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ABSTRACT

This study aimed at assessing the performandsocdél Government Authorities in
collection of service levy and it focused to Karatistrict Council (KDC ) as a case
study .The study used KDC staff, Councilors andp&gers in the area of the study
Specifically , it aimed at identifying the souscef collecting service levy in the
council ,find out whether revenues are collectedmfthese source and examining the
procedures used in collecting service levy froms¢hesources and determine how the

collected revenue is accounted for .

Data was collected using questionnaires, in-deptérview and through observation
Secondary data was collected from various docunwdritee council and other materials
in library through internet services.

The finding were observed to be the main problenese found was lack of tax payers
education, lack of revenue registers and outdateih Mict.

The collected data was analyzed using Computepae#tages such as Microsoft Excel
Findings was based on the objectives of the stGdyclusion was thereafter be given
and the study made some recommendations inclugayars education, maintenance of
revenue registers, review of main Act to includer morporate entities in paying the
service levy and on how to improve the performaoicihe council in collecting service

levy revenue.
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CHAPTER ONE

INTRODUCTION

1.1 Background Information

The study was concern with the performance of L&aernment Authorities (LGAS)
in the collection of service levy .although there aeveral sources of revenue for Local
Authorities, the study was focused on one sotine¢ is Service Levy with special
focus to Karatu District Council (KDC).The focusshbeen put to KDC because it is
among local authorities who collect service levyragor source of revenue (URT Local

government Reform Policy paper, 2003 ).

Both Municipal Council and Rural Local GovernmentitAorities in Tanzania were
established in 1982 .Despite the fact that loc#ha@ities have fairly extensive power to
generate revenue from several sources in the drgariediction under the Local

Government Finance Act No 9 of 1982. The performreanderms of revenue generation

and collection is still very low (Barnabas, 2002).

As a result many district councils are not collegti sufficient revenue to finance
development activities in their areas ,for examplesome councils ,Development
projects are either being inadequately funded ernaglected altogether .Development
project such as School, Health facilities and RiRaads are notable examples ( URT

Local government Reform Policy pap&003 ).

For Local Authorities to be able to carry out themandate sufficiently they need
financial resources .according to the Local GovemnimFinance Act No 9 of 1982
.several sources of revenue are listed .among rafgeRy Tax, market Fees Hotel and
Service Levy . Service Levy is one of the maineptial revenue sources especially

where there is a concentration of corporate est{lienguyana ,2004 )



Local Governments were introduced in 1982 the L@m@alernment Finance Act of 1982
gave these new Local Governments wide ranging po¥eecollect revenue from their
residents. Local Authorities can raise revenuemftbe following sources: fines and
rents on public buildings, sale of Local Authorétysets, user charge, property tax, trade
industry, works and service carried by the autlgofies, livestock fees and industrial

fees. ( URT Local government Reform Policy pap&d03 ).

The Service Levy is thus a local tax levied by UWrbauthorities under the Local
Government Finance Act No 9 of 1982 sec.6 (I) (tf KDC is one of the council in
Tanzania amalgamated from Mbulu District Councill899 geographically the KDC is
located in northern zone of the country just arotmblgorongoro creator so KDC has a
considerable corporate entities and Tourist Hotkiciv are subjected to payment of
Service levy (Lenguyana, 2004).

Like other local and or Urban Authorities the KDG@shthree basic functions as
stipulated in the Local Government (Urban Authes}iAct No 8 of 1982 these are:
(1) To maintain and facilitate the maintenance of peameler and good
governance within its area of jurisdiction.
(i) To promote social welfare and economic well beihglbpersons within its
areas of jurisdiction.
(i)  Subject to the National policies and plan for Rumadl Urban Development,

to further the social and economic developmenhefareas of jurisdiction.

Furthermore, according to section 35 of Local Goweent Finance Act No 9 of 1982,
the spending power of KDC as a council authority eonfined to spending for those

purposes for which it was established.



1.2 Statement of the Problem

For the Local Government Authorities to be abledory out their mandate sufficiently
they need financial resources despite the factttiet have fairly extensive power to
generate several revenue from several sourcesein d@hea of jurisdiction under the
Local Government Finance Act no .9 of 1982, tharfgrmance in terms of revenue

generation and collections of Service Levy aré &tity low.

Although Karatu District Council (KDC) has reasolyah good number of sources of
revenue, but still there is a decline of its acarabunt collected.

This situation has made the council to become naependent to the central
government grants and in some cases foreign findanation in implementation of its
activities such as Health, Education, Road constmu@nd Water provision rather than
relying on its own sources. The service levy ispaged to be one of the major sources
of revenue at Karatu District Council (KDC) sind® tcouncil is surrounded by many
tourist hotels. the collection of this levy imlied ,the service levy in local authorities
should be the second source in generating revemea Yully exploited, unfortunately,

and this is not the case in Karatu District Council

The study was intended to assess the causes ofg@a@arue collection of service levy at
KDC.

1.3 Resear ch Objectives

1.3.1 General Objective

The overall objective of this study was to assessses of poor performance of Local
Authorities in the collection of Service Levy wigarticular reference to Karatu District
Council (KDC).



1.3.2 Specific Objectives
Specifically, the study intends to:
1. Identify the sources of service levy in the council
2. Find out whether revenue is collected from thosees.
3. Examine the procedures used in collecting seraeg from those sources.
4

. Determine how the collected revenue is accounted fo

1.4 Research Questions

The study was guided by the following research tioes.
What is the source of Service Levy in the Council?
Is the Service Levy collected from those sources?

What approaches are used in the collection of setevy at the Council?

e

How is the collected revenue accounted for?

1.5 Significance of the Study

Since the objectives of Local Government Authcsitieannot be achieved without
collection of sufficient funds ,the study finding$ adopted will enable them to collect
enough revenue .The study  will also be usefulbtth the Central and Local
Government Authorities in making policy decisiorgaeding  service levy as it will

lead to maximization of revenue collection.

Finding of the study will also serve as a steppstmne for future researchers on the
same or similar topics by suggesting areas thad fiéher studies to be conducted on.
Successful completion of the study will also hdip tesearcher to partially fulfill the

requirements for the award of a Master Degree inofloting and Finance offered by

Mzunbe University.



1.6 Limitations of the study

In conducting this study .the researcher encoudttre following limitations:

i. Time constraint

This study was carried out for a short period pfetibecause was to do so as to follow
the deadline of the academic calendar .Time canstedfected both the quality and
guantity of the research study because the resmahett to use fewer respondents and

only one Council as a case study.

ii. Financial limitation

Lack of adequate finances affected the quality guahtity of data collected during the
study. This hampered the researcher to conductsthdy effectively because the
researcher was not able to interview as many respus as compared to if funds were

sufficient for conducting the study.

iii. Lack of local empirical literature
Local empirical literature on the subject mattevesy limited as a result; the researcher

had to use data from other Countries. This mayga a true picture of the situation.

1.7 Scope and limitation of the research
The study was limited to the performance of KDGtiefforts to collect Service Levy
.Other source of Revenue and other local authsréie not covered because of time and

financial constraints.

