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ABSTRACT

The purpose of the study was to establish the relationship between E-tax application,
tax payer’s attitude and tax compliance among SMEs in Arua district. The researcher
used quantitative and cross-sectional research design. A sample size of 196 SMEs
were selected out of 400 as guided by Krejcie and Morgan (1970) sample size
determination table. Validity and reliability of the instruments showed that all variables
under study were reliable with Cronbach’s alpha statistic for all of the variables
measuring above 0.70- Nunnally, (1978). The researcher issued questionnaires to 196
SMEs and received questionnaires from 163 SMEs giving a response rate of 83.2%.
The findings of the correlation analysis showed a significant positive association
between e-tax application and tax compliance. It also indicated a positive significant
relationship between tax payer’'s attitude and tax compliance implying that the level of
tax payer’s attitude is associated directly with tax complaiance. The regression analysis
showed that e-tax application predicts tax complaiance by 25.1% while tax payer’s
attitude predicts tax complaiance by 33.2%. The researcher recommends that training
should be done to the tax payers on how to use the e-tax application system in filing
and paying tax. This can be done by the government through URA by periodically
organizing trainings, workshops for the tax payers on how to use the system in filing and
paying tax through the online platform. The government should also carry out campaign
awareness on the benefits of using the E-tax application system in tax payment. As
much as the government has tried this in the past it still has to be enhanced in order to
bring everyone under online filing and payment of tax returns. Business owners should
embrace the E-tax application system and support their employees to know how to
operate the system. This can be done by purchasing desktops and subscribing for
internet in order for them to learn and get experience in the usage of the E-tax
application system.



CHAPTER ONE: INTRODUCTION

1.1. Background of the study

Tax compliance is essential globally as countries search for revenue and income to
improve service delivery to their citizens (Naeem & Gulzar, 2021; Musimenta et al.,
2017; Ibrahim, Musah & Abdul-Hanan, 2015). Revenue from taxes provide governments
with resources required to invest in developmental ventures, to eradicate poverty, social
and physical infrastructural developments, and delivery public services for long-term
growth (Ibrahim et al., 2015; Nkundabanyanga et al., 2017). Tax compliance is simply
the taxpayer’s intention or decisions to comply with government laws and regulations, to
pay taxes whenever it is due, timely and accurately (Gwaro et al., 2016), which is mostly
influenced by the surrounding factors and the legal environment (Palil et al., 2013). Tax
compliance leads to appropriate provision of public goods and moreover, proper
reallocation of resources and acts as a check on a country’s debt crisis in global
economic environment (Jayawardane & Low, 2016). Taing & Chang, 2021; Night &
Bananuka, 2019; Gwaro et al., 2016; Nawawi and Salin, (2018); have all reported the
importance of taxation to an economy, but while stressing that it can only be achieved
through tax compliance amidst the numerous tax compliance challenges. However,
Kuria & Omboi (2016) and Jayawardane & Low (2016) argue that revenue obtained by
way of taxation has a significant contribution on gross domestic product (GDP) only
when the taxpayers comply and pay the right amount and on time, supported by online
tax applications (ETA).

ETA is a web-enabled and secure application system that provides a fully-integrated

and automated solution for administration of domestic taxes. Usage of E-tax
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applications (ETA) has several benefits that include improving revenue collection and
lowering of corruption due to reduction in human interactions (Daniel & Esther, 2019;
Kuria & Omboi, 2016). ETA such as E-filing makes it possible to file returns from a
taxpayer and paid online from any place and also increase the quality and quantity of
information available to tax authorities efficiently and effectively (Jahirul, 2016). ETA
lowers the cost of handling returns allowing administrative resources to be reallocated
to other tasks such as auditing, customer services and tracking non-compliance
(Geetha & Sekar, 2012). Balunywa et al., (2014) states that globally, countries have
witnessed a surge in usage of ETA in order to eliminate revenue losses through
corruption. The ETA was introduced in Uganda to ease and facilitate tax payment;
however, the levels of non-tax compliance has remained high (Hutton, Thackray &
Wingender, 2014). Some studies have called for further studies on tax compliance in
the African context (Mohdali & Pope, 2014; Musimenta et al., 2017). Despite the
importance of ETA as one of the tax reforms in Uganda, non-tax compliance still
persists (Hassan et al., 2021). Indeed, several studies have sought to find out the
reasons for tax non-compliance amongst firms (Musimenta et al., 2017; Ali et al., 2013).
It has been established that attitude has an impact on the usage of ETA (Night &
Bananuka, 2019). Attitude of taxpayers relates to the positive or negative attitudes of
the Value Added Tax (VAT) taxpayers as a result of ETA usage (Kuria & Omboi, 2016;
Sadress et al.,, 2019); Gwaro et al., 2016; Hussein et al.,, 2010) that subsequently
impact on the performance of Small and Medium Enterprises (SME’s). In Uganda, such

a study establishing the influence of attitude to electronic tax system, and tax



compliance, was done in the context of Central and Western Uganda (Night &
Bananuka, 2019).

SMEs employ approximately 2.5 million, thus contributing to about 75% of Uganda’s
GDP, thereby constitute about 92% of the private sector (Muriithi, 2017). With all the
importance of taxation, research have revealed that non-tax compliance is in existence
and evident amongst SMEs (Kasipillai & Abdul-Jabbar, 2006). The Auditor General
Report (2015) revealed that several businesses in the Western and Central regions of
Uganda did not pay taxes to Uganda Revenue Authority (URA), the country’s revenue
collection body. Ajzen and Fishbein (1975) attributes to the failure to comply with tax
laws to an individual’'s attitude towards tax compliance. URA pointed out the need for
SMEs are encouraged to embrace the ETA to ease book keeping and facilitate return
filling with the real time data transmission platform so that tax compliance is effectively
and efficiently enhanced. URA also pointed out that the potential revenue from SMEs in
Kampala is relatively low compared to the total revenue and the administrative costs of
enforcing compliance

The study is grounded on Theory of Reasoned Action (TRA) and the Technology
Acceptance Model (TAM). The TRA, deal with the relationship between an individual's
attitude and predicting the behavior of this individual for adoption based on the negative
or positive attitudes of the users (Gwaro et al., 2016) while TAM explain and predict the
user of information technologies' behavior (Davis et al., 1989).

This study examined the influence of taxpayer's attitude towards electronic tax
application use, and tax compliance among the SMEs using evidence from the West

Nile region in Uganda.



1.2. Statement of the Problem

URA have continuously trained taxpayers through different forums that include,
organizing physical workshops, seminars and also online engagements with an aim of
sensitizing the community regarding the existing electronic tax applications. Despite the
electronic tax applications, the level of tax compliance has still remained low over the
years with, tax collections below set targets by the country tax body, the Uganda
Revenue Authority (Kabafunzaki, 2010). As evidenced, in the (URA Revenue
Performance Report). In FY 2016/17 the targeted revenue was Shs13,177.15 billion and
only UGX 12,719.63 billion was realized with a registered deficit of UGX 457.52 billion,
in Financial Year 2017/2018 UGX15,062.43 billion revenue was projected but only
UGX14,456.11 billion was realized registering a shortfall of UGX 606.32 billion, in
financial year 2018/2019 the projected revenue was UGX 16,617.65 billion only UGX
16,358.76 billion was realized and with registered shortfall of UGX 258.89 billion, in
financial year 2019/2020 the targeted revenue was UGX 20,344.13billion and only
UGX16,751.64 billion was realized and with a registered shortfall of UGX 3,592.49
billion Furthermore, just recently, in the FY2020/2021, UGX22, 363.51billion was
targeted but only UGX21,659.44 billion was collected by the tax body, creating a deficit
of UGX704.07billion. This revenue performance gap is evidence that there still exist an
element of non-tax compliance among the tax payers in Uganda. Therefore, based on
this relevant information, the researcher seeks to establish the relationship between E-
tax application, taxpayer’s attitude and tax compliance in the Ugandan West Nile district
of Arua. Most studies, have largely focused on the influence of user satisfaction and

behavioural intention on ETS on tax compliance behaviour ( Masunga et al., 2021).
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1.3. Purpose of the Study

The purpose of the study was to establish the relationship between E-tax application,

attitude of tax payers and tax compliance among SMEs in Arua district.

