was used as independent variables such as high compliance 

costs, low awareness on tax compliance, negative attitudes towards tax payments and 

complicated tax systems(OECD,2010) 

 

Dependent1Variables 

These are variables that researcher used to measure in order to establish the change 

or effect created on them. For the purpose of this study low tax compliance was used 

as dependent variable. (OECD, 2010) 
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CHAPTER THREE 

RESEARCH METHODOLODY 

 

3.1 Introduction 

This chapter consists of the methods that were used by the researcher to get the 

sample size, data collection tools and analysis. It explains the sampling techniques 

and procedures adopted and period of research, location of study and the analytical 

tools that was used in attaining to the study objective. 

 

3.2 Research Design 

This study employed the exploratory research design so as to get insights into the 

different issues as they exist among SMEs taxpayers vis-a-vis tax compliance. This 

design particularly is useful to the researcher as it intends to clarify and give precise 

nature of the problem.  The design includes the exploration of the different number 

of SMEs in Ilala, Tax amount paid and factors affecting tax compliance if any. This 

is deemed as an appropriate approach since exploratory research designs is suitable 

for the studies like this one whose main emphasis is on the discovery of ideas and 

insights (Kothari, 1990; Saunders et al, 2000).  The study will use a cross sectional 

study by taking a cross section of the population so as to find out the situation 

regarding the number of SMEs managers and factors that affect tax compliance. It is 

a field research, which will focus on the present situation (as opposed to longitudinal 

or historical research). 

 

3.3 Description of the Study Area 

The study was conducted in Dar es Salaam Ilala District. The area was selected 

because it is the commercial centre and its contribution to tax revenue is the highest 

compared to all other regions in Tanzania. For example in year 2005/2006, Dar 

contributed 83% of total tax revenue in mainland Tanzania, 84% in 2006/2007 and 

84.9% in year 2007/2008 (Regional statistics data,2009).Because of this, it was fair 
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to undertake the study in Dar es Salaam and to generalize the findings for other 

regions in Tanzania. 

3.4 Sampling Procedures 

3.4.1 Population of the Study 

The population of the study has consisted of group of SMEs managers or owners 

who are conducting various types of businesses in Dar es salaam City with special 

attention to Ilala Tax Region.  The population also includes the Tanzania Revenue 

Authorities in the Ilala Tax region. 

 

3.4.2 Sampling Techniques 

In this study, purposive sampling technique was used to get respondents from TRA 

compliance Department and TRA Top Officers because they are believed to be able 

to provide accurate and reliable data for the study. Not only that, but also, for the 

reason that the power of purposive sampling lies in selecting relevant cases to the 

main problem being studied and its (purposive sampling) possibility of being used 

for both quantitative and qualitative studies (Kombo, D.K and Tromp, D.L.A, 2006). 

In selecting respondents from SMEs managers or owners, the study used the 

probability sampling (simple random sampling). In this technique, the researcher will 

randomly select respondents from their areas of businesses. 

 

3.4.3 Sample Size 

This is the exact number of items selected from a population to constitute a sample 

(Kombo, D.K and Tromp, D.L.A, 2006). For the purposes of this study, a total of 45 

SMEs managers or owners were selected and 10 officers from compliance 

department of TRA in Ilala tax region and 5 TRA top officers in Ilala Tax Region 

 

Table 3.1: Sample Size 

Category of Respondents Number of Respondents 

SMEs Managers or Owners 45 

TRA Compliance Officers 10 

TRA Top Officers 5 

Total  60 
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Source: Researcher Own construct, 2014. 

3.5 Data Collection Methods and Instruments 

The study used both secondary and primary data. Data collection methods to be 

employed in this study include questionnaires, interview and documentary review. 

The secondary data for this study were collected through review of documentary 

sources in which books, journal articles and reports, both published and unpublished. 

The online sources were also consulted. 

 

3.5.1 Interview 

This method of collecting data involves presentation of oral-verbal stimuli and reply 

in terms of oral-verbal responses. This method was used through personal interviews 

and telephone interviews; for the purposes of this study, the researcher used personal 

interviews (C.R. Kothari 2004). The researcher used both structured and non-

structured questions to obtain the first hand data. The structured interview had 

involved the use of sets of predetermined questions and of highly standardized 

techniques of recording (Kombo, D.K and Tromp, D.L.A. 2006). The structured 

interview had followed procedures laid down as prescribed, while unstructured 

interview is characterized by flexible of approach to questioning. Interview guide 

was prepared and used to ask for TRA officials on how tax compliance accepted or 

non-accepted by Taxpayers and SMEs owner Managers 

 

3.5.2  Documentary Reviews 

This is the method of data collection involving written document materials. The 

researcher employed in this method for the purpose of obtaining secondary data from 

various source such as reports, pamphlets and journals,   files, books and newspapers 

(Kombo, D.K and Tromp, D.L.A. 2006). In this regard, reports of accounts 

department in the National Bureau of Statistics and the ministry of Finance were 

used to complement the primary data obtained. 

 

3.5.3  Questionnaire 

This is the method of data collection that involves a list of questions prepared by the 

researcher for the purpose of finding relevant data for the problem in hand. 
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Structured Questionnaire as a source of data collection was used by stakeholders of 

the project and knowledgeable individuals. This allows the researcher to create new 

questions as the results of the response and getting comprehensive data about the 

study. According to C.R. Kothari (2004), questionnaire is a low cost even the 

universe is large and is widely spread geographically; it is free from the bias of the 

interviewer for answers are in respondents’ own words, respondents have adequate 

time to give well thought out answers and respondents who are not easily 

approachable, can also be reached conveniently. Questionnaire’s was used to 

fifteen(15) SMEs owners and not to TRA officials due to the facts that they are busy 

and no time to fill questionnaires 

 

3.6 Types and Sources of Data 

The study had used both primary and secondary data. 

 

3.6.1 Primary Data 

These are data collected by the researcher him/herself or by research assistants from 

the field for the purpose of answering the research issues (Adam and Kamuzora, 

2008). Questionnaires were employed to collect primary data. Primary data are 

important because they are original data, direct from the respondents. 

