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ABSTRACT

Tax is an important stream of revenue for government’s development projects and
therefore all efforts must be made by governments to ensure that it is accurately and
efficiently collected so as to facilitate the government’s operations. The modern
organization lies in the middle of these efforts. The Macroeconomic Effects of an Add-
on Value Added Tax’; observed that non-compliance is a growing concern in the
administration of Value Added Taxes, partly because under a credit-invoice tax the
gross amount of taxes paid by firms plus refunds returned to firms is so large relative
to the net taxes collected by the government. Underperformance on Value Added Tax,
however, denies the government the much-needed revenue for growth and
development. Several studies found that there are a number of factors that contribute to
underperformance of Value added tax collection among various sectors of the economy.
This study looked into the moderating effect of taxpayer perception on the relationship
between System Automation and Value Added Tax compliance among small and
medium enterprises in Eldoret town, Kenya. The specific objectives were to determine
the effect of Digital payment process, Tax invoice management system and
Withholding Value Added Tax system on Value Added Tax compliance among small
and medium enterprises in Eldoret town, Kenya. Additionaly to determine the
moderating effect of taxpayer perception on each effect of the relationship. The study
was anchored on the following theories: Diffusion of Innovation (DOI) Theory,
Technology Acceptance Model, Ability to pay Theory and Theory of planned
behaviour. The research design for this study was explanatory research design. The
population of this study was 3872 SMEs in Eldoret town with a sample size of 362
SMEs who are SMEs owners/Managers. A questionnaire was used to collect primary
data and analysis included both descriptive and inferential statistics. Descriptive
statistics involved the use of mean standard deviation and variance while infrarational
statistics included correlation and hierarchical regression. The study found out that
digital payment process (p=0.429, P<0.05), Tax invoice management system (B =
0.502, P < 0.05), Withholding VAT system (B =0.553, P <0.05) Tax payer perception
(B =0.276 P < 0.05). have a positive and significant effect on Value Added Tax
compliance. A unit change in withholding VAT system causes an increase of 0.553 in
Value Added Tax compliance. A unit change in taxpayer perception causes an increase
of 0.276 in Value Added Tax compliance. Improvement in Value Added Tax
compliance is caused by a unit change in Tax invoice management system. The findings
also indicated that there is a positive moderating effect of taxpayer perception on
relationship between :( Digital payment process (A R?= 0.005., B =0.109, P value was
<0.05), Tax invoice management system (A R?=0.002, p =0.041, p value is < 0.05) and
Withholding VAT system (A R?=0.004, B =0.103, p value is < 0.05) and Value Added
Tax compliance. KRA is recommended to explore the implementation of Tax invoice
management system and provide guidance on their setup and operation. KRA is also
recommended to facilitate awareness campaigns highlighting the positive impact of
such systems on Value Added Tax compliance. Future research may be concluded to
find out whether or not other factors such as tax incentives and compliance cost have
influence on Value Added Tax performance.
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DEFINITION OF KEY TERMS
Automation Systems - This is the process of using information communication
technology systems including mobile capabilities to register
for tax obligations, compute tax due, file taxes and make
payments of amounts owed to the tax authority (Kenya

Revenue Authority, 2020).

Digital Payment processing- Refers to the automated processes of exchanging
monetary value among parties in business transactions and
transmitting this value over the Information and
Communications Technologies networks (Syafira, Ratnasari &

Ismail, 2020).

Small and Medium Enterprises is a small business with annual sales lower than Ksh.
1 million. Micro enterprises are businesses with less than ten
employees, while small enterprises are those that have 10-49
employees. A medium enterprise, on the other hand, has

between 50-99 employees.

Tax Invoice Management System: Tax invoice management system is an
enhancement of the current electronic tax register to enable
automatic reporting of tax invoice transaction. An
enhancement of the current Electronic Tax Register program,
this is a system that capture both input and output of declared
income by taxpayers which later reconcile with payment and
claims. The system enables automatic reporting of tax invoice

transactions. (Geoffrey Gitau & Co, 2019)



Xiv
Taxpayer Perception: Has been defined as an act of being aware of one’s environment
through physical sensation which denotes an individual’s

ability to understand (Analogue, 2007) and it is basically

influenced by the attitude of that individual (Bititci et al, 2006).

Value Added Tax compliance: This involves registration for Value Added Tax
obligations, filing of returns, declaration of correct amount of
tax and payment of taxes due on time. Tax compliance refers
to the degree to which a taxpayer complies or fails to comply
with the tax laws and regulations of his/her country (Dasgupta,

2019).

Withholding Value Added Tax system: This is a retention tax according to
government requirement for the taxpayer of an item are of
income to withhold or deduct tax from the payment and pay

that tax to the government. (Jacobson, 2018).



CHAPTER ONE
INTRODUCTION
1.0 Overview
This chapter systematically introduces the study, outlining its context, problem

statement, aims, research hypotheses, significance, and scope.

1.1 Background of the Study

Governments across the world are increasingly experiencing pressure to generate more
revenues to meet the needs of their citizens. Value Added Tax is one of the commonly
used taxes globally. More than 140 countries globally have adopted Value Added Tax
(Pomaerleau, 2015). Value Added Tax accounts for approximately 20 percent of
worldwide tax revenue. Ernst & Young (2018) in their paper ‘The Macroeconomic
Effects of an Add-on Value Added Tax’; observed that non-compliance is a growing
concern in the administration of Value Added Tax, partly because under a credit-
invoice tax the gross amount of taxes paid by firms plus refunds returned to firms is so

large relative to the net taxes collected by the government (Robert Carroll, 2010).

The level of tax compliance in an economy is a function of many variables especially
for Value Added Tax (VAT) since it is not ease for the Government to monitor
transactions as they occur at the tax payer’s station (Hurst, Li & Pugsley, 2014). Many
governments operate on a self- assessment basis when it comes to payment of VAT
as the Companies determine on their own the VAT payable through computation of
VAT on purchases and VAT on sales. However, one of the challenges noted from
previous research indicates that voluntary compliance where the tax payers voluntarily
determine their tax liabilities and pays gives room for some form of manipulation

(Gangl, Hofmann & Kirchler, 2015). This means that all the taxes due in a particular



time period may be delayed or ignored all together leading to loss of revenue to the

Government.

Digital tax platforms are crucial to making tax systems lean in that they permit real time
access from across the globe and enables risks mitigations (Mcluskey & Huang, 2019).
For instance, the use of Electronic Tax Registers in Value Added Tax administration in
Kenya has gone a long way towards enhancing accuracy and completeness in disclosure
on Value Added Tax computations. Use of digital platforms has been noted to improve
compliance rates among businesses due to costs reductions that characterizes the
platforms. Electronic tax management reduces corporate tax evasions without
increasing overheads of the tax departments. It transforms activities and improves

capacities of public organizations to offer service delivery.

The idea that the digitization of transactions through electronic payment technology can
help increase tax compliance has been prominent in academic circles (Rogoff 2016), in
the policy advice provided by international organizations (OECD 2018, Gupta et al.,
2017, World Bank 2016). Okiro (2015) found that the adoption e-payment system
positively influences the revenue collection performance. Other studies identified a
positive impact of cashless payments on VAT compliance (Hondroyiannis &

Papaoikonomou, 2020; Madzharova, 2020).

In line with the Section 43 of the Value Added Tax Act 2013, every person in the course
of business, registered as per Section 34 of the same Act, is required to keep a proper
record of all the transactions made in the course of business. This may be in form of
electronic or otherwise. From the Act, the Commissioner may require the person to use

an electronic tax register (ETR) in the form and description prescribed. This facilitates



in assessing the transactions with the objective of determining the tax liability of any

tax payer OECD, (2023).

Literature has shown the role of Tax invoice management system and value Added Tax
compliance. For instance, Kimani, Nyangu and Yego (2024) found that Tax invoice
management system and value Added Tax compliance is positive and statistically
significant. According to a survey of taxpayers and tax practitioners in Korea that was
conducted by Lee (2016), 69.4 percent of the respondents agreed or strongly agreed
that mandatory electronic tax invoicing has contributed to curbing value-added tax
evasion by raising transaction transparency, and 72.9 percent agreed or strongly agreed
that it has improved taxpayer service by facilitating the convenience of tax filing or

automating the issuance of invoices.

Withholding Value Added Tax allows the Kenya Revenue Authority (KRA) to collect
Value Added Tax in advance from suppliers of taxable supplies. Under the Withholding
Value Added Tax system, KRA appoints selected local entities to be withholding Value
Added Tax agents. Registered withholding Value Added Tax agents are required to
Withhold 6% of the taxable value at the point of paying the suppliers. The appointment
of the Withholding Value Added Tax agent was previously governed by Section 25A
of the Value Added Tax Act 2013. Under Legal Notice No. 12, January 19 was set as
the date the Tax Procedures Act (TPA) came into operation and deleted Section 25A of

the Value Added Tax Act KRA (2019).

The study by Mabeya (2022) indicated that withholding VAT administration,
withholding VAT reforms, and withholding VAT rates had a positive and significant
effect on VAT revenue. Adu-Ababio et al. (2023) observed significant positive impacts

after adopting a system for withholding value-added tax on VAT collection in Zambia.



The study found that the reform improves compliance with the introduction of a change

in the tax remitting liability in the transaction chain.

Knowledge about taxpayer attitudes and behaviour is essential when analyzing
opportunities and constraints for reform, and for the design and implementation of
effective policy and administrative measures to enhance compliance (UNDP, 2024).
The perceived fairness of direct and indirect taxes would be influenced by both the
respondents’ knowledge of tax related concepts as well as their perception of how the
government uses tax revenue — if it is perceived that the government is misusing tax
revenue, it is more likely that citizens consider the paying of taxes to be unfair or
unnecessary (Castaneda, 2024). Dissanayake and Damayanthi (2024) highlighted the
importance of emphasizing the public benefits derived from tax revenues in terms of
public service delivery as well as reduced social inequality to enhance compliance and

support.

In China, Value Addded Tax was comprehensively implemented as the country’s only
indirect tax in 2016, effectively replacing the business tax (BT) that previously applied
to a number of industries (Bekoe, Danquah & Senahey, 2016). Value-added tax reforms
brought several industries instrumental to the Chinese economy under the jurisdiction
of the Value Added Tax. The real estate, construction, finance, and lifestyle services
sectors made up 80 percent of total BT revenue before the tax was scrapped. Under
Value Added Tax, businesses are considered either general taxpayers or small-scale
taxpayers based on their annual sales. Small-scale taxpayers — those collecting less than
RMB 500,000 in revenue — benefit from a lower Value Added Tax rate of three percent,
compared to the six to 17 percent levied on general taxpayers, depending on their

industry. In 2017, the revenue from Value Added Tax was 15.47 billion yuan ($2.2



billion) which made up 33.9 percent of China'’s total tax revenue for the year (Bekoe,

Danquah & Senahey, 2016).

In the United States, the Government implemented a number of policies and laws
to help improve the level of VAT compliance among tax payers. These measures
included requiring withholding of tax at the source of income which means that the
organization paying for servicesor goods withholds VAT there on and forwards it to
the Government (Brockmann, Genschel, & Seelkopf, 2012). Another measure included
application of deterrent mechanisms like giving the revenue collection agencies some

powers to enforce the law by laying out clear penalties to those furddisobeying the law.