1.4. Objectives of the Study

a) To examine the relationship between E-tax application, and tax compliance
among SME.

b) To assess the relationship between attitude of tax payers and tax compliance
among SMEs.

c) To establish the relationship between E-tax application, attitude of tax payers and

tax compliance among SMEs.

1.5. Research Questions

a) What is the relationship between E-tax application and tax compliance among
SMEs?

b) What is the relationship between attitude of tax payers and tax compliance
among SMEs?

c) What is the relationship between E-tax application, attitude of tax payers and tax

compliance among SMEs?

1.6. Scope of the Study
1.6.1. Content Scope
The study focused on the taxpayers attitude and E-tax application as the independent

variables, and tax compliance as the, dependent variable, in the study of SMEs in the



West Nile district of Arua. Small business enterprises vary from one country to another
and from one industry to another; there is no universally accepted definition (Orobia et
al., 2013). However, the most common measures used include number of employees,
annual turnover, industry, ownership and value of non-current assets (Agyei-Mensah,
2011). According to Ministry of Finance, Planning and Economic Development (2015), a
Micro Enterprise is an enterprise employing up to four people, with an annual turnover
of 12 million Uganda shillings; a Small Enterprise one employing between 5 and 50
people, with an annual sales/revenue turnover of 360 million Uganda Shillings; and a
Medium Enterprise is an enterprise that employs more than 50 people with an annual
sales turnover or assets of between 360 million and 30 billion Uganda shillings. The
content is justified because 90% of the businesses in west Nile, are categorized as
SMEs with turnovers are mostly below 2 billion and they employ a few people to

manage their businesses.

1.6.2. Geographical Scope

Arua District is a district in the Northern Region of Uganda. Arua District is bordered by
Yumbe District to the north, Adjumani District to the northeast, Amuru District to the
east, Nebbi District to the southeast, Zombo District to the southwest, the Democratic
Republic of the Congo (DRC) to the west, and Maracha District to the northwest. The
district headquarters at Arua are located about 425 kilometres (264 miles), by road,
northwest of Kampala, the capital and largest city of Uganda. The coordinates of the
district are:03 OON, 31 10E. The geographical scope is justified because Arua is the

district hub of the West Nile region.



1.6.3. Time Scope

The materials accessed will mostly cover a period within Syears for originality and

relevance of data. The research dessertation should be completed by April 2023 and

will be dependent on the response from the Faculty of Graduate Studies and Research.

1.7. Significance of the Study

a)

b)

d)

The study will contribute to the body of knowledge in the areas of tax compliance,
ETA and the attitude of tax payers in the West Nile region of Uganda. The study
will also contribute to supporting the E-tax applications usage for various tax
services in Uganda, with emphasis on rural areas.

The research will provide the business owners, and managers with the
necessary information to enable them comply with the E-tax application hence so
that any kind of penalties are avoided.

The study will be beneficial to government and other policymakers on issues
regarding tax compliance and E-tax application usage to inform policy
formulation with regard to increasing revenue collection.

Future researchers and practitioners will also benefit from the literature that will
be developed out of this study. In other words, the study will add to the existing
literature by explaining the level of tax compliance in a developing country
context.

The information provided by the researcher will help the tax body (URA) to train
the tax payers on E tax application services, tax compliance that will improve on

tax collections in West Nile.



1.8. Conceptual Framework

The conceptual framework below enlightens the key ideas and variables to be used in
the study and how they link to each other while providing the ultimate outcome of the
study. The conceptual framework is based on information from literature review as

indicated in Figure 1 below.

Figure 1: Conceptual Framework
Independent Variables Dependent Variable

E-Tax Application
---Tax filing

---Preparing tax returns

---Submitting tax returns Tax Compliance

---Tax registration procedure .

--- Preparing correct tax reports ---Tax _payment compliance

--- Processing correct tax reports ---Fulfillment of regulatory
complaiance requirements

---Fulfillment of reimbursement

Attitude compliance requirement

A 4

---Perceived effortlessness

--- Perceived worth

--- Security/privacy risk

--- Reliability/performance risk

4

Source: Modified by the researcher after reviewing from (Night and Bananuka,
2019; Marti, 2000; and Musimenta et al., 2017)

Description of the conceptual framework

As conceptualized, E-tax application (tax filing, preparing & submitting tax returns,
preparing & processing correct tax reports, and tax registration procedure) and
Taxpayer attitude (perceived effortlessness, perceived worth, security/privacy risk, and
reliability/performance risk) are presented as the independent variable and tax
compliance (tax payment compliance, fulfillment of regulatory compliance requirements
and fulfilment of reimbursement compliance requirement) as the dependent variable.

Oni et al., (2020) assert that the Internet payment system is important in ensuring the

8



collection of optimal revenue. On the other hand, the electronic billing machines helps to
cut down the time spent on screening or showing books of accounts that increases the
tax payer compliance (Jahirul, 2011). In fact, the customers can pay their utility or any
other bills without having to really move to the bank’s premises (Pariwat & Hataiseere,

2014).



CHAPTER TWO: LITERATURE REVIEW
This section reviews the literature related to the study variables in the conceptual
model. The review concentrates on the concept of E-tax application, attitude of tax

payers and tax compliance in SMEs in Arua district.

2.1. Applicable Theories

The applicable theories include the Theory of Reasoned Action (TRA), the Technology
Acceptance Model (TAM), and the Diffusion of Innovation (DOI) theory, as the
theoretical foundations to suggest a conceptual framework to establish the relationship

between E-tax application, attitude towards an e-tax system, and tax compliance.

2.1.1. Theory of Reasoned Action (TRA)

In the Theory of Reasoned Action (TRA), behavioral intention is determined by attitudes
and subjective norms (Ajzen & Fishbein, 2004; Ajzen & Fishbein, 1975). Attitudes are
sets of beliefs about a certain object or an act that may translate into the intention to
carry out the act (Schwartz, 1992). Subjective norms are related to the normative belief
that a person complies with the expectations of other people. Intention in an attitude-
behavior relationship is influenced by the level of effort required to exercise the behavior
(Bagozzi et al., 1990). The theory of reasoned action (acting rationally) by Ajzen &
Fishbein (1975) explains the relationship between an individual's attitude and behavior

for a particular situation.

2.1.2. Technology Acceptance Model
The "Technology Acceptance Model" that provides a basis for explaining the behavior of

individuals from the use and adopting of e-applications according to the following
10



considerations: perceived ease of use, Perceived usefulness, privacy risks, and
performance risks (Gwaro et al., 2016; Hussein, et al., 2010; Soneka & Phiri, 2019). To
explain and predict the user of information technologies' behavior, a TAM was proposed
by Davis in 1986, on which many scholars employ it to explain the acceptance of the
use and adoption of new technology. Many studies utilized this model provided strong
evidence supporting the role of this model in predicting users' behavior. The model
provides a basis for explaining the behavior of individuals for the technical programs
intended to be used (Soneka, & Phiri, 2019; Gwaro et al., 2016; Hussein et al., 2010). It
is used to explain the taxpayer's behavior from the use and adoption of e-Tax
applications, also, its impact on tax compliance on a set of considerations (Azmi & Bee,
2010): that include perceived usefulness, privacy risks, perceived ease of use and
performance risks.

Perceived Ease of Use is the extent to which a person believes that using a particular
system will be free of effort. Whereas perceived usefulness is the extent to which the
user believes that the technology in use will enhance and improve their job
performance.

In subsequent studies, the assessment model for perceived risks that negatively affect
intention to use was strengthened (Kamarulzaman & Azmi, 2010), which is based on
two dimensions of privacy risks and performance risks (Gwaro et al., 2016). Privacy
risks are the concerns related to the ways of protecting taxpayers' data required by the
use of technological systems when preparing and processing tax returns, such as risks
of third-party access to this data. While performance risks: They are related to the

possibility that the system fails to reach its intended goal, and such performance risks
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decrease with the increase in perceived benefit and ease of use (Gwaro et al., 2016;
Kamarulzaman & Azmi, 2010).

The interaction between technology acceptance factors (ease of use, performance risk,
privacy risk, and Perceived usefulness) allows users to develop an attitude towards
using the technological system, determining their acceptance or rejection. It also
contributes to their role in determining the complexity level within the system, so it will
justify the time needed to learn and the associated risks (Azmi & Bee, 2010; Obert et

al., 2018).