 

3.6.2 Secondary Data 

These are data obtained from literature sources or data collected by other people for 

some other purposes. They provide second hand information and include both raw 

data and published ones (Saunders et al, 2000). Secondary data are important 

because they are permanent, few resources particularly time and finance is required. 

Also the use of secondary data broadens the database from which specific 

generalizations can be made. 
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Table 3.2:   Data Collection and Sampling Techniques 

Sampling Techniques Data Collection 

methods 

Respondents  Type of Data 

- Purposive 

sampling  

- Simple random 

sampling 

Interview  45 Primary data 

Questionnaire  15 Primary data 

N/A Documentary reviews N/A Secondary data 

--------------------------- -------------------------- 60  

Source: Researcher Own Construct, 2014. 

 

3.7 Quality of Data and Measurement 

3.7.1  Reliability 

According to Kothari C.R. (2004), Reliability is defined as the occurrence of the 

same results despite the number of observations performed. Reliability is therefore 

concerned with the ability of measuring instrument to measure consistently of the 

phenomenon it is designed to measure. The reliability of measurements was ensured 

through standardizing the conditions under which the measurement was taken place. 

It was also involve careful designing directions for measurements with no variation 

from group to group. 

 

3.7.2 Validity 

Validity is the quality of the scale to measure what it was intended to measure 

(Kothari C.R. 2004). For validity purposes, the researcher has initially to submit a 

sample of the set of questionnaires to six respondents. After the questions being 

answered, the researcher has asked the respondents for any suggestions or any 

necessary corrections to ensure further improvement and validity of the instrument. 

The researcher has examined the content of the interview questions to find out the 

reliability of the instrument. 

 

Moreover, it has stressed to the respondents that the data to be collected is strictly for 

academic purposes, in order to avoid the possibility of having biased responses. This 

was hand in hand with allowing anonymity to respondents.  
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3.8 Data Processing and Analysis 

3.8.1  Data Processing 

Data was processed by editing, coding, classification and tabulation of collected data 

so that they are amenable to analysis. Tables, percentages charts and graphs were 

prepared for analysis presentation and analysis 

 

3.8.2 Data Analysis 

Data Analysis refers to the computation of certain measures along with searching for 

patterns of relationship that exist among data groups (Kothari, 2004). Data was 

analyzed both qualitatively and quantitatively.  

 

In analyzing data three main phases was involved data preparation, presentation and 

descriptive analysis. This has included organizing and summarizing the data 

collected through statistical package for social scientists (SPSS) which conveys a 

good overall picture and facilitates the computations of some percentages(Ame, 

2004). 

 

3.9 Ethical Issues and Control of Emerging Issues 

It is the right of prospective respondents to choose either to cooperate or not in this 

study. A right to maintain privacy and offering assistance out of willingness cannot 

be forced by the researcher in any way. However, the researchers will remain 

unbiased throughout the process and offer the required cooperation whenever it will 

be required. This may limit the truthfulness of information offered by the 

respondents. To control this situation a written permission from the Mzumbe 

University has to seek permissions that respondents may not associate this study with 

an exploratory study from regulatory authorities to make generalization from the 

findings.  

It further allowed the use of multiple methods such as questionnaires and interviews 

and it enabled the researcher to contact the targeted respondents easily. 

Questionnaires were designed to identify the factors affecting tax compliance among 

SMEs.  
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CHAPTER FOUR 

PRESENTATION AND DISCUSSION OF THE RESEARCH FINDINGS 

 

4.1 Introduction 

This chapter presents the actual results and analysis of data obtained from the field. 

The results comprise the data obtained through primary and secondary sources. It is 

this chapter which covers the description of the findings pertinent to each of the 

research hypotheses. The description of findings has been expressed through major 

test of this study which is Chi-square test. 

 

4.2 Characteristics of Studied SMEs 

4.2.1  Gender 

This entails the aspects of tax compliance for males and females. 

The researcher sent questionnaires to both male and female respondents who own 

small and medium enterprises in Dar es Salaam.  Large percent of respondents were 

men who made up 73%.This gives an impression that more men are doing small and 

medium businesses than women. The study shows that more males are SMEs than 

females but few males are complying with taxation rules and regulations (non-

compliant) and females who are few they highly comply (Barbara Kastlunger, etal, 

2010) 
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Figure 4.1: Gender of SMEs owners 

 

Source: Field Data,2014 

 

4.2.2 Business Age 

It was found out that most SMEs in this study were less than 10 years old. As it can 

be seen from figure 4.2 below, about 91% of businesses are less than 10 years old. 

This seems to be consistent with the study done by Mutakyahwa (2009) who found 

that many SMEs do not live long because of stiff competition. This could also reflect 

owner managers’ experience in dealing with tax matters. 
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Figure 4.2: Experience in Business 

 

Source: Field Data, 2014 

 

4.2.3 Number of Employees 

A large proportion of SMEs in this study had employed between 5-49 employees. 

From the figure 4.3 below, 37% of SMEs have employed 5 to 9 employees and 37% 

have employed 10 to 49 employees. This confirms to the SMEs definition used by 

this study that our sample was composed of 100% SMEs. 

 

 

 

 

 

 

 

 

0

5

10

15

20

25

30

35

40

LESS THAN 2
YEARS

2 to 5 years 5-9 YEARS MORE THAN 10
YEARS



37 

Figure 4.3:  Number of Employees 

 

Source: Field Data, 2014 

 

4.2.4 Type of Business 

The different types of businesses were surveyed among the SMEs and the results are 

presented in figure 4.4 below. The chart shows that most surveyed businesses are in 

food production (35%) followed by other service providers such as saloons and 

barber shops (31%). 

 

Figure 4.4: Type of Business 

 

Source: Field Data,2014 
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It can also be seen that most female business owners, about 82% are doing food 

production and selling business and only 17% of male respondents do this type of 

business. This confirms that there is relationship between gender and the business 

that one performs. 