The East Africa countries that comprise of Uganda, Tanzania and Kenya have
remained in the list of developing countries, despite economic and abundance of natural
economic resources, South Africa has a comparatively advanced tax collection system,
which explains the country’s position as a leading economy in the continent (IMF,
2013). In June 2016 gross revenue collected surpassed the monthly target by 3.20%. In
2017, the first half year (H1:2017) financial report on revenue collection outperformed
the H1:2016 by 9.74%. This performance was attributed to automation (introduction of
Tax Management System in 2016), audits and anticorruption initiatives by a revenue

report (South Africa Revenue Service, 2017).

In Kenya, like other developing nations, SMEs are viewed as the key drivers of
economic and social development and are mostly considered to be the important part in
revenue generation to the government through taxation (Gathungu, 2019). On this
backdrop, Kenya has increased attention to policy framework reviews around Value
Added Tax compliance and enforcement among SMEs making both policy and

automation interventions over the last decade to boost tax compliance. Taxpayer



registration, filing of returns as well as payment of taxes is happening electronically via

Electronic Tax Invoice Management System (etims).

Even though there have been many administrative reforms, VAT compliance level has
remained low contributing only 23% of the total revenue. Value Added Tax compliance
has remained a challenge, especially when it comes to SMEs operating in Kenya (KRA,
2022). The high level of informality of this sector provides an incentive for most of the
SMEs to evade payment of VAT, a situation that has constrained the amount of tax
revenues available to finance fiscal budget. For instance, in the financial year
2022/2023, the shortfall between actual and targeted VAT collected stood at Kshs. 24

billion (KRA, 2023).

1.1.1 Value Added Tax Compliance

Value Added Tax (VAT) was introduced in Kenya in 1990 to replace sales tax. It was
introduced as a measure to increase government revenue through expansion of tax base.
The Value Added Tax Act, No 35 of 2013 of Kenyan laws governs the administration
of Value Added Tax. The Value Added Tax framework has goods and services which
are taxable except for zero rated products that comprise of basic goods as well as
exports. Value Added Tax was adopted with an ordinal rate of seventeen percent but
incorporated with other fourteen rates with the highest ever being two hundred and ten
percent. Two hundred and ten percent rate made Value Added Tax to look like a tax

system that targeted differentiated commodities.

In the year 2013, Value Added Tax Act was adopted and implemented; at this time
Value Added Tax policy, faced several drawbacks by the business owners as well as
the government. Since the inception of the Value Added Tax, the taxman has removed

some provisions and added some provisions into the Act. The most noteworthy changes



comprise of removing of the Value Added Tax remission; exclusion of a lowered rate
of twelve percent, combination of previous subordinate regulations and the main
regulations, reduced the scheduling of 8 to 2 as well as raising the rates of zero-rated
tax charges and exempting basic supplies (Ernst & Young, 2016). Value Added Tax is
collected at specified points by registered persons who remit it to the Commissioner.
Since the tax is paid by the final consumer of products, registered persons serve solely

as Value Added Tax agents in collecting and paying the tax.

1.2 Statement of the Problem

Tax compliance has been a crucial subject to researchers in many countries around the
globe. In most third world countries house rental taxation has been classified as
economic. (Tilahun & Yidersal, 2014; Palil, 2010). Like the other tax systems, the
system of Value Added Tax compliane has been confronted with many challenges both

on the side of the tax payers and the officials (Berhane & Yesuf, 2013).

The Macroeconomic Effects of an Add-on Value Added Tax’; observed that non-
compliance is a growing concern in the administration of Value Added Taxes, partly
because under a credit-invoice tax the gross amount of taxes paid by firms plus refunds
returned to firms is so large relative to the net taxes collected by the government (Robert

Carroll, 2010).

For instance, the 2018/2019 annual revenue performance report by KRA shows that
KRA managed to collect only Ksh. 409.5 billion from Value Added Tax against a target
of Ksh. 464.2 billion (KRA 2019). In 2019/2020 financial year, the 2019/2020 revenue
performance reports show that Value Added Tax reduced from Ksh. 464.2 billion in
2018/2019 to Ksh. 380.8 billion in 2019/2020 (KRA 2020). In 2020/2021 financial

year, the Value Added Tax collected amounted to KShs. 478.2 billion against a target



of KShs. 484.2 billion missing target by KShs. 6 billion. These revenue shortfalls have
been blamed on tax evasion and other behaviors of tax non-compliance by SMEs and
other small taxpayers. It is this worrying trend in revenue collection statistics and the

knowledge gap that warrants research to be done in this area.

Research has shown the importance of System automation namely digital payment
process, Tax invoice management system and Withholding Value Added system in tax
compliance. For instance, Okiro (2015) found that the adoption e-payment system
positively influences the revenue collection performance. Kimani, Nyangu and Yego
(2024) found that Tax invoice management system and value Added Tax compliance
is positive and statistically significant. The study by Mabeya (2022) indicated that
withholding VAT administration, withholding VAT reforms, and withholding VAT
rates had a positive and significant effect on VAT revenue. Adu-Ababio et al. (2023)
observed significant positive impacts after adopting a system for withholding value-
added tax on VAT collection in Zambia. Understanding the level of acceptance of a tax
system and willingness to comply begins with the question of perception, influenced
by past experiences, interactions, and expectations of the future, and framed by

institutional and policy structures as well as public discourse (Baseka, 2022).

Underperformance on Value Added Tax, however, denies the government the much-
needed revenue for growth and development according to Oladipupo & Obazee (2016).
Several studies by Barbone, Bird, & Vazquez-Caro (2012), Msangi (2015) and
King’oina (2016) found that there are a number of factors that contribute to
underperformance of VValue added tax collection among various sectors of the economy.
Notably, compliance among small and medium enterprises was noted to be a major
challenge that significantly contributes to Value Added Tax revenue underperformance.

It was however noted that studies conducted in this area left knwoledge gaps. For



instnace, Chiaji, Kapkiyai and Kirui (2024) sought to determine the moderating role of
obligation cost on the relationship between Tax system automation and VAT
compliance. However the study adopted obligation cost as the moderating variable
other than taxpayer perception. Mackenzie (2019) sought to establish the effect of tax
system automation on value added tax compliance among small and medium
enterprises in Kisumu County. The study will add value to the challenging environment
of tax revenue collection and address the gap through the study to determine the
moderating effect of taxpayer perception on the relationship between system
automation and Value Added Tax compliance among small and medium enterprises in

Eldoret town, Kenya.

1.3 Objectives of the study

The study was guided by general and specific objectives.

1.3.1 General Objective
The general objective of the study was to determine the moderating effect of Taxpayer
perception on the relationship between System automation and Value Added Tax

compliance among small and medium enterprises in Eldoret town, Kenya.

1.3.2 Specific Objectives

The specific objectives of the study were as follows:

1. To determine the effect of digital payment process on Value Added Tax
compliance among small and medium enterprises in Eldoret town, Kenya.

2. To establish the effect of Tax invoice management system on Value Added Tax
compliance among small and medium enterprises in Eldoret town, Kenya.

3. To determine the effect of Withholding Value Added system on Value Added

Tax compliance among small and medium enterprises in Eldoret town, Kenya.
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4. To determine the moderating effect of taxpayer perception on relationship
between:
4a) Digital payment process and Value Added Tax compliance among small
and medium enterprises in Eldoret town, Kenya.
4b) Tax invoice management system and Value Added Tax compliance among
small and medium enterprises in Eldoret town, Kenya.
4c¢) Withholding Value Added Tax system and Value Added Tax compliance
among small and medium enterprises in Eldoret town, Kenya.

1.4 Research Hypotheses

This study was guided by null hypothesis;

Hoi: Digital payment process has no significant effect on Value Added Tax
compliance among small and medium enterprises in Eldoret town, Kenya.

Hoz2: Tax invoice management has no significant effect on Value Added Tax
compliance among small and medium enterprises in Eldoret town, Kenya.

Hos: Withholding Value Added Tax system has no significant effect on Value Added

Tax Compliance among small and medium enterprises in Eldoret town, Kenya.

Hos: Taxpayer perception has no moderating effect on the relationship between system
automation and Value Added Tax compliance.

Hosa: Taxpayer perception has no moderating effect on the relationship between
system Digital payment process and Value Added Tax compliance
among small and medium enterprises in Eldoret town, Kenya.

Hosb: Taxpayer perception has no moderating effect on the relationship between
system Tax invoice management systems and Value Added Tax
compliance among small and medium enterprises in Eldoret town,

Kenya.
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Hosc: Taxpayer perception has no moderating effect on the relationship between
system Withholding Value Added Tax system and Value Added Tax
compliance among small and medium enterprises in Eldoret town,
Kenya.

1.5 Significance of the Study

The study focused on determining the moderating effect of Taxpayer perception on the
relationship between System automation (digital payment process, Tax invoice
management system and Withholding Value Added system) and Value Added Tax
compliance among small and medium enterprises in Eldoret town, Kenya. The study
established a positive and statistically significant effect of digital payment process, Tax
invoice management system and Withholding Value Added system on Value Added
Tax compliance. It was also revealed that taxpayers’ perception has a positive and
significant moderating effect on the relationship between system automation (digital
payment process, Tax invoice management system and Withholding Value Added

system) and Value Added Tax compliance.

This study helped the relevant authorities to formulate policies for better VValue Added
Tax system compliance and improved revenue collection.This study contributed in
increasing stock of knowledge for future research. The students, researchers and
scholars found this study a useful guide in as far as further discussions or studies are
concerned. It will therefore form a basis of further research from interested individuals

on the subject of Value Added Tax system compliance.

The Government of Kenya used findings and recommendations of this study to develop
and refine policies and strategies that shall enhance Value Added Tax system
compliance among SMEs. The findings of this research will enable KRA appreciate the

hurdles faced by SMEs in Value Added Tax system compliance endeavors thereby
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presenting them with an informed background to formulate requisite risk mitigation

measures to boost Value Added Tax system compliance.

SMEs derived invaluable benefits from the findings and recommendations of this study
regarding factors that may influence Value Added Tax system compliance. The results
of this research formed a base for future research studies. Different scholars were able
to identify other factors that affect Value Added Tax system compliance among SME’s

and identify research gaps that need to be filled.

1.6 Scope of the Study

The purpose of the study was to determine the effect of digital payment process on
Value Added Tax compliance among small and medium enterprises in Eldoret town,
Kenya. The specific objectives were to establish the effect of Tax invoice management
system on Value Added tax compliance among small and medium enterprises in Eldoret
town, Kenya. To determine the effect of Withholding Value Added Tax system on
Value Added Tax compliance among small and medium enterprises in Eldoret town,
Kenya. While taxpayer perception was the moderator, the choice of perception is that
it plays a crucial role for taxpayers to correctly fulfill their tax obligations. This study

was carried out in in Eldoret town, Kenya.