2.2. Conceptualization

2.2.1. E-Tax Application (ETA)

Gellis (2011) describes electronic tax system as an online platform whereby the
taxpayer is able to access through internet all the services offered by a financial
authority such as the registration for a personal identification number, filing of returns
and application for compliance certificate. Electronic tax application is an antagonistic
process for collecting, evaluating and automating tax-related processes in order to
increase productivity (Fu, Farn & Chao, 2006).

ETA is the system that has been developed to replace the old manual system. It is a
web-enabled and secure application system that provides a fully-integrated and
automated solution for administration of domestic taxes. It enables taxpayer internet-
based PIN registration, returns filing, payment registration to allow for tax payments and
status inquiries with real-time monitoring of accounts (Waweru 2013). Gellis (2011),

describes electronic tax system as an online platform whereby the taxpayer is able to
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access through internet all the services offered by a financial authority such as the
registration for a personal identification number, filing of returns and application for
compliance certificate. ETA is an antagonistic process for collecting, evaluating and
automating tax-related processes in order to increase productivity (Fu, Farn & Chao,
2006).

The E-Tax applications and systems have several advantages, and according to Obert
et al., (2018); Gwaro et al., (2016), they include increased government efficiency in
administration, flexibility of tax returns submission; hence the e-Tax systems are
available online and can be accessed from any location, saving time and effort
compared to traditional procedures. Others include, accuracy and avoidance of errors in
tax returns, and the taxpayer avoids the additional costs associated with manual filing of
tax return.

Ershaid (2021) highlights other advantages of E-tax applications from tax authorities
view to include helping to achieve the tax authorities' objectives of collecting the taxes at
the lowest cost, reducing the time for filing tax returns and improving the speed of
processing and extracting data and information about revenues.

So, positive attitude for e-tax applications generate a positive attitude in the taxpayer.
The results of such positive attitudes are reflected as adoption of e-tax applications. On
the other hand, if the taxpayers generate negative attitude, it explains their resistance to
e-applications. So, the negative trends of use e-tax applications represent one of the

most critical barriers to tax compliance.
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2.2.2. Tax Compliance

Tax compliance refers to fulfilling all tax obligations as specified by the law freely and
completely, or the degree to which a taxpayer complies or fails to comply with the tax
rules of their country (Musimenta et al., 2017). Additionally, tax compliance is defined as
an act of fulfilling all the tax obligations as stated by the law willingly and fully (Marti,
2010). Singh (2003) also defines tax compliance as an act of lodging the income tax
return form, stating all the taxable income truthfully and paying all the tax obligations
within the specified period minus having to wait for the authority for any follow-up
actions. Similarly Brown and Mazur (2003) argue tax compliance in terms of payment,
filing and reporting. Theoretically, the views of the taxpayers and tax collectors are that
tax compliance means observing the tax laws, which differ from one country to another
(Chepkurui et al., 2014). Tax compliance can be referred to as the process in which tax
returns required to be submitted to the tax authorities are filed at the appropriate time
with the accurate tax liability as required under the tax laws and regulations of a country
(Friedman, 2011). Palil (2010) tax compliance is defined as taxpayers’ willingness to
comply with tax laws, declare the correct income, claim the correct deductions and
exemptions, and pay all taxes on time. Tax compliance is the value of taxpayer’s own
timed and resources, along with any out-of-pocket costs paid to tax preparers and other
advisors, invested to ensure compliance with the laws (Holtzman, 2007). Compliance
with the tax laws typically means true reporting of the tax base, correct computation of
the liability, timely filing of the return and timely payment of the amounts due (Franzoni,
1999). Tax compliance is the provision of tax information at the proper time and

ensuring that returns accurately report the tax liability (Carroll, 2007).
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Brown & Mazur (2003), classifies tax compliance into declaration compliance, that is,
the proportion of taxpayers filing tax returns, payment compliance, that is, paying taxes
on time as prescribed, and reporting compliance, that is, reporting honestly regarding
income, expenses, or tax liability/ responsibility. Meanwhile, OECD, classifies tax
compliance into administrative compliance, that is, compliance with the provisions of tax
laws, and technical compliance, that is, correct and sufficient tax declaration as well as,
payment in accordance with regulations. Whereas, Alm et al., (2020) highlight tax

compliance as mandatory compliance and voluntary compliance.

2.2.3. Tax Payer’s Attitude

Attitudes are sets of beliefs about a certain object or an act that may translate into the
intention to carry out the act (Schwartz, 1992). It is used to predict the behavior based
on the fact that the individual's behavior depends on individual expectations of that
behavior's consequences. The attitude towards the electronic tax system impacts the

tax compliance behavior of the taxpayers.

2.3. Relationship between E-tax Application and Tax Compliance

According to Bhuasiri et al., (2016) the adoption of e-tax significantly contributes to both
tax compliance and the transparency of business transactions and tax services. From
the policy perspective, if the e-tax system is well-planned and well-executed, it could
lead to a higher level of tax compliance. From the tax compliance process approach, Do
et al. (2022) argue that the implementation of e-filing and e-billing has significantly
positive effects on the compliance of individual taxpayers. Similarly, Muturi & Kiarie

(2015) emphasize that there is a positive relationship between e-registration and tax
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compliance of VAT. Besides, a study of the e-tax system in India by Motwani et al.,
(2015) indicates that although the adoption of e-tax in this country is not compulsory, e-
filing of tax returns and e-payment still increases tax compliance of taxpayers. Findings
by Muturi and Kiarie (2015) from Kenya also support the previous ones that there is a
strong positive correlation between the adoption of the e-tax system through online tax
registration and online tax return filing. In summary, the adoption of electronic tax
system influence taxpayers’ compliance.

Muturi & Kiarie (2015) conducted a study to examine the effects of the E-tax system on
the tax compliance of small enterprises by studying independent variables (e-tax
registration, e-tax deposit, e-filing, and e-tax transfers). The study covered 60
companies, and they concluded that the e-tax system has a positive impact on tax
compliance.

In their study Gwaro et al. (2016) assessed the level of awareness of the technical use
of applying tax returns online for small and medium-sized companies in Kenya. The
study examined the effect of (computer knowledge and skills, e-Tax system use,
privacy, and security) on tax compliance. Within their work, the study described the
factors that affect the acceptance and adoption of e-programs using several theories
such as TAM, the unified theory of technology acceptance and use, the logical action or
reasoned action, and the theory of diffusion of innovations. On the other hand, Gwaro et
al. (2016) did not found a statistically significant effect on tax compliance among the
study variables but only for the computer literacy variable.

Soneka and Phiri (2019) attempted to evaluate the factors affecting the adoption of e-

tax systems in Zambia. One hundred participants were surveyed about e-registration
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and e-payment e-tax return and submission of declarations. Using TAM to explain the
results, the study indicated that most of the participants submitted their tax declarations
and paid the taxes via the e-tax system. Several taxpayers did not use e-tax due to fear
of privacy risks and the difficulty of application and fear of not getting the declared
benefits. The study recommended that the authorities carry out more awareness and

highlight the importance of adopting e-tax systems.

According to Jahirul (2016), Electronic Billing Machines have helped to cut down time
spent on screening books of accounts. Auditors used to spend hours investigating and
going over massive documentation but with the EBM, audits are easily conducted and
by use of Electronic Billing Machines, URA is now able to catch tax evaders with less
effort. The same technology is used in countries such as Sweden, Germany, Greece,
Ethiopia and Kenya to combat tax evasion because every registered machine records
all transactions and indicates Value Added Taxes expected to be remitted to
government funds. The use of Electronic Billing Machines discourages some taxpayers
who were found of keeping two receipt books or non-issuing tax receipts to clients,
irrespective of the quantities bought, which encouraged tax evasion.

The best way to use EBMs to improve VAT compliance is to introduce them alongside
two complementary interventions (Mascagni et al., 2016). Firstly, there is need for
interventions that reinforce the issuing of EBM receipts where non-compliance is
identified (receipt audits). These also provide data to establish true patterns of sales,
which is used by the second intervention type. This second intervention uses targeted

data analytics that automatically identifies when a firm is engaged in ‘irregular’ or
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‘suspicious’ behavior (e.g. issuing much fewer receipts than usual, issuing receipts
without buyer-firm corroboration, or misclassifying items). The most powerful way in
which EBMs can reinforce voluntary VAT compliance is by taking both approaches
jointly; a data-driven approach to ‘spot’ irregular patterns and automatically ‘remind’
EBM users of non-complying behavior.