 

Table 4.1: Gender and Type of Business Cross Tabulation 

GENDER TYPE OF BUSINESS  

 

FOOD 

PRODUCTION,S

ELLING AND 

CATERING ICT 

TRANSPORT 

AND 

CONSTRUCT

ION 

HOSPITALITY,

TOURISMA 

AN CRAFTS STATIONERY 

OTHER 

SERVICES TOTAL 

MALE 7 4 7 8 4 18 48 

FEMALE 10 0 0 0 0 2 12 

Total 17 4 7 8 4 20 60 

Source: Field Data, 2014 

 

4.2.5 Education Background of SMEs Owners Managers 

Results show most owner managers 77.6% had attained tertiary education. This 

includes 14.6% diploma holders, 31.5% bachelor degree holders and 31.5% master 

degree holders. Only 2.2% of owner managers have informal education. 

 

Figure 4.5: Education Level of SMEs Owner Managers 

 

Source: Field Data,2014 
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This finding indicates the potential ability in understanding of owner managers of the 

different business and legal aspects affecting their activities including tax matters. 

On the other hand, this could explain why some SMEs operate in formal sector or 

SME sector becomes attractive to relative educated who lack employment in other 

sectors. Toroka (1997) reported dissatisfaction of most entrepreneurs in the MSE 

sector, and this may imply that people with high level of education may rather 

continue searching for employment than starting their own business in the MSE 

sector.   

 

4.3 Compliance Profile of SMEs 

According to Brown etal (2003), tax compliance is said to comprise three stages, 

which are reporting, filing and payment compliances. However, in order to be able to 

pay tax, the taxpayer must possess a Tax payer Identification Number 

(TIN).According to this study, 87.6% of respondents have TIN numbers and 91% of 

businesses are registered as formal businesses in Tanzania. This implies that some 

businesses are operating as formal businesses but do not pay taxes. Some businesses 

decided to register for TIN for different reasons other than paying tax. These reasons 

are such as to be able to obtain business license, to open a bank account and to have 

access to financial institutions for overdraft and loan facilities. 

 

Figure 4.6: Level of Tax Compliance 

 

Source: Field Data,2014 

0

10

20

30

40

50

60

70

80

90

100

TIN RECORDING
COMPLIANCE

FILING
COMPLIANCE

PAYMENT
COMPLIANCE

YES

NO



40 

Although most of these SMEs (about 88%) have TIN certificates, some of them do 

not comply with tax laws. This information was obtained when they were asked to 

answer questions on whether they keep accounting records(reporting compliance), 

whether they filed tax return within past 12 months(filing compliance) and whether 

they paid proper amount of tax as required by law(payment compliance). As it can be 

seen from figure 4.6 above, only 81% of respondents agreed that they report proper 

amount of tax, 70% agreed that they file tax returns to TRA and only 65% pay proper 

amount of tax to TRA. This implies that some SMEs file tax returns as required by 

law but do not pay. Therefore, efforts should be taken to encourage these SMEs to 

pay. 

 

Also, the findings show that many registered SMEs pay taxes compared to informal 

businesses. From the table below which is a cross tabulation between tax compliance 

and registration status of SMEs it can be seen that all 51 registered SMEs pay tax 

while only 7 registered SMEs do evade tax. It also shows that all unregistered 

businesses do not pay taxes although some of them do have TIN certificates. 

 

Table 4.2: Tax Compliance and Business Registration Cross Tabulation 

 BUSINESS REGISTRATION  

 TAX COMPLIANCE YES NO Total 

YES 45 0 45 

NO 3 12 15 

Total 48 12 60 

Source: Field Data,2014 

 

From this observation, it can be concluded that not all SMEs do not pay income tax 

Most SMEs that do not comply are those which are not registered and therefore they 

are operating informally. This implies therefore that in attempt to increase income 

tax from businesses, the government should provide favorable environment to 

encourage SMEs to become formal. 
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4.4 Factors Affecting Tax Compliance 

The study is about examination of factors affecting tax compliance for SMEs. Many 

studies indicate that there are many factors that affect tax compliance.  

 

4.3.1 Record Keeping 

63.3% of respondents agreed that proper accounting record keeping strongly 

influence tax compliance behavior (TRA officials and SMEs owners), 35.5% 

respondents  agreed that somehow proper record keeping positively influence tax 

compliance behavior and 1.7 % agreed that record keeping does not influence at all 

as it can be seen in the table 4.3 below: 

 

Table 4.3: Frequency Distribution of Record Keeping 

 Frequency Percent Cumulative percent 

STRONGLY INFLUENCES 38 63.3 63.3 

 SOMEHOW INFLUENCES 21 35.5 98.8 

DOES NOT INFLUENCE AT ALL 1 1.7 100.0 

 Total 60 100.0  

Source: Field Data, 2014 

 

Only 1.7 % of respondents argued that proper record keeping does not influence tax 

compliance at all. Therefore, it can be concluded that proper accounting record 

strongly influence tax compliance behavior. 

 

4.3.2 High Compliance Cost 

High compliance cost in this study was assessed in terms of complexity of 

procedures in paying tax .The results show about 40% of SMEs agreed that 

complexity of procedures in place(such as registration, records keeping, filling of 

proper returns, banking payments etc)  strongly influence tax compliance and 36.7% 

claim that somehow complexity of tax procedures influences tax compliance. 

Taxpayers has to meet a variety of tax obligations among them includes all financial 

procedures and related activities that tax payer has to observe to comply with 

regulations.SMEs has to abide to registration in the system, timely filing or lodging 
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of the required tax information, reporting of complete and accurate information and 

payment of taxes on time. Their argument is that complex tax procedures consume 

much of their time and money because sometimes they need to hire a tax consultant 

to assist them in the process. 

 

Table 4.4: Frequency Distribution of Complexity of Tax Procedures 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 24 40.0 42.0 

SOMEHOW INFLUENCES 22 36.7 76.7 

NEUTRAL 10 16.7 93.4 

SOMEHOW DOES NOT INFLUENCE 4 6.7 100.0 

Total 60 100.0  

Source: Field Data, 2014 

 

16.7 % of respondents were uncertain and about 6.5% of respondents did not see any 

relationship. 