This involved collection of primary data using a 5-point Linkert questionnaire. The
targeted population was 3872 SMEs in Eldoret town and a sample size of 362. The

study focused on financial year 2022/2023 and was conducted in the year 2024.
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CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This chapter discussed theoretical and empirical literature on Digital payment process,
Tax invoice management systems, Withholding Value Added Tax system and their
relationship with Value Added Tax compliance. Summary of literature will be done and
identifying the research gaps. A conceptual framework based on the said theories and

empirical reviewed then be developed.

2.2 Conceptual Review
The concept of the study was to determine the moderating effect of taxpayer perception
on the relationship between system automation and Value Added Tax compliance

among small and medium enterprises in Eldoret town.

2.2.1 Value Added Tax Compliance

VAT compliance refers to the process of ensuring that your business processes are
meeting obligations under VAT regulations. This encapsulates VAT registration,
correct VAT charging on sales, supplier VAT verification, transaction detail collation,
and precise VAT return submission in the format stipulated by respective tax
authorities. VAT compliance refers to the adherence and fulfillment of legal obligations
imposed by tax authorities regarding VAT regulations and requirements by businesses
and individuals (VAT, 2023). According to the Kenyan VAT Act, VAT compliance
involves registration (Section 34(i)), Filing or returns submission (Section 44(i), and

payment (section 67(i)(b).

VAT non-compliance could take various forms including not registering for VAT, not

levying VAT on sales, not reporting correct VAT, claiming credit on purchases more


https://www.vertexinc.com/en-gb/resources/resources-library/what-vat-compliance-everything-you-need-know
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than the input tax paid, not claiming input VAT credits and not maintaining proper
books and supporting documents (Yesegat, 2008). Other forms of VAT noncompliance
include under-reported sales, misclassification of commodities, tax collected but not
remitted and, false claims of credit or refund, and making sales without issuing tax
invoice (Jenkins, Jenkins and Kuo, 2006; Keen and Smith, 2006). These forms of VAT
non-compliance may exist in a tax system because of certain factors and contextual

conditions.

King’oina (2016) measured tax compliance in four ways that is registration, filing,
computation and payment compliance in the study on factors influencing value added
tax compliance among the construction firms in Kisumu County, Kenya. Msangi (2015)
in the study Evaluation and analysis of Value Added Tax (VAT) compliance in small
and medium enterprises in Tanzania measured VAT compliance at different stages of
the VAT process. VAT compliance was therefore measured at the following five VAT
collection and payment stages: VAT registration, VAT collection, and thirdly,

preparation of VAT returns. VAT returns submission, and payment of VAT.

2.2.2 Concept of Digital payment process

Digital tax payment is the process of paying taxes electronically using digital platforms
such as online banking, mobile apps, or electronic fund transfers. This method allows
taxpayers to conveniently fulfill their tax obligations without the need for physical visits
to tax offices or manual paperwork (Mpofu & Moloi, 2022). The implication in this
regard is that the use of mobile phones for tax administration is likely to improve tax

collection.

Digitalization takes different basis in which the taxpayers can process returns online

and the revenue departments can undertake tax administration activities online
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(Maphumula & Njenga, 2019). Roger (2021) assessed the effect of electronic tax
management on revenue collection in Rwanda. They assessed variables that included
internet payment systems, mobile payment systems, and electronic billing systems

among others.

In Kenya, there has been a paradigm shift in tax administration through the use of itax
system. I-tax system has revitalized the KRA as it enables close monitoring of activities
for various businesses, allows online processing of returns and payment processing

which is envisioned to promote tax compliance.

2.2.3 Tax Invoice Management Systems

Tax Invoice Management Systems (TIMS) is an initiative geared toward improving the
efficiency of the system of Electronic Tax Register (ETR)s, which lack some elements,
by linking with traders' systems at the point of sale, thereby tracking VAT transactions
from inception. TIMs are also aimed at standardizing and ensuring the authentication
of a tax invoice issued by VAT traders and verifying the validity of inputs claimed in

the VAT returns (Chiaji, Kapkiyai & Kirui, 2024).

According to KRA (2023), The Tax Invoice Management System (TIMS)
represents an advancement from the existing ETR system introduced back in 2005.This
upgrade aims to streamline the handling of electronic tax invoices by
standardizing, validating, and transmitting invoices to the Kenya Revenue
Authority (KRA) in either real-time or near real-time, thereby enhancing efficiency
in tax invoice management while eTIMS, an updated iteration of TIMS which
presents an innovative technological solution enabling taxpayers to fulfill their
compliance obligations through the incorporation of new electronic functionalities

within a software framework.
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KRA has since rolled out the Tax Invoice Management System aiming to automate the
existing Electronic Tax Register which was rolled out in 2005.The system is able to
transmit the tax invoices that are being generated from the registers to KRA on real
time or near real time basis with the integration of trader systems. Tax Invoice
Management System aims at plugging loopholes resulting from weakness, through the
regime of integration with the trader system and verification of the validity of Tax
invoice by KRA officers. From 1% August 2022 all invoices that are being generated
from Value Added Tax registered taxpayers will be validated through TIMS and then
transmitted into the KRA system. Kimani, Nyangu and Yego (2024) measured Tax
Invoice Management Systems as storage of tax invoice data and Invoice verification

and authentication.

2.2.4 Withholding Value Added Tax System

Withholding VAT is a method of collecting VAT where a portion of VAT is collected
by appointed withholding VAT agents from payments made to a local supplier of
Vatable goods and services. Withholding Tax is important for it is a tracking system
for taxpayers who reduce their actual tax liability or evade on payment of tax due on
taxable goods and services. When the income on which WHT is deducted at source the
tax authorities are aware of the transaction between the withholding agent and the
taxpayer therefore the tax withheld becomes a basis for the tax expected. The taxpayer
has therefore an obligation to pay the balance after matching the actual tax liability
against the tax withheld. For purposes of this study Withholding Value Added Tax was
measured by the amount of revenue collected as Value added tax withheld by agents

(Adhikari, 2015).

Withholding Value Added Tax was first introduced in Kenya in the year 2003 then

suspended in 2011 but later re-introduced in the year 2014. Ndumia, (2014) said that
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WHVAT was scrapped owing to among other reasons, the fact that not all VAT
amount withheld was remitted to KRA’s account at the Central Bank of Kenya
(CBK) which adversely affected the overall VAT revenue performance. WHVAT
was re-introduced in 2014 in Kenya and the authority argues that it has increased

VAT performance attributing such performance on the WHVAT framework.

Lee (2015) in their study on Value added tax and consumption noted that numerous
studies have looked at the several issues involved during execution of VAT in
developing and developed countries. Some of the studies cited by them include, Gale
and Harris (2011) who discussed the numerous concerns pertinent to the design of a
VAT, together with its execution, administration, costs incurred in effecting
compliance, its influence on savings as well as labor supply, its distributional
impacts, and several transitional issues if implemented in the U.S. In the study by
Nyangau (2017) Withholding Value Added Tax was measured by the amount of

revenue collected as Value added tax withheld by agents.

2.2.5 Concept of Taxpayer perception

Taxpayer perception refers to the volume to which matters apart from self-interest,
along with social norms and moral reasoning affect taxpayers’ attitudes (Hamid,
Ismail, Yunus, Jali, & Rosly, 2022). Taxpayers considered paying tax as a burden
due to the fact that it's going to reduce their earnings and they also opined that
introducing a brand-new digital tax isn't always compulsory in the intervening time.
Further, taxpayers had been much less knowledgeable approximately tax control and

offerings furnished by means of the tax authority.

Taxpayer perception has the capacity to grow taxpayer compliance; the government

desires to make efforts, which includes the authorities needing to grow. Micro, small,
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and medium firms' know-how of tax rules via various education and socialization
programs such as seminars, education, and social media (Nafaril & Ramadhan, 2024).
Tax collection in many countries is characterized by tax evasion and failure to report

returns on time (Mwesigye & Kijjambu, 2024).

Perception is the recognition, interpretation, and response of individuals to sensory
information that they get from the environment (Appah & Wosowei, 2016). It is so
likely for different individuals to react differently towards the information they get
which influences their responses to it. In terms of tax, the knowledge that taxpayers
possess concerning the public expenditure have a significant impact on tax compliance
(Appah & Wosowei, 2016). Taxpayer’s perception also affects Value Added Tax
compliance. Perception represents the process by which individuals organize and
interpret their sensory impressions in order to give meaning to their environment
(Robbins & Judge, 2013). There are many factors that influence individual taxpayer’s
perception which eventually contribute towards their individual Value Added Tax

compliance behavior.

Yesagat and Fjeldstad (2016) indicated that in Ethiopia, taxpayer’s perceptions and
attitudes on paying taxes contribute towards lower levels of tax compliance. According
to Horodnic (2018) cultures, sub-cultures within countries, communities and social
groups affect taxpayer’s compliance and that individual taxpayer’s perception is shaped
by the behavior of other members of the community whereby when tax compliance is
considered a social norm and therefore not being tax compliant leads to exclusion then

tax compliance increases.

In line with Amin and Mispa (2020) tax practitioners renowned that the complexity of

taxation is making compliance in particular difficult to reap because of taxpayers’



19

perception. Also, tax perceptions have a tendency to lead to an increase in compliance;
presumably because to study taxes also manner to learn about their necessity in society

or due to the fact this precise knowledge is a more deterrent.

The purpose of taxpayers to tax evasion is generally as a result of the perception that
taxes are a burden that might reduce one's economic capability. In line with Yong and
Freudenberg (2020) notwithstanding the financial significance of small and medium
companies (SMEs), little is thought approximately their tax compliance perceptions,
which may also have an impact on their compliance conduct. SMEs’ perceptions of tax
compliance are multifaceted and consist of felony elements, compliance charges,

monetary concerns and perceptions of “others”

2.3 Theoretical Review
Theories are the postulates that attempt to explain phenomena and the relationships
Technology Acceptance Model was the main theory of the study, Diffusion of

Innovation (DOI) Theory, Ability to pay Theory and Theory of planned behavior.

2.3.1 Technology Acceptance Model Theory

Technology Acceptance Model is an information system theory that explains how
consumers come to consent and adopt technology because of its professed user-
friendliness and making activities less tedious and fast (Davis, 1989). This model
proposes that when consumers are offered with fresh expertise they are indifferent on
its adoption and the choice of whether to adopt is defined by two factors namely;
professed effectiveness which is the capacity in which the use of the new technology
will enhance the productivity of the person and the perceived simplicity of usage which
is the level in which an individual considers that using a given technology will be simple

and seamless (Bagozzi, Warshaw, & Davis, 1989).
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Davis (1989) argues that professed user-friendliness of a new technological platform
promotes its adoption. This means that where the technology is complicated and the
interface is complex, no one wills to adopt such a system but where the system is
perceived as easy to use, there are high chances of adoption. However, Technology
Acceptance model has been criticized despite advocating and being resourceful for
adoption and use of technology as failing to consider the background of the
organization, generalizing organizations and finally, disregard of aspects which
influence ICT Adoption (Sun & Zhang, 2006). Technology Acceptance model is
nevertheless informative it provides information on adoption of new ideas more so

technological ideas.