E-payment has been designed to help individual customers and companies as well as
the banks in eliminating or reducing some of the problems inherent in the settlement
and payment process. Customers can pay their bills without having to actually move to
the bank’s premises (Pariwat & Hataiseere, 2014). They may also have access to their
account information and even transfer money to other accounts in the comfort of their

homes.

9.4. Relationship between Attitude of Tax Payers and Tax Compliance

Attitude towards e-tax system are the negative or positive views individual may hold
towards E-tax system (Sadress et al., 2019). Devos (2012) in his study also found a
significant relationship between tax professionals and compliance behaviours of
taxpayers, meaning employing tax professionals would improve tax compliance among
taxpayers. Similarly, findings by Bergman (2002) further supported by McCoon (2011)
indicate that in Latin America there is a strong influence of social and cultural values on
voluntary tax compliance within the country. Further, Kubick et al., (2015) indicate that
organizations are likely to model tax compliance behaviours of organizations they

perceive to be more successful and legitimate than them, and this means that tax
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compliant organizations play a big role in modelling compliance behaviours of
organizations in their industry.

Using the technology acceptance model (TAM), (llias et al., 1970) studied taxpayers'
attitudes using the e-tax filing system. The study conducted in Malaysia aimed to
identify the differences in the taxpayers' attitude based on the following variables
(gender, level of education, experiences) and the relationship between taxpayers'
attitudes and the following factors (Perceived usefulness, perceived ease of use,
information system quality, information quality, and perceived credibility). The study
indicated that there are differences in taxpayers' attitudes to the system of filling
electronic tax returns, which are related to the variables of experience and education.
There are no differences between the attitude and the determinants (Perceived
usefulness, perceived ease of use, information system quality, information quality, and
perceived credibility).

Kiring' a et al., (2017) investigated the effect of e-tax returns through (taxpayers' attitude
towards the direction of e-tax returns and their technical skills in preparing e-tax returns)
on tax compliance. After analyzing 316 companies' data, the results indicated that
online tax returns have an impact on the level of tax compliance. Additionally, this study
showed a negative correlation between taxpayers' attitude on e-tax returns and tax
compliance and a positive correlation between the e-tax return and tax compliance's
technical skills.

In their study, Kuria & Omboi (2016) presented the elements that affect the formation of
taxpayers' attitudes and the effect of these elements on tax compliance. This study

concluded that there is an effect of the tax burden factor. In contrast, there was neither
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effect of governmental accountability factors nor knowledge of the laws and regulations
applicable to taxpayers' attitudes. However, it is found that there is a relationship

between taxpayer attitude and tax compliance.

2.5. Relationship between E-tax Application, Tax Payer’s Attitude and Tax
Compliance

Attitude towards electronic tax system refers to the degree to which a taxpayer has
favourable or unfavourable evaluation towards use of the electronic tax system (Ajzen &
Fishbein, 1975; Jayawardane and Low, 2016). Several researchers’ findings indicate
that there is a relationship between attitude towards electronic tax system and tax
compliance (Gwaro et al., 2016; Al-Debei et al., 2015). Findings by Kiringa and Jagongo
(2017) indicate that there is a strong relationship between the perception towards online
tax filing in terms of ease and simplicity to file and also the system being secure and tax
compliance. This means that a unit increase in perceptions or attitudes towards online
tax filing would lead to increase in tax compliance among medium and small enterprises
in Kibwezi sub-county in Kenya. Furthermore, Gwaro et al., (2016) suggest that there is
a strong relationship between attitude towards electronic tax system and tax
compliance. Also, Chan et al., (2000) found out that Hong Kong taxpayers have low
promising attitude towards electronic tax system which results into lower level of tax
compliance. Kiringa and Jagongo (2017) also propose that consumer attitudes towards
online system is positively and directly affected by trust and perceived website
reputation; this implies that if taxpayers perceive or evaluate the e-tax system to be

secure, they will trust the system and will have favourable attitudes towards the e-tax
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system leading to tax compliance. Maisiba & Atambo (2016) however noted that
electronic filing system is still a problem to many taxpayers because of the many
features on the Web portal; yet, tax terms are not easily understood by small business
owners, as most of them are illiterate which affects their compliance behaviours.

Kamarulzaman and Azmi (2010) addressed the evaluation of the Malaysian experience
in adopting the submission of e-tax declarations as an important e-government service
that gains the interests of taxpayers to fulfill tax compliance requirements. And they
carried out this study with a risky environment due to performance and trust-ability risk
as it was at the same time as launching the e-tax system. According to Anna & Yusniza
(2010) the ETA is based on the application of information and communication
technology that most governments all over the world have been using to improve the
provision of public services and public administrative procedures. The e-tax system is
considered as the process of assessing, collecting, and managing the taxation process
through an electronic system (Olaoye & Atilola, 2018). In similarity, Wasao (2014)
defines the e-tax system as an online platform that allows taxpayers to access tax
services and fulfill their tax obligations through the internet. Lee (2016) also indicates
that the e-tax system contains powerful tools, which not only enable the integration of
tax information provided by taxpayers, but also reduce tax compliance costs with
efficient, transparent, and trustworthy services that ultimately enhance tax ethics and
trust in tax administration. Nasir & Mirta (2019) argues that the e-tax system, in
particular for tax filing and paying, would benefit both taxpayers and tax authorities if it
was well implemented and used by most taxpayers. Besides, other authors admit the

positive impact of the e-tax system on tax compliance (Allahverdi et al., 2017). Maisiba
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& Atambo (2016) also support the conclusion that the e-tax system improves tax
compliance by facilitating faster access to tax services without the need for tax
authorities. These authors focus on the e-tax system which was established by Kenya
Revenue Authority to increase financial collection, administration, avail services to the
taxpayers all the time from anywhere, reduce costs of compliance and improve tax
compliance. The e-tax system enables for taxpayers an internet-based PIN registration,
returns filing, and payment registration to allow for tax payments and status inquiries
with real-time monitoring of accounts.

The attitude towards an e-tax system also significantly influences the adoption of an e-
tax system based on three aspects: perceived ease of use, the intensity of behavior,
and the users’ satisfaction (Do et al., 2022). In other words, the easier the e-tax system
is to use, the more motivated and more willing taxpayers are to apply it. This also partly
results in the effective interactions between the e-tax system and taxpayers. It is
remarkable that taxpayers with computer skills will find an e-tax system easier to adopt
than those without (Zaidi et al., 2017). Indeed, these skills are found to influence the
individual’'s perception that a system is easy to use. The higher the computer skills an
individual possesses, the more the individual will perceive that the technology is easy to
use (Igbaria & Livari, 1995; Wang et al, 2015). The study by Wang et al., (2015) also
proves that computer self-efficacy affects the intention to adopt an electronic tax filing
system by positively affecting perceived ease of use and perceived usefulness. The
research by Zaidi et al., (2017) confirms a positive and significant relationship between
computer skills and the perceived ease of use of an e-tax system. That is, individuals

with higher computer skills will perceive that using an e-tax system is easy. The
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relationship between attitude towards an e-tax system and adoption of the e-tax has
also been proved by a number of studies including Barati et al., (2014). Findings by
Barati et al., (2014) show that the level of adapting to the e-tax system depends on the
attitudes of the taxpayer. These attitudes are demonstrated by perceived risk in relation
to breaking privacy and disclosure of information. Similarly, Asianzu and Maiga (2012)
argue that taxpayers in Uganda are not ready to use the e-tax system if they have
negative attitudes towards it. In another study, the perception towards online tax filing in
terms of ease and simplicity to file has a very close relationship with tax compliance
(Kiring et al., 2017). With the same opinion, Ramlah (2010) discovered that the more
the taxpayers believe in the e-tax system, the more committed they will become towards

using the system.
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CHAPTER THREE: METHODOLOGY
This section deals with the practical procedures that was used in carrying out this study.
It gives details of the research design to be adopted, population of study, data collection

procedures and the final data analysis techniques that was applied.

3.1. Research Design

This study employed a cross-sectional approach. Cross sectional approach, based on
survey design was used because it is simple, cheap and less time consuming, it
enables collection of data from different respondents at once and also from large pool of

respondents and appropriate for collecting data at a point in time (Sekaran, 2003).