1.8 Delimitation of the study
Due to limited resource of time and money the stoolyered only 10 wards out of 14

wards which make up KDC .These 10 wards providesigin data on the time planned.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The first part of this chapter provides some Cotwapdefinition such as measuring
Local Government Performance, Local GovernmentcBire and Local Government
finance in Tanzania. The second part of the Chagiters the theoretical literature

review by looking at Local Government legislationdaStructure, Sources of Local
Government Revenue, Tax Administration .procedofeRevenues Collection and the
third part of t his chapter reviews the literatargically to provide the foundation of the

research. The theoretical literature review shtwvesrelation between the topic under
the study and the literatures done by other rebearwhile the empirical literature

review shows how other researchers talked aboubgtie under the study. This chapter
also describe the factors affects the collectiosesVice levy in LGAS as the topic under

the study.

2.2 Conceptual Definition

Before proceeding with the empirical analysis aichl Government in collection of
service levy .it is useful to briefly explore theeasurement of local financial
management performance in literature and assess/#iable empirical research on the
relationship between Local Government performanaed adocal Government

characteristics.

2.2.1 Measuring Local Gover nment performance
Performance can be defined as a measure of how amelbrganization meets its
objectives given the external constraints placedt.om the realm of public finance

management, budget performance has traditionalBn beonstructed in a relatively



narrow manner as the ability of the public sectoexecute its budget in accordance
with the original, approved budget plan (Coggburd &chneider, 2001).

Measuring the broader performance of Local Govenimes equally complex. Given
that Local Governments are assigned a varietywarding responsibilities including the
provision of adequate Local Government servicesgagimg in responsive and
accountable governance and assuring sound finantaaagement of the locality's
resources (Coggburn and Schneider, 2001).

Although different approaches are used to measaoalLGovernment performance in
different countries ,the management or use of firdnresources is commonly
incorporated as one of the important dimensionsiwia Local Governmeris overall

performance assessment .Indeed ,given that thétygoéllocal financial management

impacts the local Governme’stability to execute its responsibilities in alhet areas.

For instance, Coggburn and Schneider (2001) analyzerelationship between the
guality of management and the budget performancetaié level Governments in the
United States. In their study, Coggburn and SclereD01 quantify a state government
's financial performance as a share of public spendhat is spent on state level

programmatic priorities.

They find that the quality of state management aadirect effect on state policy
commitments, more precisely, better managed staed to spend more on their
programmatic priority areas Coggburn and Schneig@dl empirical analysis further
reveals that public interest group activity, Goveemt ideology and citizen ideology
also have significant effect on the governmenta$fen the governmerg performance

in funding priorities.

Similarly, Dennis (2004) examines the relationsbgtween a Local Governmefs

financial management practices and the Local Gewent’s financial performance for a

7



large sample of municipalities in the United Statashis study a Local Government’s
performance is measured as the simple averageuofigzal indicators. Local financial
management practices are measured based on a sditveychief financial officers for
almost 500 of the sample municipalities incorpogtassessments of the local
budgeting system , strategic planning system,-flalick system ,accounting /reporting
system, internal control system, and the local oi@ leadership system (Dennis,
2004).

2.2.2 Local Government Structure and L ocal Government Financesin Tanzania

The functions, duties and responsibilities of LoGalvernment councils in Tanzania are
defined in the local (Urban and District) Governmécts of 1982 .while the legal
framework distinguishes between Urban (city, Mypétior Town) Councils and rural
(District) councils, all Local Government Authoesi are responsible for providing the
same set of Government services .including prinegiycation and basic health services
Consistent with the functions assigned to the L&adavernment level in the legislative
framework public expenditures in Tanzania are $icgmtly decentralized with almost
20 percent of public spending taking place at tiwll government level. While local

governments are authorized to collect a numbeoa#lIrevenue sources (URT, 2005).

The main source of funding for Local Government huities in Tanzania is the
intergovernmental fiscal transfer system .most mecu local spending (including
salaries and other charges) are funded by a g@&raiula — based) sectoral block grants
and general purpose Grant which are transferretttirfrom the Treasury into the local

government accounts on a monthly basis.

In addition, local Governments also receive a numbé& earmarked recurrent
subventions from line ministries. On the developtrede of budget, funding for local

capital development is provided through the Locavegnment capital Development



Grant (LGCDG) system as well as through a numbeseaaftoral development funds
(URT, 2005).

A necessary first step in nesses sing the qualitgcal financial management in local
Authorities in Tanzania is to agree upon a meandooél financial management
performance which can tell us how well local Gowveent are managing their financial
affair. Whereas the expenditure has traditionalyerb the main measure of financial

management performance at the central Governmesit le

A local Government Authority as stipulated in tbedl Government law of 1982 means
a District Urban Authority is required by law taeet their representative who are known
as Councilor is a chairperson of the war Executemmittee. It is then the
responsibilities of wards citizen to pay taxes sdafinance various services for their
existence (URT, 2005).

Local Authorities have a legal obligation in fulifilg their missions to the public (local
Government Act No 8 se..54 A of 1982) the quesbdrrollecting revenue from the
citizen is laid on the hand of a local Authorityrtake by laws that empower to impose
and collect revenue. The effort in revenue coltecand realization, gives a high degree

of autonomous.

If proper administration of revenue is not fullyeegised, the local Authority may find
itself depending transfers from central Governmamd hence more answerability to
central Government .Therefore local Authorities idloimpose strict measures to
maximize revenue collection in order be financigibisg .The taxes impose by local
Authorities are as stipulated under sect .6 ofitience Act No 9 of 1982 (URT, 2005).



2.3 Theoretical Literature Review

Service levy is one of the most promising but l¢apped sources of revenue to support
Urban Authorities in Tanzania and Africa (Baligw2804) However, most of councils in
Tanzania do not seem to realize this potential. @&ample the first by —law to collect
service levy in Karatu council was made in 2002 lgvlthe main Act provided the

collection of service levy since in 1982.

2.3.1 Local Government Legislation and Structure

The Local Government Act of 1982, setting out ttarfework for functional and fiscal
decentralizations, has become a central theme ove@ment policy. The
Government’s vision of the Local Government sysigrset forth in the policy paper on
Local Government Reform of 1998.A number of amenusé the Local Government
Act in 1999 gave more authority to District and Nupal councils to approve their
plans and budgets (URZ005).

In accordance with the public finance Act 2001, iBegl Administration and Local
Government oversee the local Government systendecentralization process; and the

line ministries are responsible for regulator aectar polices.

Tanzania has adopted a two -tier structure of desderation —though central

Government and local government authorities (UZ005).

The LGAs have been awarded legal status enabliam tto contract services and,
subject to ministerial approval, raise borrowing@nZania has more than 114 LGAs,
which are comprised of District councils and Mupadi councils that have autonomy in
their geographic area. The police of developed bgal Government function and
expenditure to the LGASs is enshrined in the loca¥&nment Act and is based on the
principles of subsidiary and that ‘finance showtldw function. LGA activities include

a list of public service including general admirasibn, education, social welfare, public
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health, housing and town planning, transport, emnrent, culture and economic affairs
(URT, 2005).

2.3.2 Sources of Local Government Revenues

Local Authorities have three major sources of fagdiheir own revenues, central

Government transfers, and development aid .In eahdjtiser charges and various forms
of self _ help activities contribute to the runneagd maintenance of public service such
as primary school and health facilities .These rdoutions are significant and increasing
(Coksey and Mmuya2001).

Local Government own revenues represented less @h@rof the total national tax
revenues in Tanzania in 2002. However the sharg@pea in financial tear 2003

following the rationalism of local taxes, includiagolition of a development levy.