Technology Acceptance model is relevant to this study as it provides information on
why new ideas are adopted either fast or at slow pace. Technology Acceptance model
therefore explains all items of the independent variables (digitalization). KRA has since
introduced Electronic Tax Registers and itax system phasing out manual processes of
tax compliance. It is imperative to assess the uptake of the fiscal devices and how it

influences Value added Tax compliance.

2.3.2 Diffusion of Innovation (DOI) Theory

This hypothesis was created by Lazarsfeld in the year 1949. It tries to depict the
examples of selection of innovation, clarifying the instrument of the reception and
further anticipating whether and how another creation or advancement will be fruitful.
The Diffusion of Innovation hypothesis recommends that mechanical development is
imparted through specific channels, after some time, amongst the individuals from a
social framework. In light of this definition, utilizing e-recording is a genuinely new

practice in Kenya and can be viewed as a development for every individual web client.
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As indicated by Rogers (2003), the phases through which a mechanical development
passes includes five stages which normally take after each other in a period requested
way. The stages are: Persuasion, Knowledge, Decision, Confirmation and
Implementation. Advancement choices might be discretionary, group or expert based
(Sahin, 2006). Usually, this hypothesis demonstrates that mechanical development is
conveyed by means of particular channels, after some time, amongst the people from a
social system. The hypothesis identifies with the nation Kenya in that the advancement
of itax framework is imparted through the different channels by the KRA and got to by

means of the web to achieve every individual client.

2.3.3 Ability to pay Theory

This scientific theory of the sixteenth century was proposed by the Swiss philosopher
Jean Jacques Rousseau (1712-1778), Jean-Baptiste Say (1767-1832) who was a French
political economist and John Stuart Mill (1806-1873), an English economist. The
argument that is put forward by the theory is that the income of an individual or their
ability to make payment determines how much taxation should be levied on the
individual. This is therefore the basis upon which progressive tax is founded and
accordingly, as taxable income increases, tax rate also increases (Jones & Rhoades,

2011).

Thus the theory provides that individuals who have greater income or wealth and can
actually afford to make tax payments ought to be taxed at a higher rate of taxation
than individuals who earn less income which results to the most equitable tax system.
It has been adopted extensively in industrialized economies that have unequal income
distributions. The theory however lacks a solid method of measuring equity of sacrifice,
since it has been demonstrated that it can be measured through absolute, proportionate

and to some extent also captured in marginal terms.
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The implication of the theory therefore extends to the taxes and tax systems therefore
helping in increasing Government revenues. The theory also has social consequences
that are intertwined with economic effects. The criteria guiding the choice of taxes that
was adopted as well as their rates of application was lead to a situation where one set
of economic effects are preferred to another set which leads to different social
implications as a result of divergent economic effects. However, it is worthwhile to note
that this theory does not vividly capture VAT because despite the fact that individuals
earn significantly different amounts of income and therefore have different abilities,
they are all subjected to the same amount of VAT on a particular good that they

buy.

Jones and Rhoades (2011) therefore argue that VAT is regressive since it only captures
asmaller proportion of an individual’s income even as their income improves. Johnson,
(2020) The ability-to-pay philosophy of taxation maintains that taxes should be levied
according to a taxpayer's ability to pay. The idea is that people, businesses, and
corporations with higher incomes can and should pay more in taxes. The idea
underlying ability-to-pay taxation is that everyone should make an equal sacrifice in
paying taxes, and because people with more money effectively have less use for a
given dollar, paying more of them in taxes does not impose a greater burden.
According to Chigbu, Eze and Ebimobowei (2021). Individuals should pay taxes in

respect of their ability to pay such that they are not overburdened by the taxes.

The argument is that the society that government tax revenue has helped build
infrastructure such as highways and fibre optic communications networks, a strong
military, public schools, a free market system provide the environment in which their

success is possible and in which they can continue to enjoy that success. Critics of


https://www.investopedia.com/terms/a/abilitytopay.asp
https://www.investopedia.com/terms/v/vertical_equity.asp
https://www.investopedia.com/terms/i/infrastructure.asp
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progressive taxation argue that it is fundamentally unfair. They say it penalizes hard
work and success and reduces the incentive to make more money. Many argue that
everyone should pay the same income tax rate a "flat tax" to make the system more

equitable.

The most suitable taxes from this standpoint are personal levies (income, net worth,
consumption and inheritance taxes) (West, 2016). The economists are not unanimous
as to what should be the exact measures of a person’s ability or faculty to pay. The
main viewpoints advanced in this connection are as follows: Ownership of property,
that is amount of property and accumulated wealth, some economists are of the opinion
that ownership of the property is very good basis of measuring one’s ability to pay. This
idea is out right rejected on the grounds that if a person earns a large income but does
not spend on buying any property; he will not be subjected to taxation. Tax based on
Expenditure: it is also asserted by some economists that the ability to pay theory should
be judged by the expenditure, which a person incurs. The greater the expenditure, the

higher should be the tax and vice versa.

The viewpoint is unsound and unfair in every respect. A person having a large family
to support has to spend more than a person having a small family. If we make
expenditure as the test of one’s ability to pay, the former person who is already
burdened with many dependents will have to pay more taxes than the latter who has a
small family thus unjustifiable (Hartman, Jain & Kundu 2016). Income as the Basics:
Most of the economists are of the opinion that income should be the basis of measuring
a man’s ability to pay. It appears very just and fair that if the income of a person is
greater than that of another, the former should be asked to pay more towards the support

of the government than the latter. That is why in the modern tax system of the countries
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of the world, income has been accepted as the best test for measuring the ability to pay

of a person.

2.3.4 Theory of planned behaviour

This theory is on the taxpayer’s ethics and morals. The theory suggests that a taxpayer
may comply even when the probability of detection is low. As opposed to the economic
theories that emphasize on intensifying audits and penalties as solutions to compliance
issues, psychological theories lay emphasis on changing individual attitudes towards

tax systems. This is achieved majorly through taxpayer education.

This is a psychological theory that links Ajzen and Fishbein (1980) introduced the
Theory of Reasoned Action. According to this theory, taxpayers’ behaviour is
determined by their intentions, which are a function of: their attitudes towards
behaviour and perception of subjective norms. The attitude towards behaviour is
described as a positive or negative judgement regarding the behaviour and the
perception of subjective norms as the social pressure influencing a person to perform
behaviour. Lewis (1982) and Cialdini (1989) used the TRA to study the psychology of

taxation.

Firstly, they examined attitudes and perceptions of taxpayers in order to understand
compliance behaviour whereby they found several factors affecting evasion intentions:
personal and demographic characteristics, moral outlook, age and perception of others
evasion. The second used the model to determine the possibility of improving
compliance by educating taxpayers about their social responsibility of paying taxes.
After, Ajzen (1991) introduced the Theory of Planed Behaviour. TPB links beliefs and
behaviour, in a bid to explain human behaviour. The 8-concept aimed at improving on

the predictive power of the theory of reasoned action by including perceived
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behavioural control. According to this theory, the behaviour of individuals within the
society is influenced by definite factors which originate from certain reasons and

emerge in a planned way.

The ability to perform a particular behaviour depends on the fact that the individual has
a purpose towards that behaviour (behavioural intention). Behavioural intention in turn
depends on three factors that is Attitude towards the behaviour, Subjective norms and
Perceived behavioural control. These three factors are also influenced by behavioural
beliefs, normative beliefs and control beliefs. The focus beliefs and behaviour, tries to
explain human behaviour. The concept was proposed by Icek Ajzen to improve on the
predictive power of the theory of reasoned action by including perceived behavioural
control. According to this theory, the behaviour of individuals within the society is
under the influence of definite factors which originate from certain reasons and emerge
in a planned way. The ability to perform a particular behaviour depends on the fact that
the individual has a purpose towards that behaviour (behavioural intention).
Behavioural intention in turn depends on three factors that is Attitude towards the

behaviour, Subjective norms and Perceived behavioural control.

These three factors are also under the influence of behavioural beliefs, normative beliefs
and control beliefs. The focus of this theory therefore is on the taxpayer’s morals and
ethics. The theory suggests that a taxpayer may comply even when the probability of
detection is low. As opposed to the economic theories that emphasize on increased
audits and penalties as solutions to compliance issues, psychological theories lay

emphasis on changing individual attitudes towards tax systems.
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2.4 Empirical Review
The review of empirical studies focused mainly on the themes drawn from the research
objectives and they include; Digital payment process, Tax Invoice Management

Systems and Withholding Value Added Tax System.

2.4.1 Digital payment processing on Value Added Tax compliance

Syafira, Ratnasari and Ismail (2020) undertook a review on tax collection through
digital payments in Indonesia. The researchers were motivated to study how generosity
and trust was affecting tax collection in a digital payment environment. The target
population was 200 Muslims selected from Muslim community were considered in
determining the effect of religiosity and trust on collection of zakat, infaq, endowment
and alms. Questionnaires were used. The results of the study were that religiosity and
trust have a major impact on digital payment of zakat, infaq, endowment and alms in

Indonesia.

Ajape, Afara and Uthman (2017) sought to find out the effect of e-payment system on
tax administration and tax revenue generation at Lagos state revenue services. Survey
research design was employed for the study in which first-hand data was used for
assembling of information. The target population was 150 employees of the Lagos State
Revenue Services. A sample of 110 employees was chosen and collected data was
processed in form of descriptive statistics. Results indicated that digital payments of
taxes enhanced revenue collection at the Lagos state as well as on the efficiency of tax

administration.

Eilu (2018) sought to determine the effect of embracing of electronic devices for Value
Added Tax compliance in Kenya and Tanzania. It was an empirical study to establish

the findings of previous studies on the adoption of electronic tax assessments devices
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on tax compliance. In this study a systematic review method was adopted whereby a
step by step comprehensive and detailed review of literature was undertaken. It was
determined that adoption of electronic tax assessments devices such as electronic fiscal

devices were impacting on increase in tax compliance.

2.4.2 Tax Invoice Management Systems on Value Added Tax compliance

Le and Nguyen (2021) undertook a study that evaluated tax compliance in Vietnam.
Data was collected from four hundred small taxpayers using a structured
questionnaires. Results showed that electronic devices in tax systems boosted
compliance. Moreover the level of compliance was influenced by perceived ease of use
on electronic tax devices, tax awareness, efficiency of the revenue authority and

perceived tax policy fairness.

Obert et.al., (2018) focused on e-tax systems and its role on tax compliance in
Zimbabwe. The study focused on taxpayers in Harare. In this study primary data was
sourced and processed in line with the tenets of descriptive statistics. The results were
that e-tax systems significantly improved tax compliance for both large taxpayers and
small taxpayers. This is attributed to time savings and costs efficiencies linked to e-tax
system. Moreover, the study found out that e-tax system fostered accurate self-

assessment of taxes thus boosting compliance.

Chege, Kiragu, Muthoni and Lagat (2015) examined the effect of fiscal devices on
Value Added Tax compliance in Tanzania. Data was sourced from three hundred and
ninety-one respondents. Data analysis was done using descriptive statistics. Results
evidenced that fiscal devices significantly improved level of Value Added Tax

compliance. Moreover, fiscal devices were noted to significantly enhance compliance
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checks and enforcement thus boosting Value Added Tax compliance and revenue at the

same time.