3.2. Study Population
The study population covered 400 SMEs profiled in Arua district (Uganda Investment
Report, 2020) and it targeted mostly the hardware shops, supermarkets, General

merchandizers, construction companies’ electronic shops and secretarial bureaus.

3.3. Sample Size and Sampling Techniques

The sample size were 196 SMEs in Arua district based on Krejcie and Morgan Sample
Size determination table 1970.Sampling was done by use of statistical analysis of the
SMEs from the large population. It was followed by a simple random sampling to ensure
that every SME stands a chance of being selected in the study. Simple random
sampling was used because the study is intended to select a representative without
bias from the accessible population and all respondents would have an equal chance of

selection (Onen, 2016). Each member of the target population would have an equal and
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independent chance of being included in the sample. The unit of analysis was the
SMESs. The researcher issued one (1) questionnaire each to 196 SMEs, totalling to 196
guestionnaires. One respondent from each SME will be purposively selected for the
study because of their position and knowledge matter about the business and they were
also serve as a unit of inquiry. Purposively, the sampled worker from each SME would
be either the Salesperson, Accountant /Accounts Assistant or the owner. Purposive
sampling is appropriate because it enables the selection of informed persons who
possessed vital information and comprehensive enough to gain a better insight into the

real issues or problem.

3.4. Source of Data and Data Collection

Primary Source. Primary data was collected or obtained from respondents through
issue of survey questionnaires. The researcher used questionnaires as data collection
instrument. These questionnaires would be administered by the researcher himself for
purpose of explaining to the respondents the reason for the research and receive
appropriate and reliable information from the respondents. This instrument is
appropriate to the study owing to the fact that it is less expensive to administer and easy
to use and analyze, compared to other instruments such as focused group discussions

and observations (Amin, 2005).

Secondary Source. Secondary data was obtained from journals, books in libraries,
newspapers, reports, magazines, minutes and other online resources. This involves
reviewing information from already published documents and may contain information

about the taxation and E-tax systems, and any other source of information relevant to
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the study area (Leary, 2004). Documents that include policy documents, credit manuals,
annual reports, monitoring and evaluation reports and other reference documents that
are used in the institutions was used to supplement already given information by the

guestionnaires and interviews.

3.5. Validity and Reliability

Validity

Bhattacharya & Vogt (2007) defines validity as “the truth or accuracy of the research”.
Bhattacharya & Vogt (2007); Saunders et al (2009); and Sekaran & Bougie (2010) add
that it is the extent to which the data collection instrument measures as well as the
appropriateness of the measures coming to accurate conclusions. In this study, the
validity of the instruments was established by seeking expert advice on the contents of
the research instrument, ambiguities in questions and their relevance to the study. This
would enable an instrument to measure what it is intended to measure. After
identifying the vague and ambiguous questions, corrections was made and final
instrument prepared through, where possible, the guidance of the supervisors. Amin
(2005) state that a content validity index of 0.7 and above qualifies the instrument for
the study. Content validity index (CVI) was computed basing on the relevance of each
item as; CVI = K/N. Where CVI is content validity index, K is total number of relevant
guestions and N is total number of items in the questionnaire. In other words, content
validity ratio was used to calculate the Content Validity Index, using the formula below
as advanced by Lawshe (1975).

CVI = Total Number of items rated by all respondents
Total Number of items in the Instrument
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Reliability

On the other hand, reliability is defined as the consistency of either measurement or
design to give the same conclusions if used at different times or by different scholars
(Bhattacharya & Vogt, 2007). That is, the consistency of the instrument in picking the
needed information (reliability) was done by pre-testing the questionnaire on a sample
of the intended respondents. This helped to ensure appropriateness of questions,
comprehension by the respondents and that there was no problem with wording of
questions. The first step in ensuring reliability was by providing clear operational
definitions of the variables under study as well as split-half reliability using Cronbach’s
Alpha (Sekaran & Bougie, 2010). If Cronbach’s Alpha value equaled to 0.7 and above,
then the instrument was considered satisfactory (Cronbach, 1951; Sekaran & Bougie,
2010).

The questionnaires were given to 30 project coordinator/project manager to give their

opinion regarding the relevance of the questions using a 5-point Likert scale.

Table 1: Reliability coefficient for each variable

Variables Cronbach’s Number of
Alpha items
E-Tax Application 742 8
Tax Payer’s Attitude 792 10
Tax Complaiance 757 11

Source: Primary data from analysis

According to Nunnally, (1978) and Field, (2009) recommended a cut-off alpha

coefficient of 0.7 is sufficient to prove that the instrument is reliable. Therefore, the
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reliability coefficients of the research instruments were higher than 0.7, implying that the

instrument was reliable.

3.6. Measurement of Variables

Measurement of variables gives the researcher information regarding the extent of
individual difference on a given variable (Mugenda & Mugenda, 1999). The
guestionnaire was designed based on five rating levels created by Likert and referenced

”

by many later researchers. Specifically, the five ratings include “strongly agree”, “agree”,
‘normal”, “disagree”, and “strongly disagree” for convenient give feedback. The
appropriate measurement of instruments was used to measure and categorize data in
an orderly form using a five Likert scale on the questionnaire. A Likert’ scale consisting
of a number of statements which express either favorable or unfavorable attitude
towards a given subject to which the respondent will be required to respond. Each
response was given a numerical score indicating whether favorable or unfavorable and
the scores were totaled to measure the respondent’s attitudes. The scale would help the
researcher to express the extent to which the objectives were achieved.

As operationalized, E-tax application (tax filing, preparing & submitting tax returns,
preparing & processing correct tax reports, and tax registration procedure) and
Taxpayer attitude (perceived effortlessness, perceived worth, security/privacy risk, and
reliability/performance risk) were presented as the independent variable and tax
compliance (tax payment compliance, fulfillment of regulatory compliance requirements
and fulfillment of reimbursement compliance requirement) as the dependent variable

(Night & Bananuka (2020; Musimenta et al., 2017; Marti, 2010). In order to collect the

research data, the questionnaires were developed on the basis of indicators measuring
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concepts in the conceptual framework. A pilot test was also be conducted with a small
sample of respondents to ensure there is no misunderstanding about the content of the

guestion and to adjust the final form of the questionnaire.

3.7. Data Processing and Analysis

Data from the field was compiled, sorted, edited and coded to have the required quality,
accuracy and completeness. It was then be entered into the computer using the
Statistical Package for Social Sciences (SPSS 23) for analysis. The data was analyzed
according to the research questions. Descriptive statistics was used to describe the
characteristics of the respondents. Correlation and regression tests will be used to
establish the existence and nature of relationship between E-tax application, attitude of

taxpayers and tax compliance among SMEs in Arua district.

3.8. Ethical Consideration

Before commencing the research, an introductory letter from the University was sought.
The purpose of the study was also explained to the respondents to avoid
misunderstandings and inconveniences to the respondent. The information collected
was also kept as confidential as possible. Respondents were not coerced during the
study to give responses. The researcher would follow the necessary protocols and

adhered to the ethical guidelines of the University regarding this research.
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CHAPTER FOUR: DATA ANALYSIS, PRESENTATION AND INTERPRETATION OF
THE FINDINGS

4.1 Introduction

This chapter covers the analysis, presentations and interpretation of the findings. The

purpose of the study was to investigate the relationship between electronic tax

application, tax payer's attitude and tax complainace among Small and Medium

Enterprises in Arua district. Therefore, the presentation of the findings was guided by

the research objectives.

4.2 Response rate

The study targeted a sample size of 196 small and medium enterprises from which 163
filled in and returned the questionnaires making a response rate of 83.2%. This
response rate was satisfactory to make conclusions for the study as it acted as a
representative. According to Mugenda and Mugenda (1999), a response rate of 50% is
adequate for analysis and reporting; a rate of 60% is good and a response rate of 70%
and over is excellent. Based on the assertion, the response rate was excellent. This non
response may be attributed to factors like failure to get time due to their tight work

schedules.

4.3 Demographic characteristics

Table 2:Gender of respondents

Frequency Percent Cumulative Percent
Male 86 52.8 52.8
Valid Female 77 47.2 100.0
Total 163 100.0

Source: Primary data from analysis
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The study established that male respondents were the majority at 52.8%; while female
respondents were 47.2%. This shows that generally, there is a margin between males
and females in the Small and medium enterprises in Arua District in Uganda. This also
implies that more men respond to small and medium enterpsies as compared to

women.