 

The respondents also claimed that cost of employing professional accountant or 

consultant to assist in tax matters influence tax compliance is high. This is because 

most SMEs do not have much technical expertise to make self-assessment of their 

tax liabilities, hence they need to employ or hire a consultant. Due to high cost of 

hiring these professionals, most SMEs do assessment themselves which are not 

expected to be accurate. 

 

Table 4.5: Frequency Distribution on Cost of Employing Tax Consultant 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 28 46.7 46.7 

 SOMEHOW INFLUENCES 20 33.3 80 

 NEUTRAL 11 18.3 98.3 

 SOMEHOW DOES NOT INFLUENCE 1 1.7 100.0 

 Total 60 100.0  

Source: Field Data, 2014 
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4.3.3 Level of Tax Knowledge 

Respondents were asked on the extent of influence of tax knowledge on tax 

compliance 51.7% replied that level of tax knowledge strongly influences tax 

compliance and 13.3% said that knowledge somehow influences.31.7% were 

uncertain on whether tax compliance can be influenced by level of tax knowledge. 

When asked as to why they are uncertain, many replied that the ones that have tax 

knowledge are the ones that do evade tax. This is because they know how to play 

with the numbers and therefore end up paying less or no tax at all. 

 

Table 4.6: Frequency Distribution on Level of Tax Knowledge 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 31 51.7 51.7 

SOMEHOW INFLUENCES 8 13.3 65 

NEUTRAL 19 31.7 96.7 

SOMEHOW DOES NOT INFLUENCE 2 3.3 100.0 

 Total 60 100.0  

Source: Field Data, 2014 

 

The relationship between tax knowledge and tax compliance can also be confirmed 

from the cross tabulation of tax compliance and level of tax knowledge of business 

owner managers (table 4.7 below), 18 respondents agreed that they are well informed 

about tax matters that affect their businesses and all pay tax to TRA.11 respondents 

agreed that somehow they are informed about their tax matters and among them 32 

respondents comply to tax laws.3 respondents had no tax knowledge and only 3 

complied. Therefore it can be concluded that level of tax knowledge has strong 

influence on tax compliance. 
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Table 4.7: Cross Table of Tax Knowledge and Tax Compliance 

 TAX COMPLIANCE  

ARE YOU WELL INFORMED ABOUT TAX MATTERS YES NO Total 

YES 18 0 18 

SOMEHOW 11 12 23 

NO 3 16 19 

Total 32 28 60 

Source: Field Data,20 

 

4.3.4 Integrity of Tax Officials 

Levels of citizens’ trust in tax departments and perceived levels of corruption among 

tax officials suggest tax authorities face a significant credibility gap. The public is 

roughly evenly divided with regard to the trustworthiness of tax officials. Tax 

officials receive fewer reports of corruption than police and other government 

officials, but more than tax payers complains much on the integrity.  

 

Respondents were asked as to whether there is strong relationship between tax 

compliance and integrity of tax officials. About 70 % of respondents answered that 

the behavior of tax officials strongly affects their tax compliance.6.7% argued that 

their compliance behavior is influenced by honesty of tax officials.20% were 

uncertain on the effect of behavior of tax officials on compliance while 3.3% 

disagreed. 

 

Table 4.8: Frequency Distribution on Integrity of TRA Officials 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 42 70 70 

SOMEHOW INFLUENCES 4 6.7 76.7 

NEUTRAL 12 20 96.7 

SOMEHOW DOES NOT INFLUENCE 2 3.3 100.0 

Total 60 100.0  

Source: Field Data, 2014 
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4.3.5 Probability of Being Detected 

This entails that if non-compliance tax payers are not detected the level of 

compliance will be low but if are easily detected more will comply.33.3% of the 

respondents agreed that probability of being detected strongly influence tax 

compliance, 58.3% agreed that tax behavior can be influenced by tax compliance 

while 8.6% were neutral concerning the effects of probability of being detected. 

 

Table 4.9: Frequency Distribution on Probability of Detection 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 20 33.3 33.3 

 SOMEHOW INFLUENCES 35 58.3 91.6 

 NEUTRAL 5 8.3 100.0 

Total 60 100.0  

Source: Field Data, 2014 

 

4.3.6 Provision of Public Goods and Services by the Government to Taxpayers 

On the question of the impact of  return that the respondents got from government 

expenditure in terms of social services and public goods compared to tax they pay on 

tax compliance,48.3% replied that it strongly influence tax compliance and the 

remaining 51.7% replied that somehow it influences. 

 

This therefore gives an impression that tax compliance is influenced by the level of 

social services and public goods that the government provides to citizens. 

 

Table 4.10: Frequency Distribution on Perception of Inequity 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 29 48.3 48.3 

SOMEHOW INFLUENCES 31 51.7 100.0 

Total 60 100.0  

Source: Field Data, 2014 
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4.3.7  Level of Tax Rates 

This entails that the rate of tax determines much compliances. Tax payers complains 

on the rate of taxes imposed are high (such 30% corporate tax, 18 VAT etc) which 

makes them not to comply easily. Respondents were asked for their opinion as to 

whether tax rates influence tax compliance behavior.36.7% agreed that it influences 

tax compliance, 11.7% were uncertain and only 3.3% answered that tax compliance 

is not influenced by level of tax rates. The 85.0 % support indicates that level of tax 

rates is also a very important factor that influences tax compliance. 

 

Table 4.11: Frequency Distribution on Level of Tax Rates 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 22 36.7 36.7 

 SOMEHOW INFLUENCES 29 48.3 85.0 

 NEUTRAL 7 11.7 96.7 

 SOMEHOW DOES NOT INFLUENCE 2 3.3 100.0 

Total 60 100.0  

Source: Field Data, 2014 

 

4.3.8  Punishment Structure (Amounts of Fines and Penalties) 

The respondents were asked to rate the extent to which level of fines and penalties 

affect their tax compliance behavior. Out of 81 respondents, 29.6% claimed that it 

influences tax compliance strongly while 24.7% agreed that somehow 

influences.30.9% were indifferent and compliance behavior of 14.8% of respondents 

is not influenced by amounts of fines and penalties. 