Locally, Kabochi (2019) opines that in an effort to improve Value Added Tax
compliance through use of technology, the KRA implemented the Tax Invoice
Management System to regulate the invoice issuance process. Tax invoice management
system integrate trader systems such as electronic tax register, point of sale and ERP-
billing/invoicing system with the KRA’s iTax platform, with the objective of
monitoring the transmission of electronic tax invoices. The connection between TIMS
and iTax is expected to increase efficiency in tax administration, while introducing user
friendly experience for taxpayers. Tax invoice management system provides KRA with
real time access to invoices issued by traders thus curbing tax evasion. The use of
technology as a compliance enabler was a necessity to enhance Value Added Tax

compliance and curb tax evasion.

Wasao (2014) interrogated the role of online tax systems on tax compliance among
small entities in Kenya. The study was a case of SMEs in East of Nairobi station.
Primary data was collected from a sample of one hundred and sixty respondents.
Results of regression analysis showed that online tax devices and platforms did not
foster compliance among small taxpayers. Moreover, online registration, return filing

and payments were found to be insignificant on tax compliance among SMEs in Kenya.

2.4.3 Withholding Value Added Tax System on Value Added Tax compliance

Miller and Oats (2019) discussed issues related to Value Added Tax design and in the
same way concluded that the influence of a Value Added Tax on consumption is crucial
but remains unresolved. WHVAT is a design of Value Added Tax; it is a system that

encompasses the statement of Value Added Tax by both the supplier and his customer
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(KRA). Itis a tax deducted at source on acquisition of taxable goods and services by
the withholding Value Added Tax Agent. Ability-to-pay theory supports the
Withholding Value Added Tax since it reduces the burden on the taxpayer though no
reduction of liability on him, the sharing in payment has a psychological effect of not

feeling much pinch on payment of VValue Added Tax due to the government.

Where a person makes a taxable supply and has issued a tax invoice, withholding Value
Added Tax is calculated based on a government’s guidelines. For instance, in Kenya,
WHVAT rate applicable is 2%. Assuming a taxable value of Ksh. 100,000 has been
supplied, the agent with withhold Ksh. 2,000 that is (100,000*%2%). The withholding
of Value Added Tax by a withholding Value Added Tax Agent shall NOT relieve the
supplier (Taxable person) of the obligation to charge Value Added Tax at 16% and file
monthly returns in accordance with the relevant provisions of the Value Added Tax Act
2013 (KRA). The supplier is expected to pay the balance of 14% to account for the

balance of VValue Added Tax charged at 16%.

Withholding Value Added Tax is important for it is a tracking system for taxpayers
who reduce their actual taxliability or evade on payment of tax due on taxable goods
and services. When the income on which WHT is deducted at source the tax authorities
are aware of the transaction between the withholding agent and the taxpayer therefore
the tax withheld becomes a basis for the tax expected. The taxpayer has therefore an
obligation to pay the balance after matching the actual tax liability against the tax
withheld. For purposes of this study Withholding Value Added Tax was measured by
the amount of revenue collected as Value Added Tax withheld by agents (Adhikari,

2015).
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Ndumia, (2014) said that WHVAT was scrapped owing to among other reasons, the
fact that not all Value Added Tax amount withheld was remitted to KRA’s account at
the Central Bank of Kenya (CBK) which adversely affected the overall Value Added
Tax revenue performance. WHVAT was re-introduced in 2014 in Kenya and the
authority argues that it has increased Value Added Tax performance attributing such

performance on the WHVAT framework.

2.4.4 Taxpayer Perception, System automation and Value Added Tax compliance
Cornelius, (2017) Conducted a study to examine the factors that influence taxpayer’s
perception on the tax evasion. Among the variables examined included tax knowledge,
tax morale, tax system, tax fairness, and compliance cost. The study populations
comprised of individual taxpayers registered at the Primary Tax Office in East
Kalimantan- Indonesia. The study employed purposive sampling technique. Analysis
of this research data used PLS (Partial Least Square). The result of this study indicates
that: tax knowledge, tax morale, tax system, tax fairness negatively influenced the
taxpayer’s perception on the tax evasion. Compliance cost positively influenced the
taxpayer’s perception on the tax evasion. From every negative variable, tax morale has
the most significant to tax evasion, followed tax knowledge, tax system, and tax

fairness.

Helhel and Ahmed (2014) while looking at factors that impact on the relationship
between tax attitudes and compliance to tax; evaluated and ranked the various factors
that reduce taxpayers’ compliance levels. The study used a five-point Likert scale
questionnaire, which was distributed to the taxpayers to help them understand their tax
compliance opinions. The study concluded that high relative tax rates and difficult to

use and comprehend tax systems were two major factors affecting the tax compliance
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level of the Sanaa’ people of Yemen. They also pointed out that lack of continuous tax
audits, little fines and penalties and misuse of tax amnesties were critical factors that

most taxpayers attributed to their negative tax attitude.

Widuri and Irawan (2019) in Indonesia revealed that perceptions of tax justice had a
pleasing and great impact on tax compliance. Damayanti, Sutrisno, Subekti, and
Baridwan (2015) determined that the purpose of complying amongst taxpayers in
Indonesia is inspired through the perception of taxpayers in the direction of the
government. Ogungbade, Enitan, and Adekoya (2021) stated that the effect of
taxpayers' perceptions on tax evasion in Nigeria become now not properly sized.
Olusegun (2021) in Nigeria found out that taxpayers’ perceptions of the authorities’
fairness, trustworthiness in tax income responsibility, and equitable redistribution of
tax income have a first-rate, impact on tax compliance. Bijiga (2020) found out that tax
evasion stemmed from taxpayer perceptions of tax evasion as a way of life and a minor
crime in Oromia, Ethiopia. Nangayi (2013) found a vulnerable, superb, and
insignificant dating amongst tax belief and tax compliance amongst taxpayers in
Kampala Capital metropolis Authority (KCCA)—essential division, Uganda. None of
the above research has furnished evidence for the mediating position of taxpayer notion

within the dating among tax schooling and tax compliance.

Abdul-Razak and Adafula, (2013) evaluated taxpayers’ attitude and how it influences
tax compliance decisions in Tamale Ghana. The study adopted the use of questionnaires
which were administered to operators of SMEs in Tamale. Data obtained through the
questionnaire was quantitatively analysed. The study adopted the use of descriptive and
inferential statistics in analysis. The study established that people are closely connected

to the amount of money they pay as taxes. The tax rates that are paid in Ghana are
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considered to be too high. Moreover, the load of taxes that are paid directly influences
the attitudes of people and this shows how they see the taxation system thus their
decisions regarding compliance. The study further established that, the accountability
or transparency levels by the government failed to meaningfully influence the attitudes
held by taxpayers. Finally, the levels of perceived benefits realized from the supply’s

government products, for instance there was high physical infrastructure.

Value Added Tax compliance behavior can only be encouraged by visits in person by
well-trained Value Added Tax officers so as to increase the perception of being caught.
In the United Kingdom many of the non-compliant small and medium business owners
have the perception that the chances of being caught for not paying Value Added Tax
are minimal due to the closure of Her Majesty’s Revenue and Customs offices
nationally (CIT, 2018). Also a tax system with lower Value Added Tax penalty will
contribute towards a high rate of non-compliance because Small and Medium
Enterprises will easily evade Value Added Tax. For example for SMEs in Nigeria, the
fear of penalty increases the level of Value Added Tax compliance (Nura, Jabbar, &
Ibrahim, 2017). In Kenya, the penalty rate for failure to pay Value Added Tax is 5% of
Value Added Tax payable or Kshs.10, 000 whichever is greater (KRA, 2019). Penalties
including Value Added Tax penalty rates commonly relate to failing to keep documents,
late submission of tax returns, tax shortfall, tax avoidance, failing to comply with
electronic tax system, failing to appear before the commissioner and fraudulent claim

for refund (Tax Procedures Act 2015 Section 82-89).

Simiyu (2024) study sought to assess the moderating effect of taxpayer perception on
the impact of electronic taxpayer education on turnover tax compliance amongst small

and medium enterprises in Eldoret Town, Uasin Gishu County. Explanatory studies
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design was used focused on 68712 registered small and medium enterprises inside
Eldoret town. Systematic sampling changed into used to pick out a sample of 397
SMEs. Questionnaires were used as the main facts series tool. Statistical Program for
social sciences software was used to investigate quantitative facts both descriptively
and inferentially. Findings from the study indicated that taxpayer perception moderates

turnover tax compliance of SMEs in Eldoret town.

Mwesigye and Kijjambu (2024) sought to establish the mediating role of taxpayer
perception in the relationship between tax education and income tax filing compliance
among small taxpayers in Mbarara city Uganda. The study used cross-sectional
research design on a study population of 33,979 small taxpayers with a sample size of
380 respondents in Mbarara city. Systematic random sampling was used to select
respondents while data was collected using a questionnaire tool whose validity (Content
Validity Index) and reliability (Cronbach's Alpha) were ascertained before data
collection and found to be above 0.70. The collected data was analyzed with the aid of
SPSS version 26.0 to generate regression coefficients which were exported to an Online
Medgraph Calculator to determine mediation effect, significance and path analysis. The
regression analysis results revealed that taxpayer perception had a significant partial
mediating effect on the relationship between tax education and income tax filing

compliance among small taxpayers in Mbarara city.

2.5 Research Gaps and Literature Review Summary

The study by Cornelius, (2017) who conducted a study to examine the factors that
influence taxpayer’s perception on the tax evasion among the variables examined
included tax knowledge, tax morale, tax system, tax fairness, and compliance cost. The

study populations comprised of individual taxpayers registered at the Primary Tax
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Office in East Kalimantan- Indonesia. The study employed purposive sampling
technique. Analysis of this research data used PLS (Partial Least Square) and this

current study will use multi regression analysis which points out methodological gap.

Ajape, Afara and Uthman (2017) sought to find out the effect of e-payment system on
tax administration and tax revenue generation at Lagos state revenue services. Survey
research design was employed for the study in which first-hand data was used for
assembling of information. The target population was 150 employees of the Lagos State
Revenue Services. The study focused on tax administration and tax revenue generation

and hence conceptual Gap.

Syafira, Ratnasari and Ismail (2020) undertook a review on tax collection through
digital payments in Indonesia. The researchers were motivated to study how generosity
and trust was affecting tax collection in a digital payment environment. The target
population was 200 Muslims selected from Muslim community were considered in
determining the effect of religiosity and trust on collection of zakat, infag, endowment
and alms. Questionnaires were used. The results of the study were that religiosity and
trust have a major impact on digital payment of zakat, infag, endowment and alms in

Indonesia. The study will be done in Kenya hence contextual gap.