Table 3: Age group of respondents

Frequency Percent Cumulative
Percent

18 - 25 years 60 36.8 36.8

26 - 35 years 77 47.2 84.0
valid 36 - 45 years 13 8.0 92.0

46 - 55 years 6 3.7 95.7

Above 55 years 7 4.3 100.0

Total 163 100.0

Source: Primary data from analysis

The results in Table 2 show that majority of respondents were in the age bracket of 26 -
35 years which was 47.2%. Only 7 respondents were between above 55 years at 4.3%.
This means that small and medium enterprises had a fairly matured, energetic staff and
productive and most likely work hard. However, this could imply that such a young
group of workers are to get easily satisfied on self employed due to limited

responsibilities. The findings on age also show that the sample was fairly selected to i

31



nclude all characteristics of the population under study.

Table 4: Level of respondents

Frequency Percent Cumulative
Percent
Certificate 102 62.6 62.6
Diploma 46 28.2 90.8
Valid Bachelor's Degree 12 7.4 98.2
Master and above 3 1.8 100.0
Total 163 100.0

Source: Primary data from analysis

On respondents’ level of education attained, the study revealed that most of the
respondents as shown by 62.6% had attained certficate education whereas 28.2% of
the respondents had attained diploma education, 7.4% attained bachelor’s degree and
1.8% of the respondents had master degree. This implies that respondents were fairly
educated and therefore they were in position to respond to the research questions with

ease.

Table 5: Years of business ownership or management of respondents

Frequency Percent Cumulative
Percent
3- 5 years 68 41.7 41.7
6 - 8 years 51 31.3 73.0
Valid 9-11 years 19 11.7 84.7
12 and above years 25 15.3 100.0
Total 163 100.0

Source: Primary data from analysis

The study sought to establish the period which the respondents had owned or managed
the business in the small and medium enterprises. From the research findings, the
study revealed that majority of the respondents as shown by 41.7% had managed the

business for between 3 - 5 years whereas 11.7% of the respondents had owned the
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business for a period of 9 - 11 years. This implies that majority of the respondents had
woned SMEs for a considerable period of time and thus they were in a position to give
credible information rating to this research. Such a finding could imply that majority were

sufficiently conversant with the issues affecting SMEs.

4.4 Bivariate Correlation Analysis

In this analysis we determine the extent to which changes in tax compliance is
associated with changes in electronic tax application and tax payer’s attitude. To
guantify the strength of the relationship between the variables, the study used
Pearson’s coefficient of correlation. The Pearson product-moment correlation coefficient
is a measure of the strength and direction of a linear association between two variables
and is denoted by r. The Pearson correlation coefficient, r, can take a range of values
from +1 to -1. A value of O indicates that there is no association between the two
variables. A value greater than O indicates a positive association, that is, as the value of
one variable increases the value of the other variable also increases. A value less than
0 indicates a negative association, that is, as the value of one variable increases the
value of the other variable decreases. The Pearson’s coefficient was used to verify the
existence or non-existence of linear correlation between and among the variables. The

findings are presented as follows;
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Table 6: Pearson’s Product Moment Correlation analysis

1 2 3
E-Tax Application (1) 1.000
Tax Payer’s Attitude (2) .614" 1.000
Tax Compliance (3) 455" 486" 1.000
Significant .000 .000
N 163 163 163

** Correlation is significant at the 0.01 level (2-tailed).
Source: Primary data from analysis

4.5.1 The relationship between electronic tax application and tax compliance

The first objective of the study was to examine the relationship between electronic tax
application and tax compliance. Results from Table 6 above reveal that there is a
significant positive relationship between electronic tax application and tax complianace
(r = .455**, P-value< 0.01). In this finding the correlation between electronic tax
application and tax compliance is significant at 0.01 levels (2-tailed). This implies that

change in tax compliance is attributable to electronic tax application.

4.5.2 The relationship between tax payer’s attitude and tax compliance

The second objective of the study was to examine the relationship between tax payer’s
attitude and tax compliance. Results from Table 6 above reveal that there is a
significant positive relationship between tax payer’s attitude and tax compliance (r =
.486**, P-value< 0.01). In this finding the correlation between tax payer’'s attitude and
tax compliance is significant at 0.01 levels (2-tailed). This means that an improvement in

tax complianace is attributable to tax payer’s attitude.
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4.6 Lineer Regression Analysis

Linear regression analysis is the statistical technique that identifies the relationship
between two or more quantitative variables: a dependent variable, whose value is to be
predicted, and an independent or explanatory variable (or variables), about which
knowledge is available. The technique is used to find the equation that represents the
relationship between the variables. Multiple regressions provide an equation that
predicts one variable from two or more independent variables. Regression analysis is
used to understand the statistical dependence of one variable on other variables. The
technique can show what proportion of variance between variables is due to the

dependent variable, and what proportion is due to the independent variables.

The regression model was used to answer the third objective of the study as was to
examine the effect of electronic tax application and tax payer's attitude on tax
compliance of SMEs in Arua district in Uganda. The results are summarized in the

Table 7 below.
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Table 7: Linear Regression Analysis

Model Unstandardized Standardized T Sig. Collinearity
Coefficients Coefficients Statistics
B Std. Beta Tolerance VIF
Error
(Constant) 1.823 .301 6.048 .000
E-Tax 246  .084 251 2938 004 623 1.605
1 Application
Tax Payer’s
. .316 .081 .332 3.899 .000 .623 1.605
Attitude

a. Dependent Variable: Tax compliance of SMEs
Model Summary

R =.525

R? =276

Adjusted R? = .266

Sig. F Change = .000

Std. Error of the Estimate = .42799

Source: Primary data from analysis

The relation between the variables can be illustrated graphically, or more usually using
an equation. The study adopted simple regression guided by the following model:
Y=B0+ B1X1+ B2X2 +E, where Y= Tax compliance, X1=Electronic tax application,
X2=Tax payer’s attitude, B1 and B2= coefficients, f0= is a constant term and E=Error
term in the equation.

Table 7 present results of the simple linear regression of effect of electronic tax
application and tax payer’s attitude on tax compliance of SMEs in Arua district in

Uganda. We can see that all the constant, electronic tax application and tax payer’s
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attitude contribute significantly to the model by looking at the Sig. column. We can
derive a simple regression analysis equation from column B as Y=1.823 +
0.246X1+0.316X2+0.301

Table 7 provides R and R2 The R value is 0.525 which represents the simple
correlation. It indicates a higher degree of correlation. The R? value shows how much of
the dependent variable (Tax compliance) can be explained by the independent variable
(electronic tax appalication and tax payer’s attitude). In this finding 26.6% can be
explained which is large. The independent variables studied explain only (26.6%) of the
effects of electronic tax applaication and tax payer’s attitude of SMEs in Arua district as
represented by R2. This means that the other variables not studied in this research
contributed (73.4%) and thus further research should be conducted to investigate these
other effects of celectronic tax application and tax payer’s attitude on the tax compliance
of SMEs in Arua district in Uganda.

The results from the Table 7 above showed that electronic tax application and tax
payer’s attitude in the regression model had significant positive effect on tax compliance
(betax = .251 and betar:=.332, p value =.004 and 0.000; p<.01). This implies that
electronic tax application and tax payer’s attitude had an effect on tax compliance of
SMEs in Arua District. Therefore, it implies that there is statistical evidence that
electronic tax application and tax payer’s attitude had an effect on tax compliance. We
can conclude that there is sufficient statistical evidence to suggest that electronic tax

application and tax payer’s attitude impact on tax compliance of SMEs in Arua District.
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CHAPTER FIVE: DISCUSSION, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction
This chapter provides the discussion, conclusions and recommendations derived from

the findings of the study in chapter four presented in order of objectives.

5.2 Discussion of the Findings
The study focused on the predictive potential of e-tax application and tax payer’s

attitude on tax compliance as discussed below;

5.2.1 The relationship between e-tax appalication and tax compliance of SMEs

The results of Pearson correlation coefficient reveal that there is a positive relationship
between e-tax appalication and tax compliance which was significant. This implies that
an improvement in e-tax application such as tax fling, preparing and submitting tax
returns, preparing and processing correct tax reports and tax registration precedure are

associated with positive changes in tax compliance of SMEs in Arua district.