Self —generated revenue in District council arentyaiised to finance operational cost,
in particular salaries for the lower cadre of logavernment employees (URZ003).
The lion’s share of the operational coast in Destcouncil however is funded by central
government transfer. These transfer funded on gee&®-90%o0f the total operational
coast in district councils. With respect to invasany types of council are completed
dependent on transfer from the central level, idiclg donor funding (Semboja and
TherkildSen, 2006).

Local Governments in Tanzania finance their assigaependiture from three main
sources: intergovernmental transfers, own sourcal lieevenues and donations. Central
Government transfers account for nearly 70 percénibcal Government revenues;
Own-source revenues comprise 20 percent of locale@ment revenues. And 10

percent local donation.
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(1) Government Transfers
Transfers from the Central Government currently amdo around 90 percent of Local
Government revenues .the transfers include forradlaécurrent ( conditional ) block
grants and equalizing general purpose grants c@hditional block grants help finance
granted sectors ,including primary education ,Idoaélth services, water, local road
maintenance and agricultural extension ( URT 2007 )

General-purpose grants combine the former “curegiministration grant” and the
compensation grant (provided in compensation ofi-e@urce revenues abolished in
2003/4 .The size of general purpose grants is lladgpendent on population and the
number or rural residents .in total recurrent blgants account for about two —thirds of
all intergovernmental transfers ( URT 2007 ).

These are formula — based “Local Government Capiaielopment Grants” (LGCDG)
and ministerial subventions .LGCDGs have been implged since 2005/6 and provide
discretionary funds to LGAs .funding is linked twhl Government performance in key
areas of financial management, participatory plagnand issues of transparency and
accountability (URT 2007).

(i) L ocal Government Borrowing
Borrowing currently accounts for a negligible 0.8rgent of local funds is primarily
from the Local Government Loan Board (LGLB) a goweent supported financial
intermediary. The LGLB is largely funded from thentributions of LGAs and grants
from the central government .LGAs are requestecbtdribute a minimum compulsory

reserve equal to own tax rate base and rates.

However with the system of local taxes and revemas widely considered inefficient
,inequitable and poorly administered as a congempielocal discretion in setting own
source revenues was significantly constrained 082D percent of own —source
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revenues which serves as a reserve with the LGLBAs are eligible for borrowing

only if the requested reserve is maintained.

However with own-source revenues remaining weak mady LGA being unable to
contribute their minimum reserve requirement the.BGias been unable to cater to the
level of loan applications the level of new loassuied in 2008/9 amounted to only TZS
598 million, with loan applications being much hegtat TZS 1,244 million.

(iii)  Own-Sour ce Revenue
Besides intergovernmental transfers ,own-sourcemass raised by Local Governments
are limited and include :property taxes and reharges from solid waste collection
,vehicles ,markets, fees including taxi registmatious stand ,licenses including road and
liquor .various amendments to the Local Governmésts in 2003 and 2004
significantly reduced revenue raising authority lafcal Governments. in 2003 the
Ministry of Finance announced the abolition of tthevelopment levy as well as a
number of additional minor local revenue sourcekijlevalso limiting the local rate
setting discretion for other local revenue soutmnsequently local revenue collection
declined since 2003 and has only recovered sin68/20reform measures instituted to

transform the current system of Local Governmewtmees.

2.3.3 Tax Administration
Tax is the main of transferring privately owned owse to public use. Taxes are

collected through force, not on voluntary basighie form of money (Zulkornajr2004).
In Tanzania taxes were introducing during the callotimes where by each person

above the age of 18 was supposed to pay "Head.TeaX was formally introduced in
1947 as provider in the 1947 income Tax ordinak@sipillar and Mustafa, 2007).
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Revenue collected from taxes represents the majadirfig source for Governmental
expenditures. An effective and efficient tax admiirdtion system is integral to any
country‘'s well being .The proper amount of tax mibstcollected in a timely manner
and the enforcement power of the tax administnathust be applied judiciously and in
an even handed fashion

2.3.4 Method of Revenues Collection

Local Government tax collection is the respondwilof the council staff and is
completely separated from the central governmeristrict councils is it organized
around three levels, namely the council headqugartee wards and the villages. At the
council headquarters the responsibility for taxestdion rest with the council treasury

and Trade officer, headed by the Treasury.

At the ward levels, the responsibility rest witle tbffice of the ward Executive office

(WEO) The WEO also handles development issuesamd-and —order function at that
level. For this purpose the local militia is atitiisposal. In wards with greater revenue
collector to support the WEO.

At village the responsibility rest with officer tiie village executive officer (VEO) the
VEO is also responsible for supervising village elepment activities and for
maintaining law and order. In addition, the VEOgenf function as village council
secretaries .In practice the organization of takkection varies between council. For
instance, is some councils the village level hasnbexcluded from collection, and the
task is taken over by the ward level.

2.3.5. Factor s Affecting Performance of L ocal Government in Revenue Collection

Part of the problem raising local Government reesnin Tanzania is persistent public

resistance to paying, as evidenced by widespreaéuasion and non-payment of fees
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and charges .In the standard economic model oatgetbehavior the basic assumption

is that no one will voluntarily contribute to the@rnment unless is threatened.

The rate of contribution to public services is efégl by factor such as citizen ‘trust in
other and the trustworthiness of the Governmenpairticular three dimension of trust
seem to affect compliance (1) trust in the localV&oment to use revenues to provide
the expected services ;(2) trust in the authoritesstablish fair procedures for revenue

collection; and (3) trust in fellow citizens to pteir share.

2.3.6 Factors Affecting Revenue Collection
The following are the factors that affect revenuwdlections in local Government
Councils;
1. Poor administrative capacity to assess the reveouee.
Poor administrative capacity to enforce taxes.
Tax evasion and resistance from taxpayers.
Corruption, including embezzlement of revenue.

External pressure to provide optimistic projectians

S T o

Political pressure on tax administrators to ‘goyéas revenue collection.

Sound financial management systems are powerfutrument for preventing,
discovering or facilitating the punishment of fraadd corruption. Important elements

are organization and staffing of local revenue austiation (Langlois2000).

Tax Compliance

Studies on tax compliance have been carried ogedime 1960’s it has been studied
thoroughly by academics, professional and Govermnagencies especially in the
United state and other western countries (Maria®@®42 Research on tax compliance
can be done in various field such as accountaremnamics, criminal law psychology,

and sociology (Fischer and Micha&b92).
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(Alm, 2009) defines tax compliance as the reportingliofinaome and paying of all

taxes by fulfilling the provision of laws, regulati and court judgments. Another
definition of tax compliance is a person s of dentpall taxable income acutely, and
disbursing all payable taxes income accurately, disdursing all payable taxes within
the stipulated period without having to wait fotldav- up actions from the authority
(Singh 2003).

There are several factor that influence tax compkasuch as; gender, education,
income, occupation or status, peers; or other gggainfluence ,ethics, legal sanction,
complexity, relationship with taxation authority¢gome source ,perceived fairness of
the tax system ,possibility of being audited and tate. Factor that influence tax

compliance include demographic, income, coast ané@gent (Singh, 2003).

According to Chang and Schultz (2007) enforcemésnent factors (such as penalty,
audit, and tax rates) as having a great influenceax compliance behaviors. Tax
compliance behavior of a taxpayers differ from cbamze behavior estimated in
economic modes .Tax payers are great influencedthgr taxes pays are greatly
influence by other tax pays Besides the rate aradity of audit will also influence tax

compliance behavior us of taxpayer.