2.6 Conceptual Framework

The Conceptual framework is a scheme of variables that a researcher carries out to
achieve the identified objectives. A variable is a measure of characteristics that takes
different values between subjects (Mugenda & Mugenda, 2003). “Independent
variables that a researcher manipulates to determine the influence on another variable
(Kombo, 2009). The independent variables of the study was Tax Invoice Management

System was measured by Storage of tax invoice data and Accurate pre-filled Value
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Added Tax returns. Digital payments process was measured by mobile payments and
E- slip generation. Withholding Value Added Tax system was measured by Awareness
of WHVAT tax policy reforms and Rate of withholding Value Added Tax. The
dependent variable of the study was Value Added Tax Compliance was measured by
Tax payments and Returns filed while moderating variable was taxpayer perception
measures by perceived benefit and perceived misuse of tax. Firm age was used as a

control variable since it is constant and unchanged.
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Independent Variables Dependent Variable

Digital payment processing

e Mobile payments Hoz

E-slip generation \ Value Added

A
Tax
compliance

e tax
Tax Invoice Management Hoz payments
System /Ar/' e VAT paid
/
e Storage of tax invoice data , /

e Verification of VAT pre-
filled /

Withholding VAT system Hos
Control
e Awareness of WHVAT tax Variable
policy reforms Firm Age
e Rate of withholding VAT Hoka Hoan| Hoae

Taxpayer perception
e Perceived benefit
e perceived misuse of
tax

Moderating Variable

Figure 2.1: Conceptual Framework

Source: Author, 2024
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter presents the research methodology that was used to carry out the study.
Research methodology gives details regarding the procedures used in conducting the

study.

3.2 Research Design

The purpose of a research design is to ensure that the evidence gathered enables one to
answer the initial research question as unambiguously as possible and without bias
(Imenda, 2014). The study adopted an explanatory design research where gathering
and collection of information was through the help of questionnaires. According to
Leedy and Ormrod (2013), explanatory method assesses a phenomenon by looking
principally at quantities or amounts which are then analyzed using some kind of
generally accepted measurement standards. Explanatory studies are described through
hypotheses that specify the nature and direction of the relationship between or among
variables being studied. This design was therefore appropriate for this study since it
aimed at testing hypotheses using dataset for one year that is the financial year

2022/2023.

3.3 Target Population

According to (Kothari 2004) population refers to a group of individuals, things,
elements, households that are well-defined and which are being examined. Research
should have a population onto which the study’s findings are generalised. The target
population for this study was 3872 business owners of Small and Medium Enterprises

in Eldoret town, Kenya. KRA (2022).
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3.4 Sampling Frame

Cooper & Schindler (2014) define a sampling frame as a list that consist of all the
elements from which a representative sample is drawn and has relations to the study’s
target population. They further propose that the listed elements could be individuals,
geographical locations, institutions or organizations or other units as defined by the
research phenomena under study. The current list is of registered businesses from
different sectors formed the sampling frame. These were from tourism and hospitality,
health services/clinics, jua kali, irrigation and agriculture, building and construction,

professionals and general retailers and wholesalers.

Table 3.1: Target population

Category Target population
Health services/clinics 314
Irrigation and Agriculture 370
Tourism and hospitality 439
General retailers and wholesalers 1295
Jua Kali 721
Building and construction 502
Professionals 231
TOTAL 3872

3.5 Sample Size and Sampling Technique

Sampling technique is the process through which the entities in a sample are identified
and selected (OECD, 2004). The study adopted a stratified sampling technique to place
the SMEs in categories relating to the sectors they belong. Simple random sampling
was then utilized to pick individual SMEs from each stratum. A sample is a subset of
the population. By studying the sample, the researcher should be able to draw
conclusions that would be generalizable to the population of interest (Sekaran, 2003).

Yamane formula was used for determining the sample size for this study because
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Yamane formula assumes a normal distribution and it is assumed that the taxpayer was

distributed normally in relation to the parameters under study that is SMEs in Eldoret

town. The sample size of the will be ascertained using Yamane’s (1967) formula.

Where: N = Population size

n = sample size

e = Margin error of the study

Sample size therefore was

3872 _ 3872

N

"= 11 Ne)?

_ 3872

T1+3872(0.05)2  1+3872(0.0025)  1+9.68  10.68

Table 3.2: Sample Size

= 362 respondents

Category Sample Size
Health services/clinics 29
Irrigation and Agriculture 35
Tourism and hospitality 41
General retailers and wholesalers 121
Jua Kali 67
Building and construction 47
Professionals 22
TOTAL 362

3.6 Data Collection Instruments

The primary data was collected using a structured questionnaire. A questionnaire refers

to a series of questions that are aimed at fulfilling the collective purpose of a study and

they are completed by study respondents (Brace, 2018). It also refers to a list of
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questions (closed or open-ended) aimed at realizing specific raw data from the field that
was the population of interest to the study. The use of questionnaire were best suited
due to its ability to gather facts from respondents without alterations of their first-hand
opinions on the area of study, it allowed the respond to give answers without being
influenced and it cost effective in acquiring information from the target population as
it covered a huge geographical area. The design of the questions was have a
demographic section and main sections having a five- point Likert scale where 1=
Strongly disagree to 5= Strongly agree. The sections were divided based on the

objectives of the study.

3.7 Data Collection Procedure

This is the roadmap of the data collection component of the research process. First, the
researcher obtained an introduction letter and research permits from National
Commission for Science, Technology, and Innovation (NACOST]) for data collection.
The questionnaires were administered to the respondents using the drop and pick
method during official working hours. Blumberg (2014), stated that a self-administered
survey method is appropriate when it is important for the respondent to have adequate
time to carefully consider their responses. The respondents, who did not have filled the

questionnaires during picking, were given three more days to complete.

3.8 Pilot Testing

According to the rule of thumb, 1-10% of the respondents should be used to establish a
pre-test the questionnaire (Adrian & Gallagher, 2007). A pilot study also known as pilot
test or pilot experiment is a small-scale preliminary study conducted before the actual
study with an aim evaluating the feasibility, time, cost, adverse effects in order to
improve upon the study design prior to the actual research (Hulley 2007). The pilot

study aimed at establishing whether the questioner is reliable and valid to collect the
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required data before the actual research. Cooper and Schindler (2010) states that a pilot
sample should be 10% of the sample projected for the larger parent study. Therefore,
36 respondents was used for the pilot study. The respondents were selected randomly

from Kapsabet town, and this did not form part of the final study.

3.8.1 Reliability

Reliability means the consistence, steadiness, or steadfastness of the information. At
whatever point a researcher measures a variable, the person in question needs to be
certain that the estimation gives reliable and steady outcomes (Wikman, 2006).The
questionnaires were exposed to generally reliable quality examination with consistency.
The coefficient of consistency was estimated by utilizing Cronbach alpha. Cronbach

Alpha coefficients of above 0.7 were the cut—off reliability for this study.

3.8.2 Validity

According to Gillnam (2011) the skills and knowledge covered by the test items is
supposed to be a representation of the bigger sphere of skills and knowledge. The
researcher made use of content validity in ascertaining the questionnaire’s validity. For
a research instrument to be considered valid, the content selected and included in the
questionnaire must be relevant to the variable being investigated. The study used factor
analysis to test content validity of the questionnaire. KMO and Bartletts test was used
to determine validity of questionnaire for factor analysis. KMO >0.5 and Bartlett’s p-

value <0.05 indicates validity.

3.9 Assumptions of Regression
When using the regression model, there are assumptions that have to be made to the
model to determine the relationship between the independent and dependent variables

(Osborne & Waters, 2014). “These assumptions must be met before inferences are
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drawn and if not the results may not be valid and therefore it may result in type 1 or
type 11 error or under or overestimation of significance level (Wheeler & Tiefelsdorf,
2005).” Therefore, the assumptions have to be pretested for a valid result. Prior to data
analysis, assumptions for normality were checked together with homoscedasticity,

linearity, autocorrelations, and multicollinearity.

3.9.1 Test of Normality

Multiple regression assumes that the data under test is normally distributed (Osborne
& Waters, 2014). “It is assumed that errors are normally distributed, and that a plot of
the values of residuals will approximate a normal curve (Keith,2006)”. Non-normally
distributed variables can distort relationships and significance tests (Osborne & Waters,
2014). There are several ways of testing normality such as Shapiro-Wilk, Kolmogorov-
Smirnov, Lilliefors and Anderson Darling. Shapiro-Wilk test was used as it is the most
powerful normality test (Razali & Wah, 2011). The results of above 0.05 (p > 0.05)

confirms data normality

3.9.2 Homoscedasticity test

Homoscedasticity is the variance or spread of errors from the regression line is constant.
According to Lani (2010) about regression, an error is how distant a point deviates from
the normal line of regression. “The assumption of linear regression is that the spread of
the residual or the error term is constant across the graph and if this assumption is
violated, the statistical results may not be trustworthy due to biased coefficients. The
results from the homoscedasticity test F-statistic p value >0.05, shows that the

assumption for homoscedasticity is not violated.
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3.9.3 Linearity test

The link between the dependent and independent variables will be determined using
linearity tests and it was established that it is linear. “The assumption for linearity
measured through a deviation from linearity mElectronic Tax Registeric with alpha of
0.05. Csorgd, (1985) elaborated that if the p value of deviation from linearity is >0.05
the assumption of linearity is not violated, if the p value is <=0.05 the assumption for

linearity has been violated.”

3.9.4 Multicollinearity Test

Multicollinearity is point where there is high correlation among the independent
variables (Keith, 2006). “The researcher is able to interpret regression coefficients as
the effects of the independent variables when there is low collinearity (Keith,2006)”.In
order to test for multicollinearity, Variance inflation factor (VIF) was computed using
statistical packages for social science (SPSS). Multicollinearity increases the standard
errors of the coefficients and thus makes some variables statistically not significant

while they should otherwise be significant (Osborne and Waters, 2014).

Bowerman and Connell (2006) stated that lower levels of VIF are more better, while
higher levels of VIF are known to affect adversely the result associated with a multiple
regression analysis. Multicollinearity test was carried out using the Variance Inflation
Factor (VIF)for all independent variables < 10 implies no Multicollinearity problem

VIF for all independent variables >10 suggest multicollinearity problem.