The regression model evaluated the predictive power of e-tax application on tax
compliance of SMEs in Arua district. The study findings revealed a positive and
significant influence of e-tax application on tax complaince. The findings furthermore
reveal that e-tax application exerts an effect on tax compliance. This therefore means
that e-tax compliance is a prerequisite in achieving tax complianace of SMEs in Arua

district.
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This finding concurs with the results reported by Bhuasiri et al., (2016) the adoption of
e-tax significantly contributes to both tax compliance and the transparency of business
transactions and tax services. From the policy perspective, if the e-tax system is well-
planned and well-executed, it could lead to a higher level of tax compliance. From the
tax compliance process approach, Do et al., (2022) argue that the implementation of e-
filing and e-billing has significantly positive effects on the compliance of individual
taxpayers. Similarly, Muturi & Kiarie (2015) emphasize that there is a positive
relationship between e-registration and tax compliance of VAT. Besides, a study of the
e-tax system in India by Motwani et al., (2015) indicates that although the adoption of e-
tax in this country is not compulsory, e-filing of tax returns and e-payment still increases
tax compliance of taxpayers. Findings by Muturi and Kiarie (2015) from Kenya also
support the previous ones that there is a strong positive correlation between the
adoption of the e-tax system through online tax registration and online tax return filing.
In summary, the adoption of electronic tax system influence taxpayers’ compliance.

Muturi & Kiarie (2015) conducted a study to examine the effects of the E-tax system on
the tax compliance of small enterprises by studying independent variables (e-tax
registration, e-tax deposit, e-filling, and e-tax transfers). The study covered 60
companies, and they concluded that the e-tax system has a positive impact on tax

compliance.

In contrary, Gwaro et al., (2016) assessed the level of awareness of the technical use of
applying tax returns online for small and medium-sized companies in Kenya. The study
examined the effect of (computer knowledge and skills, e-Tax system use, privacy, and

security) on tax compliance. Within their work, the study described the factors that affect
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the acceptance and adoption of e-programs using several theories such as TAM, the
unified theory of technology acceptance and use, the logical action or reasoned action,
and the theory of diffusion of innovations. On the other hand, Gwaro et al., (2016) did
not found a statistically significant effect on tax compliance among the study variables

but only for the computer literacy variable.

According to the researcher, it was found that for SMEs e-tax application model of
Technology Acceptance Model as developed by Davis in 1986 provides a basis for
explaining the behavior of individuals from the use and adopting of e-applications
according to the following considerations: perceived ease of use, perceived usefulness,
privacy risks, and performance risks. To explain and predict the user of information
technologies' behavior, many scholars employ it to explain the acceptance of the use
and adoption of new technology. Many studies utilized this model provided strong
evidence supporting the role of this model in predicting users' behavior. The model
provides a basis for explaining the behavior of individuals for the technical programs
intended to be used. It is used to explain the tax payer's behavior from the use and
adoption of e-tax applications, also, its impact on tax compliance on a set of
considerations that include perceived usefulness, privacy risks, perceived ease of use
and performance risks.

5.2.2 The relationship between tax payer’s attitude and tax compliance .

The results of Pearson correlation coefficient established that there existed a positive
relationship between tax payer’s attitude and tax compliance which was significant. This

means perceived effortlessness, perceived worth, security risk and performance risk
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enhances tax comppliance in term of tax payement compliance, fulfilment of regulatory
compliance requirements and fulfillment of reimbursement compliance requirement of
SMEs in Arua district. In addition, the results of the regression model revealed that tax
payer’s attitude was the best predictor of tax compliance compared to the e-tax
application.

This result is similar to the findings reported by Devos (2012) in his study also found a
significant relationship between tax professionals and compliance behaviours of
taxpayers, meaning employing tax professionals would improve tax compliance among
taxpayers. Similarly, findings by Bergman (2002) further supported by McCoon (2011)
indicate that in Latin America there is a strong influence of social and cultural values on
voluntary tax compliance within the country. Further, Kubick et al., (2015) indicate that
organizations are likely to model tax compliance behaviours of organizations they
perceive to be more successful and legitimate than them, and this means that tax
compliant organizations play a big role in modelling compliance behaviours of
organizations in their industry.

Using the technology acceptance model (TAM), (llias et al., 1970) studied taxpayers'
attitudes using the e-tax filing system. The study conducted in Malaysia aimed to
identify the differences in the taxpayers' attitude based on the following variables
(gender, level of education, experiences) and the relationship between taxpayers'
attitudes and the following factors (Perceived usefulness, perceived ease of use,
information system quality, information quality, and perceived credibility). The study
indicated that there are differences in taxpayers' attitudes to the system of filling

electronic tax returns, which are related to the variables of experience and education.
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There are no differences between the attitude and the determinants (Perceived
usefulness, perceived ease of use, information system quality, information quality, and
perceived credibility). Kiring et al., (2017) investigated the effect of e-tax returns
through (taxpayers' attitude towards the direction of e-tax returns and their technical
skills in preparing e-tax returns) on tax compliance. After analyzing 316 companies’
data, the results indicated that online tax returns have an impact on the level of tax
compliance.

According to Theory of Reasoned Action (TRA), behavioral intention is determined by
attitudes and subjective norms (Ajzen & Fishbein, 2004; Ajzen & Fishbein, 1975).
Attitudes are sets of beliefs about a certain object or an act that may translate into the
intention to carry out the act (Schwartz, 1992). Subjective norms are related to the
normative belief that a person complies with the expectations of other people. Intention
in an attitude-behavior relationship is influenced by the level of effort required to
exercise the behavior (Bagozzi et al., 1990). The theory of reasoned action (acting
rationally) by Ajzen & Fishbein (1975) explains the relationship between an individual's

attitude and behavior for a particular situation.

5.2.3 The effect of e-tax application and tax payer’s attitude on tax compliance

The results in the model Table 6 showed that overall e-tax application and tax payer’s
attitude explain compliance by 26.6%, that is, the variables under study of tax
compliance of SMEs in Arua district. This implies that tax compliance is not only
explained by e-tax applaication and tax payer’s attitude, but also by other variables

which call for the feature study (73.4%).
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The findings of this study concur with the Kiringa and Jagongo (2017) indicate that there
is a strong relationship between the perception towards online tax filing in terms of ease
and simplicity to file and also the system being secure and tax compliance. This means
that a unit increase in perceptions or attitudes towards online tax filing would lead to
increase in tax compliance among medium and small enterprises in Kibwezi sub-county
in Kenya. Furthermore, Gwaro et al., (2016) suggest that there is a strong relationship
between attitude towards electronic tax system and tax compliance. Also, Chan et al.,
(2000) found out that Hong Kong taxpayers have low promising attitude towards

electronic tax system which results into lower level of tax compliance.

5.3 Conclusion

From the above findings, the researcher made the following conclusions;

5.3.1. The first objective of the study was to examine the relationship between E-tax
application, and tax compliance among SME. The findings of the study demonstrated
that E-tax application is predictor of tax compliance of SMEs. This implies that E-tax
application such as tax filing, preparing & submitting tax returns, tax registration
procedure and preparing and processing correct tax, reports influences positively and
affects tax compliance through tax payment compliance, fulfilment of regulatory

compliance requirements, fulfilment of reimbursement compliance requirement.

5.3.2. The second objective of the study was to assess the relationship between attitude
of tax payers and tax compliance among SMEs. The findings of the study indicated that
attitude of tax payers are predictors of tax compliance. This shows that perceived

effortlessness, perceived worth, security/privacy risk, and reliability/performance risk are
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associated with tax compliance and positively influences tax compliance through tax
payment compliance, fulfilment of regulatory compliance requirements, fulfilment of

reimbursement compliance requirement.

5.3.3. The third objective of the study was to establish the relationship between E-tax
application, attitude of tax payers and tax compliance among SMEs. The findings of the
study demonstrated that E-tax application and attitude of tax payers are predictors of tax
compliance (tax payment compliance, fulfilment of regulatory compliance requirements,
and fulfilment of reimbursement compliance requirement). This, therefore, suggests that
the higher the E-tax application and attitude of tax payers, the more tax compliance of the
SMEs could be improved. The study concluded that E-tax application and attitude of tax
payers to a greater extent lead to tax payment compliance, fulfilment of regulatory
compliance requirements, and fulfilment of reimbursement compliance requirement of
SMEs.