In order to raise the rate of compliance amongdggs, a range of prevention measures
have to be implemented such as tax audit, tax pegresus and investigations .A tax
audit program me comprise of field and desk auditd plays a significant role

encourage voluntary compliance among taxpayers.

The influence of knowledge on tax compliance hasnbéiscussed by (Groenland and
Veldhoven(2003) who categorized tax knowledge into two aspechely knowledge
towards the opportunity to evade tax .The levedaiication of taxpayers is an important

factor that contributors to the understanding alvaxstion.
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Tax knowledge has a close relationship with taxpagéility to understand the laws and
regulations f taxation ,and their ability to comptpowledge as one of the factors
willingness to comply .the aspect of knowledge tieddites to compliance is he general
understanding about taxation regulation and infélengpertaining to the opportunity to
evade tax (Sing2003).

Attitude towards tax compliance can be improveaulgh the enhancement of taxation
knowledge. When a taxpayer has a positive attitoderds tax this will reduce his or
her inclination to evade tax payment .Tax knowletigs been conceded as a crucial
factor to enhance taxpayer understand of the nestessy which in turn will help
implement is smooth (Eriksen and Fall2606).

Tax knowledge is necessary to increase public aveaseespecially in areas concerning
taxation laws, the role tax in national developmgamid especially to explain how and
where the money collected is spent by the goverhinea nutshell, there is significant

different in tax compliance behaviors between theogh knowledge about income tax

and respondent without tax knowledge.

2.4 The Concept of Service Levy

Service levy is a demanded charge with no- diso@tion to user which is charged by
the relevant Local Authorities the levy is chargeda rate of 0.3%of turnover net of
VAT for corporate entities.

The entities are obliged to submit their respectiwmover to the council. Failure to

comply with submission of turnover become diffictdt calculate the levy and hence

become difficult in raising the demand note.
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24.1 Importance of Paying Service Levy

It is quite clear that local Authorities are oblig® render social and Economic service
to the citizens. These service need to be finanitedlefore the citizens responsibilities
towards the service provide by local Authority e tpbayment of various taxes include
service levy. Hence the services which are providgdhe local Authorities are the

return on amount contributed by a taxpayer.

The Service Levy. like other source of revenuettimetive for its potential contribution
to increase efficiency in financing service deliwevith few exception however the
performance and productivity of service levy sysiarmany African countries are still
below their potential (Holloway2009).

Some of the main problem that encounters in tkalization of enough Services levy
is the administration of corporate entitiedrait their turnover but they are under
reported ,in the since that not all turnovers aeenitted the taxing authority unless
and until their financial statements are autli#lso the fluctuation of sales render

difficult for the taxing authorities to make estit@d amount of turnover.

2.4.2 ServicesLevy Liability

Another problem in the service levy administmat is difficulty in identifying the
entities ,which are operating using businessasamith high sales, compared to other
corporate  entities,. Here the law needs to givddear explanation to other corporate
entities. Here the low need to give clear explama#is to what is corporate entity as per
service levy administration. Otherwise without oegjta clear meaning. The authorities
are in danger of excluding the important and metalle tax payer as is it has been
experienced in Karatu District Council. This prahlef ascertaining tax liability is wide

spread in many African Countries.
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2.5Empirical Literature Review

2.5.1 Service Levy Collection

Once the turnover is submitted on the respectixmgaauthority the demand notes are
prepared, requesting the payer to pay the sumlastcuwithin a prescribe time but even
where tax bills are served, they are often unpashynCouncil fail to enforce legal
proceeding for nonpayment for one thing is seiarproperties for recovery of unpaid
amount leads into political problem ,and hence faw administration are willing to
pursue for that matter many Council are being to tax collection to private firms

working commissions (Dillinge2002).

Service levy collection needs to be well admineteand cost effective. Therefore
collection method need to be improved and tax Eayenpister need it be update
continuously .the most promising short-term measoréncrease revenue is to improve

the collection effort t includes sensitization @gfzen through public announcement.

Tax payer education and taking legal action ay earlpossible .Tax payer identification

number is also important in order to identify easévy defaults.
(Semboja and Therkilden 200#)the study on resource mobilization in local awity
in Tanzania revealed that local Authorities are alae to collect sufficient revenue to

finance the operating and maintenance basic service

In their study they identification several cause pafor revenue collection in local

Authorities .Among them the following are considemmportant for our propose.
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The administration of revenue collection has gdheb&en poor.

All the main revenue source (i.e. produce fees laminess licenses) is based on fixed
rate unit and these are likely to be inelastic.

Certain potentially important source such as sentevy have not yet been fully

exploited.

2.5.2 Palitical Influence

In developing countries, and even in developed tm@mm people tend to evade (tax
aversion and tax avoidance) paying tax .Even thdbgl have got ability to pay :still
they might not be willing to pay a leader who #1sh payment of taxes administration

in Tanzania ,becomes very difficult if there isdifical influence which is negative.

Fore example in Tanzania local Authorities wereéor to abolish various taxes under
the umbrella of nuisance taxes. But in real seaskpolitical influence in the following
election of 2005.Many Levies and taxes were abetishut the service levy remained
(The existing taxes.)However abolishing local taxaplies that the substitute will be
covered by Government subsidy or with donor fundace no autonomous of Local

Authorities.

2.5.3. Application of By-laws and other Proceduresin Revenue Collection

Every source of Revenue in Tanzania local Authdnag got its By —law to enable the
enforcement of revenue collection ,but most of @ilanin Tanzania does not
operationalize fully these By-law .As a result ttmuncils become as” toothless bull
dog. This can be found from the website of Tanz&eaenue Authority (TRA) where

there is a well organized structure for the purpafsenhancing collection of revenue .

This facilities enforcement of legal action are igssd to different department
depending on the nature of revenue source. TRAahbeard of Directors, which is

headed by a chairman .The Board is responsiblthéoformulation and implementation

20



of the police of the Authority. It is also respduisi for advising the minister for finance

on the policy of the country and tax matter in jgattr.

The Board consist of ten member ,include the chawrrwho is appointed by the

president .Five member are ex-officio who sits loa Board by virtue of board on the

basis of their profession knowledge experience @rdpetence in relevant areas . the
commissioner General is the Chief Executive théhArty. He is responsible for the

day to day operations of the Authorities subjedht general supervision and control of
the Board. Several Heads of Revenue and suppodrtiegnt assist the commissioner
General .The Head of Department are in turn askisyeDeputy Commissioner at the

Head Office level.

From the above organization structure you find thist well structured .The tax law are
administered fully local Authorities have got theaince & Administration committee
composing of about eight councilors include theirchan. Also there are 9 Heads of
Department but it doesn’'t possess expert’'s speeianue collection procedure and

techniques.

However, it is evident from the Karatu District Gmil experience that even local
Authorities can adopt some of the procedure espenighe Administration of Tax law
without undue influence from politicians. By-laweed to be made such that they

allow quick actions like detachment of propertiad aale for tax defaulters.

According to (Baligwa2004) privatized tax collection (tax tenderinggises to provide
a viable response to corrupt bureaucratic collacibere leakages between the taxpayer
and the revenue office tend to be high. Therewaegereasons in principle for this. First

private collectors have a personal interest in enguhat their tax agents do a good job.

This is rarely the case for public collectors. Sehgprivate collectors are often better

placed to penalize poor performance on the patieif agents, since they are not bound
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by public sector job security rules. Neverthelasss worth noting that few modern
states have grated private collection a permangttissin their revenue generating

machinery.