 

Table 4.12: Frequency Distribution on Level of Penalties Associated with Non 

Compliance 

 Frequency Percent Cumulative Percent 

STRONGLY INFLUENCES 19 31.7 31.7 

 SOMEHOW INFLUENCES 16 26.7 58.4 

 NEUTRAL 21 35 93.4 

 SOMEHOW DOES NOT INFLUENCE 4 6.7 100.0 

Total 60 100.0  

Source: Field Data,2014 
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4.4  Hypotheses Testing 

This part is covered for the purpose of testing whether results obtained above 

significant provide evidences to reject the null hypothesis. It depicts results 

presentation for the hypotheses which were tested and conclusion drawn there from. 

 

The hypotheses were tested by Chi Square test which is the important test to test 

significance of relationships. Chi square test can be used to test goodness of fit, 

significance of association between two attributes and the homogeneity or the 

significance of population variance. 

 

Since individual observations for this study were independent, Chi square was a 

proper test to be done to test the hypotheses. In this regard, since all hypotheses 

attempt to test whether there is significant relationship between the test variables and 

behavior towards tax compliance, chi square test was used for all hypotheses. 

 

4.4.1 Hypothesis 1 

H1: Tax compliance is strongly influenced by level of tax knowledge that SMEs 

owner managers possess. 

The specific objective that H1 addressed is to check whether there is strong 

relationship between possession of tax knowledge and tax compliance. This could 

lead to conclude whether tax knowledge strongly influences tax compliance. 

 

Table 4.13: Chi-Square Table for testing Hypothesis 1 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 21.011(a) 2 .000 

Likelihood Ratio 33.300 2 .000 

Linear-by-Linear Association 6.167 1 .000 

N of Valid Cases 60   

Source: Field Data, 2014 

 

The chi square value obtained in table 16 above was 21.011. The asymptotic 

significance value was 0.000 which was less than the critical value of 0.05. It is 
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therefore fair to accept the null hypothesis, meaning that tax knowledge strongly 

influences tax compliance. 

 

The finding is consistent with the study carried out by Eriksen and Fallan in 1996 

who demonstrated the importance of tax knowledge in a tax system, especially in a 

SAS. They suggested that fiscal knowledge correlates with attitudes towards taxation 

and that tax behavior can be improved by better understanding of tax laws. It is also 

consistent with the conclusion made by Kirchler et.al. (2008) who found a strong 

positive relationship between tax knowledge and tax compliance 

 

4.4.2  Hypothesis 2 

H2: Tax compliance is strongly influenced by provision of public goods and 

services 

 

It is assumed that if the government provides goods and services, it will encourage 

and enable citizens to pay tax in return for enjoyment of these goods. 

 

Figure 4.7: Provision of Social Services 

 

Source: Field Data, 2014 
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From chart figure 4.6 above, it can be seen that only 51.7 percent of respondents 

confirmed that provision of public services and goods strongly influences tax 

compliance while 65 % were of opinion that it influences but to less extent. 

 

The chi square test also confirms the same. The value of Chi-square is 1.385 and 

significance is 0.239 which is more than the critical value of 0.05.This therefore 

provides enough grounds to reject null hypothesis, meaning that tax compliance is 

not strongly influenced by the social contract between the government and taxpayers. 

 

Table 4.14: Chi-Square Table for Testing Hypothesis 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 1.385(b) 1 .239 

Likelihood Ratio 1.388 1 .239 

Linear-by-Linear Association 1.368 1 .242 

N of Valid Cases 60   

Source: Field Data, 2014 

 

The result is consistent with the conclusion reached by Lars P. Feld and Bruno S. 

Frey(2007) that citizens may be willing to honestly declare income even if they do 

not receive a full public good equivalent to tax payments as long as the political 

process is perceived to be fair and legitimate. Moreover, friendly treatment of 

taxpayers by the tax office in auditing processes increases tax. 

 

4.4.3  Hypothesis 3 

H3: Ta x compliance behavior is strongly influenced by levels of tax rates.  

The assumption behind this is that higher tax rates leads to non-compliance. This is 

because high tax rates increase tax charged and therefore reduce net income of 

businessmen. 

 

To test this hypothesis, chi-square test was used. The results show that the value of 

chi-square was 5.999 with calculated probability of 0.002 which is below the 
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acceptance threshold (0.05).This therefore provides sufficient evidence to accept null 

hypothesis. 

 

The results are consistent to the findings of Allingham and Sandmo (1972) who 

developed a theoretical model of compliance and enforcement and they concluded 

that higher tax rates lowers after tax income and increases possibilities of non-

compliance. 

 

Table 4.15: Chi-Square Table for Testing Hypothesis 3 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 5.999(a) 3 .002 

Likelihood Ratio 7.589 3 .055 

Linear-by-Linear Association .248 1 .618 

N of Valid Cases 60   

Source: Field Data, 2014 

 

4.4.4 Hypothesis 4 

H4: Tax compliance is highly influenced by the probability of detection. 

It was assumed that taxpayers will not pay tax if the possibility of them to be caught 

as tax evaders is low. The objective of this hypothesis was to test whether probability 

of detection is among the important factor affecting tax compliance behavior. 

In order to test this hypothesis, chi-square test was used. From the table below, the 

chi square value is 5.688 and calculated probability is 0.003.We therefore have 

enough statistical evidence to accept the hypothesis that tax compliance behavior of 

SMEs is strongly influenced by the probability of detection. 

 

Table 4.16: Chi-Square Table for Testing Hypothesis 4 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 5.688(a) 2 .003 

Likelihood Ratio 8.022 2 .018 

Linear-by-Linear Association .269 1 .604 

N of Valid Cases 60   

Source: Field Data, 2014 
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4.4.5 Hypothesis 5 

H5: There is significant relationship between punishment structure and tax 

compliance. 