Therefore, the findings of the correlation analysis showed a significant positive
association between e-tax application and tax compliance. It also indicated a positive
significant relationship between tax payer’s attitude and tax compliance implying that
the level of tax payer’s attitude is associated directly with complaiance. The regression
analysis showed that e-tax application predicts tax complaiance by 25.1% while tax

payer’s attitude predicts tax complaiance by 33.2%.
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5.4 Recommendations

The study recommends the following as per objectives

The first objective of the study was to examine the relationship between E-tax
application, and tax compliance among SMEs. Training should be done to the tax
payers on how to use the e-tax application system in filing and paying tax. This can be
done by the government through URA by periodically organizing training workshops for
the tax payers on how to use the system in filing and paying tax through the online
platform. Also, the government should also carry out campaign awareness on the
benefits of using the E-tax application system in tax payment. As much as the
government has tried this in the past it still to be enhanced in order to bring everyone

under online filing and payment of tax returns.

The second objective of the study was to assess the relationship between attitude of tax
payers and tax compliance among SMEs. Business owners should embrace the E-tax
application system and support their employees to know how to operate the system.
This can be done by purchasing desktops and subscribing for internet in order for them
to learn and get experience in the operation of the E-tax application system. This will
save the business owners greatly in terms of the amount paid to the consultant in filing
and payment of tax online.

The third objective of the study was to establish the relationship between E-tax
application, attitude of tax payers and tax compliance among SMEs. The government
through URA should ensure that there is strong network connection and that the tax

payers are not inconvenienced in any way in the process of tax remittance. This can be
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achieved by the government through investing more in fibre optics in order to boost

connection and make tax payers able to file and pay their tax online efficiently.

5.5. Limitations of the Study

Unwillingness of respondents to fill questionnaires. The researcher ensured
consistency in contacting the respondents and make sure reminders were
sent to them to fill the questionnaires.

Respondents having a view of not obtaining any direct benefit from the
research results. The researcher tried to convince the respondents to spare
some little time to answer the questions.

The area under study needed a lot of resources to be used in terms of money
and time. The researcher had to adhere to budget limits and time schedules.
Besides getting data from some of internet websites requires membership
registration yet the costs associated with such registration are significant. As
a result of this, accessibility to some electronic libraries to get journals was

restricted.

5.6 Areas for further Study

Future research can focus on the longitudinal research with qualitative approach to

underpin the effect of e-tax application and tax payer’s attitude on tax compliance. This

will help to establish the correct sequence of events, identify changes over time and

provide insight in to cause and effect relationships. This research investigated the

influence of e-tax application and tax payer's attitude on tax complianace, future

research can examine the effect of e-tax application and tax payer’s attitude on tax
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complianace using mediating variables. There is need to determine the other predictors
of tax complianace since e-tax application and tax payer's attitude only predicted
26.6% of the variance in tax complianace of SMEs in Arua district. Future scholars
should carry out similar studies on the effects of e-tax application and tax payer's
attitude on tax complianace in other Districts apart from Arua and comparison of the

findings need to be made.
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Questionnaire

MAKERERE UNIVERSITY

MAKERERE UNIVESITY BUSINESS SCHOOL

QUESTIONNAIRE ON ELECTRONIC TAX APPLICATION, TAY PAYER’S ATTITUDE,
AND TAX COMPLIANCE AMONG SMALL AND MEDIUM ENTERPRISES IN ARUA
DISTRICT.

Dear respondent, my name is Mambo Ismail a student of Makerere University pursuing
Master of Business Administration (MBA) and | am conducting an academic study on the
topic: Electronic Tax Application, Tax Payer’s Attitude, and Tax Compliance

among Small and Medium Enterprises in Arua District

This is purely academic research, you have been identified as a key person to give
accurate data about the study, the results of this study shall be aggregated not
presented individually. This is therefore to request for your participation in this study in
order to enable its completion. Your response to this questionnaire will serve as a
source of information for this purpose. Any response you provide here is strictly
confidential and will be used exclusively for the research purpose. Your honesty in
responding the right answer is vital for the research outcome to be reliable. Thank you

for your valuable time and cooperation.
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SECTION I: GENERAL INFORMATION

SECTION A: Social demographic characteristics of respondent (please tick in the

box of your choice)
1. Gender

Male:

Female:

2. Age group

Age Range 18-25 years | 26-35 years | 36-45 years 46-

Above 55

55years years

Tick

3. Level of Education

Certificate

Diploma Bachelor’s Degree Masters and above

5. Years of Business Ownership or Management.

3-5

6-8 9-11

12 & above

SECTION II: E-TAX APPLICATION

Please tick (V) the extent to which you agree with the following statements/questions

below:

ETA E-Tax Application (ETA) 1 |2|3|4 |5
Tax Filing

ETAL Our company is currently using the e-tax system to fulfill
tax obligations.

ETA2 Our company uses e-tax systems to file returns.
Preparing & submitting tax returns

ETA3 We use e-tax to pay taxes and fees.

ETA4 Our company has a computer system connected to the
Internet for the purpose of handling tax issues.
Preparing & processing correct tax reports

ETAS Our company uses the e-tax system to ensure

compliance with tax laws.
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ETA Our company uses the e-tax system to avoid tax
penalties.

ETA6 Our company is equipped with computer skills to solve
problems when using e-tax.
Tax registration procedure

ETA7 Our company registers for the tax identification number

through the e-tax system.

SECTION II: ATTITUDE

Please tick (V) the extent to which you agree with the following statements/questions

below:

ATTA Attitude Towards E-Tax Application (ATTA) 1 (2|3 |4
Perceived effortlessness

ATTALl | We find that the e-tax system is very convenient.

ATTA2 | We find that the e-tax system is very time saving.
Perceived worth

ATTA3 | The e-tax system is extremely essential and it supports
the operation of our business.

ATTA4 | We have positive feelings for the e-tax system.

ATTA5 | The e-tax system helps us to handle tax problems more
easily.
Security/privacy risk

ATTA6 | We find e-tax returns are difficult to file.

ATTA7 | We find the e-tax system insecure.
Reliability/performance risk

ATTA8 | We find the e-tax system safe, secure and convenient to
use.

ATTA9 | We find that it better to use the e-tax system than the
manual tax system.

ATTA10 | The e-tax system helps us to improve our services

delivery.

SECTION IIl: TAX COMPLIANCE

Please tick (V) the extent to which you agree with the following statements/questions

below:

TC Tax Compliance (TC) 1 |[2|3 |4
Tax payment compliance

TC1 Our company declares all income to the tax authorities
for tax assessment.

TC2 Our company pays taxes first before any other fees.

TC3 After filing returns, we proceed to pay tax on the due
date.

TC4 Upon filing returns, we register payment and proceed to
pay.

TC5 Our company pays the taxes assessed by the tax
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authorities.

Fulfillment of regulatory compliance requirements

TC6 Our company state all taxes when declaring returns.

TC7 Our company always pays taxes on time.

TC8 We always file returns on time.

TC9 Our company always submits returns on the e-
application system and at the same time submit (hard
copies) to the tax authorities.

TC10 When our accounts are not audited on the due date of
filing returns, we apply for extension of due date.
Fulfillment of reimbursement compliance
requirement

TC11 Our company has been exempted from paying

withholding tax.

Thank you very much
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Table for Sample Size Determination

N S N S N S
10 10 220 140 1200 201
15 14 230 144 1300 297
20 19 240 148 1400 302
25 24 250 152 1500 306
30 28 260 155 1600 310
35 32 270 159 1700 313
40 36 280 162 1800 317
45 40 290 165 1900 320
50 44 300 169 2000 322
55 48 320 175 2200 327
60 52 340 181 2400 331
65 56 360 186 2600 335
70 59 380 191 2800 338
75 63 400 196 3000 341
80 66 420 201 3500 346
85 70 440 205 4000 351
90 73 460 210 4500 354
95 76 480 214 5000 357
100 80 500 217 6000 361
110 86 550 226 7000 364
120 92 600 234 8000 367
130 97 650 242 9000 368
140 103 700 248 10000 370
150 108 750 254 15000 375
160 113 800 260 20000 377
170 118 850 265 30000 379
180 123 900 269 40000 380
190 127 950 274 50000 381
200 132 1000 278 75000 382
210 136 1100 285 100000 384
0

Note.—N is population size. S is sample size.
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