2.5.4 Revenue Collection Risks

Collection of revenue for local Authority isdia function that build capacity of
providing services to the public . In essendéction is not simple and easy task, it
requires strategic planning for the purposeadfieving the targets and once not
achieved variance analysis should be implementedrder to ascertain the causes of
such deviations.

The non- realization of budgeted revenue affechedperformance of various planned
activities. The risks associated with the reveralkction are:-

Credit Risk

This risk the risk that Local authorities’ customenay a fail to pay on the due date

therefore the liquidity of local authorities is edted.

Bad Debts
This risk is related to debtors failure to pay ahes turn to be bad debts and
unrecoverable .The main causes of this is yarirevenue debtors follow up when

debtors fall due.

Liquidity Risk
This is that local Authority may fail to meet itblmations when they fall due.

Operational Risk

This is the risk associated with a failure in  tt8As Procedures or control due to

external causes or error or fraud within the ingtn.
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Owner ship /M anagement Risk
This is the risk that councilors or senior masragnt might be unfit for their

respective roles or are actually dishonest.

2.6. Summary of the Chapter
Therefore the above literature justifies my intentito conduct the research on the
potential revenue of Service Levy collection &émel obstacles in reaching the budgeted
revenue. This study  explored the source of serlavy and the procedure for
collection of Service Levy at Karatu district codnc
2.7 Conceptual Framewor k
According Semboja and Therkiden (2006) in thewrdgton resource mobilization in
local authority in Tanzania revealed that locdhatty are not able to collect the
sufficient revenue in several reason such as
Poor administration to access revenue source, giwruresistance from taxpayer, Tax
evasion, political pressure and tax knowledge.
The limiting factors on the collection of serviexy as stated above can be categorized
into two groups which are taxpayer constraints @uhcil constraints and council
constraints
Tax payers constraints :

» Tax knowledge

* Tax evasion

+ Tax avoidance

* Resistance from taxpayer

Council constraints :

» Poor administration to access revenue source

» Poor administrative capacity to enforce serviesy le

» Political pressure

The Conceptual Framework showing constraints @iffgeevenue collection are

summarized in Figure 1
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Figure 1: Conceptual Framework

The performance of local government
authorities in collection of service levy

Tax payers’ constints

» Tax knowledge
« Tax avoidance
« Tax evasion

Council constraint

Poor administrative to access revenue
source

Poor administrative capacity to enforce
service levy
Political pressure

Service levy collection
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CHAPTER THREE

RESEACH METHODOLOGY
3.1 Introduction
The first part of this Chapter provides the studgazof the research while the research
design used is given in part two of the Chaptee tfird section explain the sample size
and how it was selected while Part four of the Gdraplescribes the data collection
methods and the last Part of the Chapter explam the collected data was processed
and analyzed.

3.2. Area of the Study

This study was conducted at Karatu District Coumdilich is the District in Arusha

Region, located in the northern of the United Réipubf Tanzania. The study was
carried out at this area as there are many cospaatities which are subjected to
payment of Service Levy but still there is low reue collection. The study was carried
in 10 wards out of 14 wards that make up KDC th&8eWard are base of Tourist

attraction where we can find the corporate entities

3.3. Research Design

A case study design was employed due to fact thgivés in-depth forms to a single

case and so as to cope with the time constraithiopurpose. Moreover, such a design
enabled the researcher to economize the littlen€i@h recourses that has put aside for
the purpose. (Littlechild and shutler 2000) iniidd a case study of research design
created conducive environment for combining a etgriof research tools such as
guestionnaire ,interview, document and observatiarrder to conduct in depth inquiry

in a case study .
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3.4. Sampling Technique
In order to make sure that the selected sampledprasentative without duplication, the
researcher used different types of sampling phoes depending on the group to be

interviewed.

3.4.1 Sample Size

The sample size of the study was comprised of 8pamdents who will include 20
members of staff from finance department, 10 cdarefrom finance committee and 50
respondents from business enterprises (Taxpaygsydlection of the sample for each

group is as shown in a Table 3.1.

Table 3.1: Population of the Selected Sample

Unity of inquiry Type of sampling Population Sample size
DED Purposive 1 1
Chairman Purposive 1 1
District Treasurer Purposive 1 1
Revenue Accountant Purposive 1 1
Epicor Accountant Purposive 1 1
Final Accountant Purposive 1 1
Procurement, Simple random 4 3
Trade officer Purposive 2 1
Engineering Simple random

Land planning Simple random 4 2
Accountant Simple random 21 16
Councilors Simple random 14 10
Taxpayers Simple random 70 40
Total 124 80
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3.4.2. Sampling Procedures

In a selecting the sample, the researcher usedogefydly/ judgment sampling and
simple random sampling to select respondents wiiorepresent officers from the
council. This approach was suitable as it was basedhe position, experience and
knowledge of the respondent. Selection of the RBisExecutive Director, the Chairman,
the District treasurer, the Revenue accountantgfheor accountant, the final accounts

accountant, and councilors will be made purposgfull

Simple random sampling method was used in selestnge of departments concerned
with revenue collection. Procurement, Engineering &nd planning department are
found to be concerned with revenue collection hemeestaff was be selected from each

department.

3.5. Data Collection M ethods
In the execution of this study, a number of methadse used to collect information

depending on the nature of data required.

3.5.1 Primary Data
Primary data was collected through a number of aasthThese consist of interviews,

self — administered questionnaires and in depttudsons to some of the clients.

3.5.1.1 Questionnaire

Closed and open ended questions were used to fgemation from District council
official’'s councilors. These questionnaires werH-ssdministered to the respondents.
The method gave more freedom to respondents saltbgtcan be free to give their
views and opinion regarding the subject of invesian .The questionnaire that was

used is attached as Appendix 1.
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3.5.1.2. In-Depth Interviews

An interview guide was used to collect informatioom respondents who are not in a
position to use self — administered questionndites method was used in order to
obtain detailed information on specific issussich as occupation nature of
business and perception on services Levy. Perguieaview mainly was used to get

information from corporate entities owners. Theemitew guide that was used is

attached as Appendix 2.

3.5.2 Secondary Data
Secondary Data was collected using documemstauyce from the council such as
files, journals, internet and other record frad@dash Books , monthly report and final

Financial Statements of Karatu District Council (EP

3.6 Data Processing and Analysis
The data which is gathered from interviews ¢oasaires and documents  was
coded and summarized in order to get informatiatating to problems of service

Levy collection and the way in which such pevhs is addressed by KDC.

Both descriptive and quantitative statistical tmoels was used to analyze data in
order to provide insight to the problem undeveistigation .the data was processed by
using Computerized packages and Microsoft Excel angdresented in tabular form

which will give percentages reflecting the attitsdexpectations and perceptions of

respondents regarding the improvements in thei&ekevy collection.
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CHAPTER FOUR

PRESENTATION OF THE RESEARCH FINDINGS

This particular chapter is concerned with the preg@n, discussion and analysis often
findings. The data collected during the study wasc&ed for correctness, completeness,
accuracy, clarity and uniformity. Numerical data swanalyzed by computing
percentages for quantification purposes. The figslinfrom observation and
documentation were analyzed quantitatively and ituislely. The data was then
processed by Microsoft Excel and presented in #dides by using numbers and

percentages and then into charts and graphs.

4.1. Mechanisms used to Deter mine and collect services levy

4.1.1. Mechanisms used by KDC to deter mine service L evy

The researcher asked respondents to mentions tlbhamiems used by KDC to
determine service Levy. The objective of asking tuestion was to establish various
ways through which KDC determines what amount gpssed to be paid by tax payers.