It was hypothesized that level of penalties and fines on tax non-compliance strongly 

influences tax compliance of SMEs. The assumption was that, the higher the 

penalties and fines, the higher will be the tax compliance. This is because taxpayers 

will want to escape the penalties and therefore pay tax as required. The hypothesis 

was tested using chi-square test. The results are as follows: 

 

Table 4.17: Chi-Square Table for Testing Hypothesis 5 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 12.967(a) 3 .005 

Likelihood Ratio 12.912 3 .005 

Linear-by-Linear Association 1.312 1 .252 

N of Valid Cases 60   

Source: Field Data,2014 

 

The value of chi square is 12.967 with probability of 0.005.Therefore there is enough 

evidence to accept the null hypothesis. Therefore, we can conclude that there is 

significant relationship between punishment structure and tax compliance. 

 

4.4.6 Hypothesis 6 

H6: Complexity of tax procedures influences tax compliance significantly. 

The assumption is that if the procedures are simple, SMEs owner managers will 

understand them and hence voluntary compliance to tax laws. Complex procedures 

lead to high compliance costs and therefore tax non-compliance. 

 

Chi square test was used to test the hypothesis. Chi square value obtained is 16.794 

with calculated probability of 0.001.The calculated probability is less than 0.05, and 

therefore we have enough statistical evidence to accept the null hypothesis. 
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Table 4.18: Chi-Square Table for testing Hypothesis 6 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 16.794(a) 3 .001 

Likelihood Ratio 20.558 3 .000 

Linear-by-Linear Association .002 1 .961 

N of Valid Cases 60   

Source: Field Data,2014 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND IMPLICATIONS 

 

5.1  Introduction 

This chapter presents the study conclusion and major implications. It is divided into 

three sections. Section presents a summary of findings of the current study, followed 

a discussion of contribution and implications of these findings in section two. 

Limitations that have to be taken into consideration when interpreting the results are 

presented in section three. The chapter concludes with a section that presents the 

implications of the current study for future research. This section points out a number 

of new research questions that have resulted from the current research and need to be 

pursued in future. 

 

The main objective of this study was to examine the extent to which some identified 

factors affect tax compliance behavior for SMEs. The identified factors are tax 

knowledge, level of tax rates, complexity of tax payment procedures, probability for 

being detected, perception of inequity, keeping proper accounting records, honesty of 

TRA officials and Government spending priorities of tax revenue. In order to attain 

this general objective and guided by the conceptual framework as presented in figure 

1 of chapter two, the factors were grouped into four groups, which are taxpayer 

factors, tax system factors, tax administration factors and principal user factors. 

 

The underlying assumption of the conceptual framework that guided this research 

was that the aforementioned factors strongly influence tax compliance behavior of 

SMEs. Tax compliance was measured in three components which are reporting 

compliance, filing compliance and payment compliance. 

 

Four more specific objectives were developed to accomplish the general objective. 

These objectives enabled general objective to be carried out more specifically, but 

also form the basis from which research design and analyses were made. 

Furthermore the presentations of results are actually based on these objectives.          

The objectives are reproduced here for ease of reference:  
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(i) To examine the extent to which individual tax payers factors influence tax 

compliance. 

(ii) To examine the extent to which institutional factors influence tax compliance 

among SMEs. 

(iii) To determine the extent to which economic factors influence tax compliance 

behavior among SMEs 

(iv) To determine the extent to which social factors affect tax compliance among 

SMEs 

 

An explanatory study employing a survey method was performed to collect primary 

data from SMEs’ owner managers in Dar es Salaam regional which include Ilala, 

Temeke and Kinondoni.  

 

Therefore, this study attempts to provide some clarifications by providing further 

evidence to existing literature on what are the determinants of tax compliance on 

SMEs. This was done through use of Dar es salaam City as a case study. This city 

was a good case for study because it is the major business city in Tanzania. The 

study is important because many prior studies have been undertaken in developed 

countries therefore the use of a developing country in this study helps to extend 

knowledge of developed countries’ compliance determinants into new areas where 

very little prior work has been undertaken. 

 

5.2  Summary of Major Findings 

Because a more detailed analysis and interpretation of results have been dealt in the 

chapter four, this chapter only focuses on some major points and implications of the 

results both at the body of knowledge and policy level. 

 

The results indicate that tax knowledge, punishment structure, complexity of the tax 

system have strong relationship with tax compliance behavior of SMEs. On the other 

hand, the social contract between taxpayers and the government does not influence 

tax compliance significantly. 
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The study also found that many registered SMEs in Tanzania do comply to tax laws. 

Therefore, the study found direct relationship of formalization of business and tax 

compliance. 

 

Many SMEs that are not registered do not pay taxes. This is because tax officers who 

assess these SMEs do not consider lack of tax knowledge of these SMEs and they are 

dishonest. As a result of this they tend to estimate very high amount of tax payable 

and then ask the owner managers to give them money (bribe) so that they can reduce 

the amount of tax payable. This results to non-compliance of SMEs because they 

know once they are detected as tax evaders; they can bribe tax officers and hence 

non-compliance. 

 

5.3 Contribution and Implication 

Tanzania Revenue Authority (TRA) is currently in the process of developing 

programmes and procedures which are aimed at improving voluntary tax compliance. 

As indicated in the background of the problem, many SMEs escape the tax net and 

therefore several policies and procedures should be designed to bring these SMEs 

into the tax net. 

 

There is a need of formulating policies and procedures that clearly touch and 

consider peculiar characteristics of SMEs. Since the study identified the factors that 

influence tax compliance behavior of taxpayers to large extent, it can help policy 

makers on designing the policies and procedures. 

 

The study also adds to the body of knowledge on the factors that affect tax 

compliance behavior of SMEs. The study acknowledges formalization of business as 

a factor also that might encourage SMEs to comply. This means, it is simple for 

SMEs that operate in informal sector to escape the tax net and therefore non-

compliance. 