3.10 Operationalization of variables and measurements
The measurement of variables in the study and relationship between the variables and

the survey questions are illustrated in Table 3.3.
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Variable Indicators Source Measurement !Data collection Type_ of
Scale instrument analysis
Syafira,
Ratnasari Descriptive
Independent and Ismail Statistics
(2020)
I Mobile payments 5- point Likert
D;glr;aelnt scale Questionnaire Correlation
paymen E-slip generation analysis.
processing
Regression
Analysis.
Descriptive
Independent Statistics
Perceived  usefulness
Tax Invoice and benefit of TIMs Le and
Management machines 5- point Likert . - Correlation
System Verification of VALUE g%%n scale Questionnaire analysis.
ADDED TAX pre-
filled
Regression
Analysis.
Descriptive
Independent Statistics
e Awareness of
. . WHVALUE
Withholding ADDED TAX tax
VALUE olicy reforms Miller and Correlation
ADDED TAX Polcyreton _ Oats 5- point Likert o s
system e Rate of withholding (2019) scale Questionnaire analysis.
VALUE  ADDED
TAX
Regression
Analysis.
Descriptive
Statistics
. . Cornelius,  5- point Likert . . Correlation
Moderator Perceived benefit (2017) scale Questionnaire analysis
Taxpayer Regression
perception Analysis
Dependent e Returns Filed KRA
VALUE e VALUEADDED  (2022) Descriptive
ADDED TAX TAX paid ; ; Statistics
Compliance 5- point Likert Questionnaire .
scale Correlation
analysis
Regression
Analysis

3.11 Data Analysis and Presentation

Data analysis involves the data gathering, modelling, and transforming with the aim of

identifying the usefulness of information, suggesting conclusions, and supporting

decision making (Fitcher, 2005). Inferential statistics, such as Analysis of Variance was
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used to analyse qualitative data (ANOVA). The study also conducted multiple
regression analysis to develop a mathematical model that connected the independent

and dependent factors.”
3.11.1 Linear Regression Model Equation

The regression model was used to establish the link between the independent variable

and the dependent variable as follows.

i. Y: BO+BlFA+BZDP+B3TS+B4WS+S’
Model Specifications for Testing Moderation

i.  Y=By+ BFA+B,DP+ B3TS + B,WS + B5TP + &,
ii.  Y=By+ BFA+ B,DP+ B3TS + B,WS + B5TP + BcDP * TP + ¢,
iii.  Y=B¢+ BFA+B,DP+ B3TS + B,WS + B5TP + BcDP * TP + 3, TS *
TP + ¢,
iv. Y=+ B:FA+ B,DP+ B3DP + B,TS + BsWS + BcTP + 3,DP + TP +
BgTS * TP + BoWS * TPe,

Where: Y = Value Added Tax Compliance

FA = Firm Age

DP= Digital payment process

TS= Tax Invoice Management System

WS = Withholding Value Added Tax system

TP= Taxpayer perception as a moderator

Bo = Constant term

B1, B2, andPB3 = regression coefficient of three independent variables

€= error term



46

3.12 Ethical Considerations

This study was reviewed and approved by NACOSTI and Moi University by obtaining
consent and permit to collect data. For study participants to participate voluntarily, prior
permission was required. All data which was collected during the study and analysis
tool used was kept confidential by the researcher. The data which was collected from
study subjects was protected; ensuring that only approved individuals have access to
the privileged information gathered from them. The study was purely made for

academic purpose.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION OF FINDINGS
4.1 Introduction
This chapter entails a detailed analysis and interpretation of data collected in relation to
main and specific objectives of the study. The study uses a questionnaire analysis and

a breakdown of the inferential statistic’s diagnostic tests and regression analysis.

4.2 Reliability test

Table 4.1 shows the reliability test results, Cronbach’s alphas >0.7 indicates that the
questionnaire items selected were reliably able to explain the study Value Added Tax
compliance a=0.918>0.7, digital payment process has a a=0.989>0.7, Tax invoice
management systemo=0.975>0.7, withholding Value Added Tax systema=0.970>0.7,

and lastly the moderator variable taxpayer perception a=0.981>0.7.

Table 4.1: Reliability Tests

Variable Cronbach's Alpha N of Items
value tax compliance 0.918 4
digital payment process 0.989 4
Tax invoice management system 0.975 4
withholding Value Added Tax system 0.970 5
taxpayer perception 0.981 4

4.3 Response Rate
Most studies should aim for response rates of about 60%, and the Editor and Associate
Editors of the Journal surely expect this. A response rate of 80% is estimated for survey

research that aims to represent all pharmacy schools and colleges. Figure 4.1 indicates
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that out of 362 questionnaires that were issued, only 281 were filled and returned

implying a response rate of 78%.

B Responded M DidnotRespond

Figure 4.1: Response rate

4.4 Demographics Data
The demographic analysis presented in Table 4.2 provides insights into two aspects:

the duration of business operation and the level of education of the respondents.

The data reveals a relatively even distribution across the different categories of business
operation duration. The largest group is comprised of businesses that have been in
operation for 3 to 5 years (22.8%), closely followed by those in operation for less than
3 years (22.1%). Businesses that have been in operation for 11 to 15 years constitute
20.3% of the sample, while those in operation for 6 to 10 years make up 18.5%. The
smallest group is businesses that have been in operation for more than 15 years,

representing 16.4% of the sample.

The majority of respondents hold an Undergraduate Degree (36.7%). Those with a

Certificate form the second largest group (20.6%), followed by respondents with a
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Master’s Degree (16.7%). Respondents with a Diploma constitute 14.6% of the sample,
while those with a High School Certificate make up 8.5%. The smallest group is
comprised of respondents with a PhD, representing only 2.8% of the sample. The total

respondents were 281.

Table 4.2: Demographics data

Demographics on how long have you been in business

Frequency Percent
Less than 3 years 62 22.1
3 1o 5 years 64 22.8
6 to 10 years 52 18.5
11-15 years 57 20.3
More than 15 years 46 16.4

Demographics on Level of Education

High school certificate 24 8.5
Certificate 58 20.6
Diploma 41 14.6
Under Graduate Degree 103 36.7
Master 47 16.7
PhD 8 2.8

Total 281 100.0
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4.5 Descriptive Statistics

A Likert scale was used in the surveys to measure respondents' degrees of agreement.
The scale went from 1 to 5, with 1 representing significant disagreement and 5
representing strong agreement. Measures of central tendency were used to explain

variables in respects to the objective of the study.

4.5.1 Descriptive statistics on digital payment process

Table 4.3 indicates a descriptive statistic for different items representing digital
payment process the results shows that: electronic processing of bills to taxpayers is
efficient: With a mean of 4.04, the majority of the 281 respondents agree that the
electronic processing of bills is efficient. The standard deviation of 0.836 indicates that
the responses are fairly close to the mean. The negative skewness (-.252) suggests that
the distribution of responses is slightly skewed towards the higher end of the scale
(Agree and Strongly Agree). The negative kurtosis (-.907) indicates that the distribution

has lighter tails and a flatter peak than the normal distribution.

Digital processing of payment slip is fast: The mean of 4.05 suggests that most
respondents agree that the digital processing of payment slips is fast. The standard
deviation of 0.818 shows that the responses are fairly close to the mean. The negative

skewness (-.132) and kurtosis (-1.392) suggest a distribution similar to the first item.

Mobile payment of taxes is cost-efficient: The mean of 4.03 indicates that most
respondents agree that mobile payment of taxes is cost-efficient. The standard deviation
of 0.823 shows that the responses are fairly close to the mean. The negative skewness

(-.208) and kurtosis (-.929) suggest a distribution similar to the first two items.
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Inclusion of electronic fund transfers has seen timely payment of Value Added Tax due:
The mean of 4.06 suggests that most respondents agree that the inclusion of electronic
fund transfers has resulted in timely payment of Value Added Tax. The standard
deviation of 0.802 shows that the responses are fairly close to the mean. The negative
skewness (-.110) and kurtosis (-1.435) suggest a distribution similar to the previous

items.

Table 4.3: Descriptive statistics digital payment process

Items N Mean Std. Dev Skewness Kurtosis
Electronic processing of bills to 281 4.04 .836 -.252 -.907
taxpayers is efficient

Digital processing of payment 281 4.05 .818 -.132 -1.392
slip is fast

Mobile payment of taxes is cost 281 4.03 .823 -.208 -.929
efficient

Inclusion of electronic fund 281 4.06 .802 -.110 -1.435

transfers has seen timely
payment of Value Added Tax

due

4.5.2 Descriptive statistics on Tax invoice management system

Table 4.4 indicates descriptive statistics in regards to tax invoice management system

Our business enjoys input tax while trading with registered Value Added Tax suppliers:
The mean score is 4.07, which is closer to “Agree” (4) on the Likert scale. This suggests
that most respondents agree that their business enjoys input tax while trading with
registered Value Added Tax suppliers. The standard deviation is 1.070, indicating that

the responses vary around the mean. The negative skewness (-.794) and kurtosis (-.713)
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suggest that the distribution of responses is slightly skewed towards higher scores and

has lighter tails, meaning fewer extreme scores.

Electronic Tax Register invoice is issued to all Value Added Tax transactions: The
mean score is 4.06, indicating that most respondents agree that an Electronic Tax
Register invoice is issued to all Value Added Tax transactions. The standard deviation
is 1.062, showing some variation in responses. The negative skewness (-.769) and

kurtosis (-.728) suggest a slight skew towards higher scores and fewer extreme scores.

Our business keeps records for electronic Tax Invoice: The mean score is 4.00, which
exactly corresponds to “Agree” on the Likert scale. This suggests that most respondents
agree that their business keeps records for electronic Tax Invoices. The standard
deviation is 1.059, indicating some variation in responses. The negative skewness (-
.672) and kurtosis (-.833) suggest a slight skew towards higher scores and fewer

extreme scores.

Our business monitors sales by use of ETR receipts: The mean score is 3.99, which is
close to “Agree” on the Likert scale. This suggests that most respondents agree that
their business monitors sales using ETR receipts. The standard deviation is 1.062,
indicating some variation in responses. The negative skewness (-.688) and kurtosis (-

.805) suggest a slight skew towards higher scores and fewer extreme scores.
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Table 4.4: Descriptive statistics Tax invoice management system

Std. Skewness Kurtosis
N Mean
Items Dev
Our business enjoys input tax 281 407 1070 -794 -.713

while trading with registered

Value Added Tax suppliers

Electronic  Tax  Register 281 406 1062 -.769 -.728
invoice is issued to all Value

Added Tax transactions

our business keeps records for 281 400 1059 -672 -.833
electronic Tax Invoice
Our business monitors sales by 281 399 1.062 -.688 -.805

use of Electronic Tax Register

receipts

4.5.3 Descriptive statistics on withholding Value Added Tax system
Table 4.5 indicates descriptive statistics on the responses on the items related to

withholding Value Added Tax system.

Improved relations between taxpayers and KRA officers translate to WHVAT
compliance: The mean score is 4.12, suggesting that most respondents agree or strongly
agree with this statement. The standard deviation is 1.050, indicating a moderate spread
of responses around the mean. The negative skewness (-.904) suggests that the
distribution of responses is skewed towards higher scores (Agree or Strongly Agree).
The negative kurtosis (-.482) indicates that the distribution has lighter tails and a flatter

peak than the normal distribution.

Enhanced customer service delivery is attributed to WHVAT compliance: The mean
score is 4.01, again indicating that most respondents agree or strongly agree. The

standard deviation is 1.054, showing a similar spread of responses to the first item. The
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negative skewness (-.741) and kurtosis (-.698) suggest a distribution skewed towards

higher scores and a flatter peak than the normal distribution.

We remit all the withholding tax collected at our business: The mean score is 3.98,
which is close to 4 (Agree), suggesting that most respondents agree with this statement.
The negative skewness (-.670) and kurtosis (-.794) indicate a distribution skewed

towards higher scores and a flatter peak than the normal distribution.

| always remit the taxes withheld on/in time: The mean score is 4.06, indicating that
most respondents agree or strongly agree. The negative skewness (-.796) and kurtosis
(-.597) suggest a distribution skewed towards higher scores and a flatter peak than the

normal distribution.