The feedback was documented as shown in Tablendl. Figure 4.1.

Table4.1: Mechanism used by KDC to Deter mine Service Levy

Number of respondents Per centage
Requesting turnover from corporate entity 18 90
Estimating turnover 1 5
Other mechanism 1 5
Total 20 100

Study Findings, 2013
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Figure 4.1: Mechanism used KDC to Deter mine Service Levy
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Study Findings, 2013

According Table 4.1 and Figure 4.1 above, 90% oimimers of staff of KDC
responded that requesting turnover from corporattities is the main mechanism
used by KDC to determine service Levy, while 686espondents said that KDC uses
estimation of turnover to determine service Lewvkiile 5% of respondents mentioned
other mechanisms used to determine service Levom the results, it is obvious that
the turnovers are requested from the tax papes form a basis for calculating the
rate able value.

4.2. Turnover and Expected Results
To determine whether estimates are reliablecourate, a test check was made to
see whether the tax payers always submit threover without any cheating. The

feedback from respondents was documented as siholiable 4.2 and Figure4.2.
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Table4.2: Turnover and Expected Results

Number of respondents Per centage
Turnover is understated 15 75
Turnover is overstated 2 10
No response 3 15
Total 20 100

Study Findings, 2013

Figure 4.2: Turnover and Expected Results
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Study Findings, 2013

According to the findings in Table 4.2 and Figur@,475% of members of staff of
KDC responded that turnover is understated, whi86 of respondents said that
turnover is overstated, while 15% of responddmisl no respondents had no response
to the demand note as issued by KDC. The findatgs/e show that, in most cases, tax
payers tend to understate or not submit their tgnso that they may pay less than
what is required, or evade completely.
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4.3. Mode used by KDC to collect service Levy
To identify various mechanism used by KDC ttled service Levy, the researcher
asked respondents to mention various ways throuwdnich KDC collects service

Levy. The feedback from respondents was recordsti@sn in Table 4.3;

Table4.3: Mode used by KDC to collect Service Levy

Number of respondents Per centage
Revenue collectors 20 80
Self submission 10 20
Total 30 100

Study Findings2013

Figure 4.3: Mode used by KDC to collect Service Levy
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Study Findings, 2013

Figure 4.3 shows that KDC use two modes to colimvice Levy 80% of respondents
mentioned the use of revenue collectors while 20%espondents mentioned self-
submission. The feedback from respondents as showthe table and figure above,

the use of revenue collectors is the main moded by KDC to collect Service Levy.
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4.4. Collection Trend: Budgeted V/S Actual Revenue Collection

To compare budgeted revenue collections agaacstial revenue collections at KDC
the research analyzed budgeted and actual uevenllections data for the past five
years 2007/8 to the year 2011/12. The findings ftbmanalysis were documented as
shown in Table 4.4 and Figure 4.4.

Table 4.4: Revenue Trend: Budgeted v/s Actual Revenue Collection

Budget revenue collection Actual revenue collections
2007/8 105,000,000 67,912,337
2008/9 168,000,000 121,285,682
2009/10 168,000,000 127,702,657
2010/11 88,080,000 111,949,017
2011/12 120,000,000 163,044,826

Source: KDC Annual Report 2013

Figure 4.4: Revenue Collection Trend: Budgeted v/s Actual Revenue Collection
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The results in Table 4.4 and Figure 4.4 abovewstiat from the financial year

2007/8 to 2011/10 the actual revenue collectiaofiected by KDC were less than
budgeted Revenue, collections, while for the ye3$0/11 and 2011/12 collections
were more than budgeted revenue. These findinggest that there are factors that
hinder KDC in collecting revenues.

4.5. The extent to which KDC has achieved Targetsin Service Levy Collection

To establish the extent to which KDC has agdde targets in collection of service
Levy, the researcher analyzed the data on revesullections for the years 2007/8 to
2011/12. The feedback from the analysis was dected as shown in Table 4.5 and
Figure 4.5.

Table4.5: Extent to which KDC achieved Targetsin service Levy Collection

Budgeted revenue Actual revenue Percentage
collections collections
2007/8 105,000,000 67,912,337 64.67
2008/9 168,000,000 121,285,682 72.19
2009/10 168,000,000 127,702,657 76.01
2010/11 88,080,000 111,949,017 127.09
2011/12 120,000,000 163.044,826 135.87

Source: KDC Annual Reports, 2013
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Figure 4.5: Extent to which KDC achieved Targetsin service Levy Collections
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The extent to which KDC had been able to colkstvice Levies was shown in
Figure 4.5 above as follows; 64.67% (2007/8), 72192008/9), 76.01% (2009/10),
127.09% (2010/11) and 135.87% (2011/12). Thesenfgsdsuggest that there has been
an increase in Service Levy collections after tleary2007/8. According to the
Treasurer, the increment in service Levy coibect was contributed by tax payer
education which KDC started offering sincee tyear 2009/10. Also, revenue
collections before the year 2009/10 were lbecause there was no a tax payer
register which could enable KDC to identifgetService Levy payers, as a result

there was over estimation of budgeted revemlieations.

4.6. Causes of Non-Realization of Expected Service Levy

The researcher asked councilors and employees & Dmention what they perceive
to be the causes of non-realization of expectedceetevy collections by KDC. The
respondents were asked to mention as many reasgmssaible. The findings of the

study were documented as shown in Table 4.6 and&if6.
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Table 4.6: Causes Non-Realization of Expected ServiceLevy at KDC

No. of respondents | Percentages
Political influence 22 55
Laxity in applying by-laws to defaulters 24 60
Lack of taxpayers education 8 20
Laxity in revenue follow-up 13 325
Lack of proper tax payers records 20 50
Lack of motivation among collectors 10 25
The definition of turnover especially for banks 6 15
Lack of willingness and ability to pay 12 30
Fear of creating enmity with the council 5 12.5
Total 40 100

Study Finding, 2013

Figure 4.6: Causes Non-Realization of Revenue Collectionsat KDC
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Figure 4.6 above shows that lack of the mairusea of non-realization expected
service Levy at KDC were, Laxity in applying byaws to defaulters, lack of
willingness or ability to pay Service Levy amotax payers, fear if creating enmity
between the council and other institutions orivitlals, especially those who
contribute to political campaigns, lack of recorebn tax payers, lack of motivation
among collectors , lack of proper definitionref’fenue especially for banks, lack of
awareness on Service Levy among tax payers diaekoof tax paper education, poor
follow- up on collection and lack of qualified #tavho are trained for revenue

collection techniques.

4.7. Effectiveness of KDC Collecting Service L evy
To asses effectiveness of KDC in collecting Smrvievy, the researcher asked
respondents to rate the effectiveness of KDC oifecting Service Levy, and the

feedback from respondents was documented as showhable 4.7 and Figure 4.7.

Table4.7: Effectiveness of KDC in Collecting Service Levy

Very effective Effective L ess effective Not effective
No. of respondents 10 25 60 5
Percentage 10 25 60 5

Study Findings, 2013
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Figure 4.7: Effectiveness of KDC in collecting Service L evy
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Study Findings, 2013

As shown in Table 4.7 and Figure 4.7 Majoritrespondents 65% said that KDC is
“less effective” in collecting service Levy, id25% of respondents said that it is
“Effective” in collecting service Levy, 10% oéspondents said that KDC is “ Very
Effective” in collecting Service Levy. These findis suggest that, overall; the KDC is
not effective in collecting Service Levy.