 

 

 



56 

5.4 Recommendations 

Findings of some prior research have indicated that in SAS, taxpayers tend to comply 

less as compared with direct assessment (Andreoni, Erard and Feinstein, 1998). This 

could happen due to unintentional non-compliance especially due to general limited 

knowledge of tax issues. The researcher therefore recommends that TRA should 

continue to provide tax education to taxpayers through different media so as to 

inform taxpayers on different tax issues. 

 

On the issue of tax rates, many SMEs owner managers are of opinion that tax rates 

are very high. The researcher therefore suggests reduction of tax rates so as to 

encourage people to pay tax, the same as what was done for VAT rate. 

 

The researcher recommends TRA to improve ethics of its officials. SMEs owners 

claim that they are dishonest and it seems they do not know their job. They approach 

taxpayers as if they are criminals and in some circumstances they go to visit SMEs 

together with auctioneers like Majembe Auction Mart. This creates hostile 

relationships between taxpayer and these tax officials which results to non-

compliance. SMEs tend to avoid contacts with these officials. 

 

Concerning complexity of tax procedures, the researcher recommends special tax 

procedures and simplified return forms for SMEs. These tax procedures should 

consider unique characteristics and challenges of SMEs. The researcher suggests a 

single simplified regime in the form of a turnover tax or cash flow income tax is 

likely to be the best approach. 

 

Although there is no quid pro quo relationship on tax issues, the researcher 

recommends the government to provide social services to its citizens so as to 

encourage taxpayers to pay tax. This is because on interviewing SMEs owner 

managers, many think that they are paying more that the return that they get from the 

government in terms of public goods and social services. These can be in the form of 

good infrastructures, schools and health services to mention a few. They are also of 
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opinion that the government misuse tax revenue and most of it is misappropriated by 

some top government officials. 

 

On the issue of level of penalties and fines and the probability of being detected will 

be meaningful if the tax officials are honest. This is because if penalties are very high 

and probability of being detected is high, unless tax officials are honest, SMEs can 

bribe these officials and hence non-compliance. 

 

5.5 Areas for Further Research 

The study focused on the factors that affect tax compliance for SMEs in Tanzania. A 

number of factors were analyzed. However, the study did not assess the attitude of 

SMEs on tax and the impact of attitude on tax compliance behavior. Therefore, 

future research should focus on attitude of SMEs owners and compliance behavior. 

Also future studies should focus on designing the tax system that will be specific for 

taxing SMEs 
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APPENDICES 

 

Appendix 1: Research Questionnaire 

This questionnaire is intended to collect data to accomplish a study on the factors 

affecting tax compliance of Small and Medium Enterprises (SMEs) in Tanzania. The 

study accomplishment is partial fulfillment of the requirement of Master Degree in 

Accounting and Finance of the Mzumbe University. The area of study is Dar es 

Salaam region. 

 

Your honest response is important and will enable me to make proper analysis of my 

research and hence proper recommendations on the factors that affect SMEs tax 

compliance in Tanzania. Your response shall be kept confidential and anonymously 

and data collected will be used for the purpose of this study only. 

 

Please provide us with information regarding yourself and your business. This will 

help in maintaining data bank for future reference as a way of establishing working 

relationship between your business and the Mzumbe University, Dares salaam 

Business School. 

 

1. Your name (optional) ____________________________________________ 

 

2. Your position in business _________________________________________ 

 

3. Would you like to get any feedback concerning this research?(Please circle 

one) 

(i) Yes       (            ) 

(ii) No       (            ) 
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PART A: THE FIRM AND ITS BACKGROUND 

1. Name of the firm ________________________________________________ 

2. Address _______________________________________________________ 

3. Telephone _____________________________________________________ 

4. Email _________________________________________________________ 

5. When was this firm established?(month/year) _________________________ 

 

6. Indicate the economic sector in which your business is operating? 

(Please tick one) 

Food manufacturing, selling and catering  

Textiles and Leather manufacturing  

Information and communication technology  

Transport and Construction  

Metal and Mechanical manufacturing  

Hospitality, Tourism and crafts  

Others(indicate)  

 

PARTICULARS OF THE BUSINESS OWNER 

1. Gender  

(i) Male       (            ) 

(ii) Female       (            ) 

 

2. Age 

(i) Less than 18 years     (            ) 

(ii) 18-30 years      (            ) 

(iii) More than 30 years     (            ) 

 

3. Marital Status 

(i) Single       (            ) 

(ii) Married      (            ) 

(iii) Divorced      (            ) 

(iv) Separated      (            ) 
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4. Education 

(i) No formal education 

(ii) Primary      (            ) 

(iii) Secondary      (            ) 

(iv) Tertiary      (            ) 

 

5. Ownership of business 

(i) Family       (            ) 

(ii) Individually owned business    (            ) 

(iii) Jointly owned business    (            ) 

(iv) Other specify      (            ) 

 

6. Number of employees 

(i) Less than 5      (            ) 

(ii) 5 to 9       (            ) 

(iii) 10 to 49      (            ) 

(iv) 50 to 99      (            ) 

(v) More than 100      (            ) 

 

7. Is the business registered? 

(i) Yes       (            ) 

(ii) No       (            ) 

 

SECTION B: TAX COMPLIANCE ISSUES 

1. Do you have a TIN certificate? 

(i) Yes       (            ) 

(ii) No       (            ) 

 

2. If NO in question 7, what prevents you from registering for TIN? 

______________________________________________________________

______________________________________________________________

______________________________________________________________ 
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3. Are you well informed about tax matters affecting your business?(circle 

appropriate answer) 

(i) Yes       (            ) 

(ii) Somehow      (            ) 

(iii) No       (            ) 

 

4. Does tax authority provide you with adequate information on tax?(circle 

appropriate answer) 

(i) Yes       (            ) 

(ii) Somehow      (            ) 

(iii) No       (            ) 

 

5. Have you ever encountered any problem concerning tax matters on your 

business? 

(i) Yes       (            ) 

(ii) No       (            ) 

 

6. Do you get frequent technical assistance from TRA? 

(i) Yes       (            ) 

(ii) No       (            ) 

 

7. Mention types of taxes that your business pays. 

______________________________________________________________

______________________________________________________________

______________________________________________________________ 
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8. What is the level of competence on accounting issues of the person who does 

financial record keeping?(Circle appropriate answer) 

(i) Certificate      (            ) 

(ii) Diploma      (            ) 

(iii) Bachelor degree     (            ) 

(iv) Master Degree      (            ) 

(v) PhD       (            ) 

(vi) None       (            ) 

 

9. Did you submit the last tax return to TRA within past 12 months? (Please 

circle the appropriate answer) 

(i) Yes       (            ) 

(ii) No       (            ) 

 

10. If you did not file what were the reasons for non filing?( Please mention) 

______________________________________________________________

______________________________________________________________

______________________________________________________________ 

 

11. Who files tax return? Please circle appropriate answer 

(i) External expert     (            ) 

(ii) Professional Accountant (staff)   (            ) 

(iii) Other       (            ) 

 

12. Do you normally make self-assessment on tax liability? Please circle 

appropriate answer 

(i) Yes       (            ) 

(ii) No       (            ) 
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13. What influences your decision in question 9?(Please mention) 

______________________________________________________________

______________________________________________________________

______________________________________________________________ 

 

14. What is the opinion normally given by TRA on your assessment? Circle 

appropriate answer 

(i) Tax assessed is low     (            ) 

(ii) Tax assessed is proper     (            ) 

(iii) Tax assessed is high     (            ) 

 

15. How many times do TRA officials normally visit your business in a year? 

Circle appropriate answer 

(i) None       (            ) 

(ii) Once in a year      (            ) 

(iii) Twice in a year     (            ) 

(iv) Thrice in a year     (            ) 

(v) More than 3 times     (            ) 

 

16. What is your opinion on the criteria used to assess tax? 

(i) Excellent      (            ) 

(ii) Good       (            ) 

(iii) Fair       (            ) 

(iv) Unfair       (            ) 

(v) Can’t say      (            ) 

 

17. Are you able to pay your tax liability according to TRA assessment? (circle 

appropriate answer) 

(i) Yes       (            ) 

(ii) No       (            ) 

(iii) Somehow      (            ) 
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18.  Did you manage to pay the last tax installment within past three months? 

(circle appropriate answer) 

(i) Yes       (            ) 

(ii) No       (            ) 

 

19. What is your opinion on the following issues? 

1. Very high 2. High  3.  Can’t say 4.Low  5. Very low 

 STATEMENT 1 2 3 4 5 

1 Level of tax rates      

3 Cost of employing a qualified person to assist in preparation 

of accounting records for tax purposes 

     

3 Level of honesty of TRA officials      

4 The level of penalties associated with non compliance to 

income tax law. 

     

5 Return you get in terms of social services and public goods      

6 Probability of being detected on tax evasion      

 

20. Indicate your level of agreement on the following issues on tax compliance 

Strongly agree 2. Agree 3. Neutral   4. Disagree Strongly disagree 

 STATEMENT 1 2 3 4 5 

1 Most SMEs pay proper amount of income tax      

2 SMEs file tax returns as and when required by law      

3 SMEs report proper amount of taxes to TRA      
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21. Please indicate your level of agreement on the extent to which the following 

factors that affect tax compliance at an individual business level. 

Strongly influences 2.Somehow influences 3. Neutral4. Somehow does not 

influence   5. Strongly does not influence 

 STATEMENT 1 2 3 4 5 

1 Keeping proper accounting records      

2 Separating business records from personal records      

3 Cost of employing a qualified person to assist in preparation 

of accounting records for tax purposes 

     

4 Level  of tax literacy      

5 The level of penalties associated with non compliance to 

income tax law. 

     

6 Fairness of the tax system      

7 Efficiency of TRA in administering tax laws      

8 Number of tax audits that TRA performs to businesses      

9 Honesty of TRA officials      

10 Probability of being detected on tax evasion      

11 Complexity of procedures involved in paying taxes      

12 Support that TRA provides to tax payers      

13 Fear for being caught      

14 Faith on government spending of tax revenue      

15 Ability of the Government to use tax revenue responsibly 

on providing public goods and social services that 

government provides to citizens 

     

16 Level of tax rates      

17 Cash flow problems of taxpayers      

 

22. In your opinion what would encourage/force people to pay tax. Rank 1-5 

 STATEMENT 1 2 3 4 5 

1 If tax rates were lowered      

2 If tax evasion penalties were more stringent      

3 If detection of evasion were improved      

4 Government provides better services to small businesses      

5 More transparency in spending tax money      

6 If TRA provides training on tax matters to SMEs      

7 Use of information technology to facilitate tax payment      

8 Allowance to pay on piecemeal basis      
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23. Please give your own reasons for the existence of tax non-compliance in 

Tanzania 

______________________________________________________________

______________________________________________________________

______________________________________________________________ 

 

24. Please give your own opinion on what should be done to improve tax 

compliance for SMEs in Tanzania 

______________________________________________________________

______________________________________________________________

______________________________________________________________ 
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Appendix 2: Interview Guide to TRA Officials 

1. Do most SMEs registered? 

2. If no what prevents you from registering SMEs? 

3. As a tax administrator what do you think are the reasons make SMEs not be 

registered? 

4. Are you providing technical assistance to SMEs? 

5. What do you think are the factors affecting SMEs compliances? 

6. What problems are you encountered in making sure SMEs are complying? 

7. How did you know that SMEs have not complied? 

8. Do you think the rate of tax imposed affect SMEs to comply? 

9. What punishment structure do you think is appropriate for non compliant? 

10. Please give your own reasons for the existence of tax non-compliance in 

Tanzania 

11. In your own opinion on what should be done to improve tax compliance for 

SMEs in Tanzania 

 

 

 

 

 

 

 

THANK YOU! 