4.8. Level of Awarenesson serviceLevy

To establish the level of awareness of respondarrvice Levy among respondents,
the researcher asked respondents to rate thelrdeagvareness of Service Levy issues.
The objective of asking this question was to eghbWhether or not the level of Service
Levy and other revenues collection is determinethieylevel of awareness of tax payers
on Service Levy issues. The feedback from respdedeas recorded as shown in Table
4.8 and Figure 4.8.
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Table4.8: Level of awareness on Service Levy among respondents

Maximum Average Minimum None
Number of respondents 17 34 22 27
Percentage 17 34 22 27

Study Findings, 2013

Figure 4.8 Level of Awarenesson Service Levy Among Respondents
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Study Findings, 2013

Figure 4.8 above shows that only 17% of respotsdeaid their level of awareness on
Service Levy issue tax is “Maximum”, 34% of resdents said their level of
awareness on Service Levy issues was “Averag®¥y @f respondents said their level
of awareness on was “minimum” and 27% of respotsddeaid that they were not aware
of Service Levy issues. These findings suggestrtiabrity of tax payers are not aware
of service Levy issues and this contributes of realization of revenue collections.
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4.9. Level of Compliancein paying Service Levy among Tax payers

The following data was collected to determine #heel of compliance in paying Service
Levy among tax payers. (i.e. the willingness toy garvice Levy without being

followed up, coerced or being threatened with gitess. The feedback from

respondents was recorded as shown in Table 4.Figac: 4.9.

Table4.9: Level of Compliancein paying Service Levy among Tax Payers

Non-compliant tax payers | Complaint tax payers

Number of respondents 80 20

Percentage 80 20

Study Finding, 2013

Figure 4.9: Level of compliancein paying service Levy among Tax Payers
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The result in Figure 4.9 show that 80% of respotgisaid that tax payers in KDC are
not compliant in paying service Levy, i.e. Thegve the tendency to pay service Levy

only after being followed-up, coerced or after fiembeing threatened with penalties.
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Only 20% of respondents said that tax payers in KibStax complaint and they paid

their taxes willingly. This contributes non-realiion of revenue collections at KDC.

4.10 Causes of L ow Compliance Ratesamong Tax Payers

The following data was gathered by the researcheestablish the causes of low
compliance among tax payer at KDC .The objective wafind out the reasons why
majority of tax payer at KDC do not comply wherdmes to payment of Service Levy.
The feedback from respondents was documented agnsimoTable 4.10 and Figure
4.10.

Table 4.10: Causes of low compliance Rates among Tax payers

Number of respondents

Per centages of respondents

Lack of tax payer education 8 8
High tax rates 28 28
Lack of ability to pay 64 64
Total 100 100

Study Findings, 2013

Figure 4:10: Causes of low compliance Ratesamong Tax payers
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Figure 4.10 above shows that 64% mentioned tha ncause of low compliance in
payment of service levy is due to the fact thaly lack the ability to pay those taxes
due to low income 25% of respondents said that fbw rate of compliance in
payment of Service Levy is caused by high ratbsrged, which do not match the
level of their income 8% of respondents mentioteak of tax payer education as
another reason that contributes to low levelashpliance in payment of Service Levy.
Due to lack of tax payer education, respondents theit some tax payers don't see the

importance of paying such taxes.
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CHAPTER FIVE

DISCUSSION OF THE RESEARCH FINDINGS

This chapter presents a summary of discussiomdirfgs of the research study.

5.1. Introductions

This chapter scrutinizes the scope and potentfafOE. This study has been concerned
with the performance of KDC in its efforts to calléService Levy. The trend analysis of
collections has been made from 2007/8 and 2011RHZically, there were three
research questions, which were investigated in diseussion and analysis on the

collection of Service Levy.

These were mechanisms in determining and collectid@®ervice Levy; the achievement
obtained by the KDC. This chapter provides a surgneasummary of findings and

recommendations arising from the study.

5.2. Discussion of findings

During the study, the researcher found out thabrig) (90%) of members of staff of
KDC mentioned requesting turnover from corporatéties as the main mechanism
used by KDC to determine Service Levy (Table 4.1 &igure 4.1). also, 75% of
members of staff of KDC had the opinion that tumois understated so as to pay less
that what is required. (Table 4.2 and Figure 4TRere are two modes to collect Service

Levy; using revenue collectors and self-submisgiogure 4.3 and Table 4.3).

Trends on actual revenue collections by KDC frdm financial year 2007/8 to
2009/10 showed that actual revenue collectionslec®d by KDC were less than
budgeted revenue collections, while for the ye2040/11 and 2011/12, collections
Were more than budgeted revenues. These fiadinggest that there are factors that

hinder KDC collecting revenues (Figure 4.4 and &abl).
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The extent to which KDC has been able to collecviSe Levies was as follows; 64.67
% (2007/8), 72.19% (2008/9), 76.01 % (2009/10)12%0(2010/11) and 135.87%
(2011/12). These findings suggest that there has l@n increase in Service Levy
collections after the year 2008/9. According to Threasurer, the increment in Service
Levy collection was contributed by tax payer ediacatwhich KDC started offering
since the year 2009/10 (Figure 4.5 and Table 4.5).

Lack of the main causes of non-realization expeSedice Levy are; laxity in applying
by-laws to defaulters, lack of willingness or &gito pay Service Levy, fear of creating
enmity between the council and other institutionsndividuals, lack of records on tax
payers, lack of motivation among collectors, laxfkproper definition of revenues
especially for banks, lack of awareness on Seivsg, poor follow- up on collection
and lack of qualified staff (Figure 4.6 and Tal6).

Majority (65%) of respondents said that KDC is “kdsffective” in collecting Service
Levy.These findings suggested that, overall, theCKi® not effective in collecting
Service Levy, and this suggest that there mustcHadlenges that hinder KDC in
collecting Service Levy (Table 4.7 and Figure)4.Also, majority of tax payers are
not aware of Service Levy Issues and this contdub non-realization of revenue
collections. This can also be attributed to the fhat tax payers in KDC are not

compliant in paying Service levy (Table 4.9 andufeg4.9).

The main cause of low compliance in payment of Berlzevy is lack the ability to pay
those taxes due to low income, followed by higkesatharged which do not match the
level of their income and lack of tax payer eduwati Due to lack payer education,
respondents said that some tax payers don’t seemjpertance of paying such taxes
(Table 4:10 and Figure 4:10).
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5.3. Conclusion
The above analysis has provided a number of insight the performance of KDC in

the collection of Service Levy.

5.3.1. The Existing M echanisms of Service L evy Collection

The analysis has revealed that the existing moded in determining and collection of

Service Levy is faced with many challenges. Thotighturnovers are requested from
taxpayers, the turnovers are not reliable sinceetlie a cheat element. Turnovers are

understated and others don’t remit the turnoveis $iuation is depicted in Table 4.2.

5.3.2Trendsin Service Levy Collection

The trends in collection of Service Levy from 2076 2011/12 has shown that there
has been an increase in Service Levy collectiotes dfe year 2008/9. According to the

Treasurer, the increment in Service Levy collectiwas contributed by tax payer

education which KDC started offering since the y2@09/10. Also revenue collections

before the year 2009/10 were low because of laclatd due to absence of tax payer

register as shown in Table 4.4.

5.3.3. Problem of Determining Turnover for Banks

Among the causes of determining turnover of exge8tervice Levy was pointed out by
respondents to be the problem of definition of twer for banks. Since the year 2000 to
data, all banks in Tanzania are supposed to payicBekevy as stipulated by council
by-laws. According to explanations given by the ister responsible for local
government, the Branch deposit was supposed tchéease for calculating ratable
value. This situation has reduced to a great éxkenexpected Service Levy for KDC

and other councils in Tanzania.
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CHAPTER SIX

CONCLUSION AND RECOMMENDTAIONS

This chapters represents the conclusion arrivethéyesearcher from the findings of the
study and the recommendations of the study. The mbjective of the study was to
assess the performance of Local Government augwiit collection of Service Levy

with particular reference to KDC. The study usethse study research design.

Specifically, the study aimed to examine method=dsn determining the turnover of
corporate entities and then calculate the rentaldtie, the extent to which KDC has
achieved collection of revenues from Service Laudgntify factors that contribute to
non-realization of potential of revenues sourcd @novide recommendations for

enhancing the methods of improving the situation.

6.1. Conclusion

From the study, the researcher concludes thatcdhection of Service Levy by KDC
for the period 2007/8 to 2009/10 has not beenfaaty; while the collection trend for
the period 2010/11 to 2011/12 has been satisfa@ndyexceeded expected revenues.
This was caused by the implementation of tax pagkrcation offered by KDC to tax
payers and the establishment of a register of &ens. A number of factors which

contributed to non-realization of expected Serlesy have been addressed.

6.2. Recommendations

In order to improve the performance of KDC and olbeal governments in collection

of service levy, the researcher recommended tleatdlincil should enforce compliance
of enhancing trust so that citizens may perceieeltital government as reciprocating

their trust when they feel they are being treat&tl vespect. Aggressive and demeaning
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approaches when collecting taxes and fees may Igct@ntribute to increasing tax
payer resistance to pay.

It is therefore imperative to establish mechanison improving the relationships
between local revenue administrators and citizengh as: improved billing and
accounting systems, establishing convenient andspeaent payment facilities, and
strengthening the capacity to follow up cases ofpayment. Citizens should be further
encouraged to report misappropriation of revennes@adequate delivery of services.

Prompt action on such complaints may help convipeeple that the local authority
means business. Furthermore, citizen involvemententifying problems and setting
priorities may promote a greater sense of commumsolvement. Finally, the
cooperation between local government officials, milors and community leaders in

setting common development and management goald beurust enhancing device.

From the findings of the study, the researchermemends the following; based on the
three research questions together with respongsesvarious respondents, the following
recommendations are inevitable for the purpose etting rid of the weaknesses
revealed.
() Laxity of Application of Bylawsto Defaulters

Laxity of application of bylaws to defaulters hasntributed significantly to non-
realization of collection of Service Levy. KDC shdumake sure that it punished
defaulters according to the bylaws. This will hétpreduce resistance against paying

Service Levy.

(i) Maintaining Up-dated Register of Tax Payers
It is also recommended that the tax payers regsteuld be maintained and up-dated
continuously as well as daily posting of revenukected. By so doing, KDC will be in

a position to extract the list of debtors at aninpm time.
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(i) Clarification on Deter mination of Turnover

The Service Levy, which has not yet been realizepgedding on the turnover, is that
which is to be paid by various banks in Tanzanizer€ is a great misinterpretation of
byways by banks in Tanzania. These bankers are CRIMB, NBC and Exam Bank.
These banks have been underpaying the Service diaeg the by-law was enacted in
the year 2000. The total branch deposit for theopse of banks are the turnovers. The
by-laws require all institutions to submit turnoverthe taxing authority. Therefore, it is
recommended that KDC should insist in getting tuexdrom banks, which will be the
basis for calculating the amount.

(iv)  Informal Communication
Informal communication with other institutions mayeate good relationships with
KDC. However, there is laxity in responding to ttemand note then, it is inevitably

that legal action be instituted.

(v) Lack of knowledge on By-laws
The study also revealed that some of staff in FeeaDepartment of KDC don’t know
the by-laws governing Service Levy collection sltherefore advised that every member
of staff in revenue collection section should ustlnd and be able to explain the by

laws to tax payers.

(vi) Review of Acts
The ministry responsible for local Government isviseld to review the main Act,
specifically the local Government Act No. 9 of 1982ction 6 (i) u to include the bib-

entities in the payment of Service Levy.
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(vii)  Need for further study
These findings give a room for further study. KDBougld introduce new study to
identify other underling factors that could be inpat to make Service Levy the

leading revenue.
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APPENDICES
Appendix |: Schedule of resear ch activities
Figure 5.1: The Research has planned to do higtaesiand the expected duration of the researels i®llows

SIN | Activity Per month | Month

October | November December| January | February March April May June
112|341 | 23|41 |2[3]4|1]23/4|1]|2|3]4|1]|2/3]4/1|2|3 |[4/1]2]3][4]1]2]3]4

2.| Submission of
questionnaire and

data collection

3.| Data evaluatior
and analysis -

4.| Report writing and

submission ta

supervisor
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APPENDI X I1: QUESTIONNAIRE
A: Mechanism of collection of service levy by thainoil staff (Finance Department)
Tick in the box according to your choice.

What criteria are used in determination of senléss to the entity?

Requesting turnover of its income from corporatities.  ( )
Estimating turnover of a corporate entities ( )
If there other criteria please explain ( )

Does the criteria in 1 above give the expectedmeeeesult?

Turnover is understated ( )
Urn over are fairly stated ( )
Turnovers are overstated ( )
If none of the above please explain ( )

Who determine the amount of service levy to bepai

Expenditure accountant ( )
Revenue accountant ( )
Trade officer ( )
If none of the above explain ( )
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Dou you use a demand note to notify the customer?
(a) Yes C )
(b) No « )

If no what do you use explain

How do you collect the service levy determined 88®of turnover?

Using ward revenue collector ( )
(b) Use of agent (
(c) Using finance department staff (

If none of the above please explain ( )

Is the service levy bylaw known to every serviogylpayer?
Yes ( )
No @)

If no explain

Is there any program to educate service levy payer?
Yes ( )
No « )

If yes how often do you carry out your program?
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Do the Finance Department Staff all know what ivise levy and its bylaw applicable?
Yes ( )
No «C )

If no explain why?

Please can you suggest some of the means to imgvevevenue collection on Service

Levy?

B: Questionnairesto Service L evy payers (Corporate Entities)
Is the Service Levy bylaw understood by your orgation?
Yes () No( )

If no why explain?

Do your organizations pay the Service Levy to Kafistrict Council?
Yes( ) No ()
If no why explain?

What is your perception on the procedure used byatiiaDistrict Council in the

collection of Service Levy?
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What is your audited turnover income per year?

What is your general opinion to ensure that Serkeey collection is improved?

Is there any other tax payable to Karatu District@cil by your organization?
If yes mention them
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APPENDIX 111: IN-DEPTH INTERVIEW GUIDE QUESTIONSTO
TAXPAYERS
. Do you have the knowledge of Service Levy payabléaratu District Council?

. Is your organization pay the Service Levy yearlyaerly or half a year?

3. Do you pay the Service Levy on the bases of youdlited financial statement

turnover?

. Do you have the knowledge on computing the Senvéssy from turnover?

5. Do you pay the Service Levy to KDC through Chequeash?
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