The amounts withheld and remitted to KRA are correctly stated: The mean score is
4.00, indicating that most respondents agree with this statement. The negative skewness
(-.715) and kurtosis (-.575) suggest a distribution skewed towards higher scores and a

flatter peak than the normal distribution.

Table 4.5: Descriptive statistics withholding Value Added Tax system

items N Mean Std. Dev Skewness Kurtosis
Improved relations between 281 4.12 1.050 -.904 -.482
taxpayers and KRA officers

translate to

WHVATcompliance

Enhanced customer service 281 4.01 1.054 - 741 -.698
delivery is attributed to

WHVAT compliance

We remit all the withholding 281  3.98 1.054 -670 -.794
tax collected at the our

business

| always remit the taxes 281 4.06 1.038 -.796 -.597
withheld on/in time

The amounts withheld and 281 4.00 1.005 - 715 -.575

remitted to KRA are correctly
stated
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4.5.4 Descriptive statistics on taxpayer perception
Table 4.6 shows the descriptive statistics of taxpayer perceptions on various items the

interpretation of the results is as follows:

Usage of public funds influences the willingness to pay tax in Kenya: With a mean of
4.03, it indicates that the majority of the respondents agree or strongly agree with this
statement. The standard deviation of 1.079 shows some variability in responses. The
negative skewness and kurtosis values suggest that the distribution of responses is
slightly skewed towards higher values (Agree/Strongly Agree) and has lighter tails and

a flatter peak than a normal distribution.

Responsibility of the Government to provide quality services to its citizens: The mean
score of 4.01 suggests that most respondents agree or strongly agree that it’s the
government’s responsibility to provide quality services. The standard deviation of
1.081 indicates some variability in responses. The negative skewness and kurtosis
values suggest a slight skew towards higher values and a flatter distribution compared

to a normal distribution.

Relations between KRA staff and taxpayers is positive: The mean score of 3.98
suggests that respondents generally agree with this statement. The standard deviation
of 1.077 shows some variability in responses. The negative skewness and kurtosis
values suggest a slight skew towards higher values and a flatter distribution compared

to a normal distribution.

Probabilities of being detected by the tax authority for not declaring the exact income
are low: The mean score of 3.86 suggests that respondents are somewhat uncertain or

agree with this statement. The standard deviation of 1.055 shows some variability in
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responses. The negative skewness and kurtosis values suggest a slight skew towards

higher values and a flatter distribution compared to a normal distribution.

Table 4.6: Descriptive statistics taxpayer perception

Std.  Skewness  Kurtosis
N Mean
Items Dev
It is perceived that usage of 281 4.03 1.079 -.762 -.750
public funds influences the
willingness to pay tax in Kenya
We perceive it the responsibility 281 4.01 1.081 -.740 -.780
of the Government to provide
quality services to its citizens.
We perceive that the relations 281 3.98 1.077 -.707 -.803
between KRA staff and
taxpayers is positive
We perceive  that  the 281 3.86 1.055 -.547 -.906
probabilities of being detected
by the tax authority for not
declaring the exact income that |
receive are low.

4.5.5 Descriptive statistics on Value Added Tax compliance
Table 4.7 demonstrations the descriptive statistics for a survey on Value Added Tax

compliance. The results are as follows;

We file our returns accurately: The mean score is 4.11, which is closer to “Agree” (4)
on the Likert scale. This suggests that most respondents agree that they file their returns
accurately. The standard deviation is 1.010, indicating that responses vary around the
mean. The negative skewness (-.789) indicates that the distribution of responses is
skewed towards higher values, and the negative kurtosis (-.606) suggests that the

distribution has lighter tails and a flatter peak than the normal distribution.

Our business pays Value Added Tax by the due date because we believe it is morally
right: The mean score is 4.01, suggesting that most respondents agree with this

statement. The standard deviation is 1.038, indicating some variation in responses. The
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negative skewness (-.645) and kurtosis (-.845) suggest a distribution skewed towards

higher values and a flatter peak than the normal distribution.

We always remit our Value Added Tax to KRA in time: The mean score is 3.81, which
is closer to “Agree” (4) on the Likert scale, suggesting that most respondents agree with
this statement. The standard deviation is 1.086, indicating a wider spread of responses.
The negative skewness (-.401) and kurtosis (-1.150) suggest a distribution skewed

towards higher values and a flatter peak than the normal distribution.

| compute and pay my Value Added Tax correctly and in good time as stipulated by the
law: The mean score is 4.08, suggesting that most respondents agree with this
statement. The standard deviation is 1.049, indicating some variation in responses. The
negative skewness (-.755) and kurtosis (-.749) suggest a distribution skewed towards

higher values and a flatter peak than the normal distribution.

Table 4.7: Descriptive statistics Value Added Tax compliance

Items N Mean Std. Dev Skewness Kurtosis
We file our returns accurately 281 411 1.010 -.789 -.606
Our business pays Value Added 281 4.01 1.038 -.645 -.845

Tax by the due date because we
believe it is morally right

We always remit our Value 281 3.81 1.086 -.401 -1.150
Added Tax to KRA in time
I compute and pay my Value 281 4.08 1.049 -.755 -.749

Added Tax correctly and in
good time as stipulated by the

law
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4.6 Factor Analysis

Sufficient dimension reduction (SDR) techniques are a class of supervised dimension-
reduction approaches that aim to reduce dimensionality while retaining information
about a target variable of interest. However, current SDR approaches often require more

observations than the number of dimensions according to .(Jha et al., 2021).

4.6.1 Validity Analysis

Results in Table 4.8 showed that the KMO value was 0.623 which was above the
recommended minimum threshold of 0.5. This statistic implies that the statements in
the questionnaire were adequate. In addition, results of the Bartlett roundness test

yielded a chi-square statistic of 41.373 and a p-value of 0.000<0.05.

Table 4.8: KMO and Bartlett's Test Results

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.623

Bartlett's Test of Sphericity Approx. Chi-Square 41.373
df 10
Sig. .000

4.6.2 Factor analysis Diagnostic test using scree plots

The scree plot is a graphical approach for plotting the correlation matrix's eigenvalues
versus the number of elements. The eigenvalues show the proportion of variation
explained by each component. The scree plot can assist in determining the best number
of elements to maintain by locating the point when the curve's slope abruptly changes
(the "elbow™). A scree plot with a distinct elbow suggests that the data are appropriate

for factor analysis.
Digital payment process

Figure 4.2 shows a scree plot for digital payment process with elbow on component 2

indicating that digital payment process is sufficient for factor analysis.
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Scree Plot

Eigenvalue
"
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Figure 4.2: Scree plot digital payment process

Tax invoice management system

Figure 4.3 shows that tax invoice management system has a precise elbow indicating

that the data are appropriate for factor analysis.

Scree Plot

Eigenvalue

-

2 2 4

Component Number

Figure 4.3: Scree plot Tax invoice management system

Withholding Value Added Tax system

Figure 4.4 shows that withholding Value Added Tax system has a precise elbow

indicating that the data are appropriate for factor analysis.
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Scree Plot
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Figure 4.4: Scree plot withholding Value Added Tax system

Taxpayer perception

Figure 4.5 shows that taxpayer perception has a precise elbow indicating that the data

are appropriate for factor analysis.

Scree Plot

Eigenvalue
v

-

2 3 4

Component Number

Figure 4.5: Scree plot taxpayer perception
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Value Added Tax compliance

Figure 4.6 shows that Value Added Tax compliance has a precise elbow indicating that

the data are appropriate for factor analysis.

Scree Plot

Eigenvalue
L]

1 2 3 4

Component Number

Figure 4.6: Scree plot Value Added Tax compliance

Exploratory Factor loading

The scree plots and Factor extraction loadings were used to determine the factors that
were selected according to L. B. (2013) The scree plot identified the point at which the
eigenvalues level off, indicating that the remaining factors are not sufficient for
extraction. The factors above this point are retained, and the factors below this point
are discarded. Factor loadings in a factor analysis represent the strength and direction
of the relationship between observed variables (items) and latent factors. Value Added
Tax Compliance (VATCL1 to VATC4): VATCL: This item has a high factor loading of
.847 on the first latent factor. VATC2: This item has a high factor loading of .884 on

the first latent factor. VATC3: This item has a substantial factor loading of .740 on the
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first latent factor. VATCA4: This item has a substantial factor loading of .748 on the first

latent factor.

Items related to Value Added Tax compliance (VATC1 to VATC4) are strongly

associated with the first latent factor, from the scree items VATCL1 is retained.

Digital Payment Process (DPP1 to DPP4): DPP1: This item has a very high factor
loading of .967 on the second latent factor. DPP2: This item has a very high factor
loading of .971 on the second latent factor. DPP3: This item has an extremely high
factor loading of .980 on the second latent factor. DPP4: This item has a high factor
loading of .928 on the second latent factor. Items related to the digital payment process
(DPP1 to DPP4) are strongly associated with the second latent factor. from the scree

items DPP1 is retained

Tax Invoice Management System (TIMS1 to TIMS4): TIMS1: This item has a very
high factor loading of .938 on the third latent factor. TIMS2: This item has a very high
factor loading of .937 on the third latent factor. TIMS3: This item has an extremely
high factor loading of .948 on the third latent factor. TIMS4: This item has a high factor
loading of .902 on the third latent factor. Items related to the tax invoice management
system (TIMS1 to TIMS4) are strongly associated with the third latent factor. TIMS1

is retained

Withholding Value Added Tax System (WVS1 to WVS5): WVS1: This item has a high
factor loading of .832 on the fourth latent factor. WVS2: This item has a very high
factor loading of .957 on the fourth latent factor. WVS3: This item has a very high
factor loading of .927 on the fourth latent factor. WVS4: This item has a substantial
factor loading of .894 on the fourth latent factor. WVS5: This item has a high factor

loading of .832 on the fourth latent factor.
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Interpretation: Items related to the withholding Value Added Tax system (WVSL1 to

WV S5) are strongly associated with the fourth latent factor. Factors WVS1 is retained

Taxpayer Perception (TPP1 to TPP4): TPP1: This item has a very high factor loading
of .959 on the fifth latent factor. TPP2: This item has a very high factor loading of .970
on the fifth latent factor. TPP3: This item has a very high factor loading of .965 on the
fifth latent factor. TPP4: This item has a substantial factor loading of .890 on the fifth

latent factor.

Interpretation: Items related to taxpayer perception (TPP1 to TPP4) are strongly

associated with the fifth latent factor. Factors TPP1 is retained.
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Table 4.9: Factor Extraction

Value digital Tax invoice withholding  taxpayer
Added Tax payment management Value Added perception
Compliance process  system Tax system

VALUE .847

ADDED

TAXC1

VALUE .884

ADDED

TAXC2

VALUE .740

ADDED

TAXC3

VALUE .748

ADDED

TAXC4

DPP1 967

DPP2 971

DPP3 .980

DPP4 928

TIMS1 938

TIMS2 937

TIMS3 948

TIMS4 902

WVS1 .832

WVS2 .957

WVS3 927

WVS4 .894

WVS5 .832

TPP1 .959

TPP2 970

TPP3 .965

TPP4 .890

4.7 Regression Assumptions

Regression assumptions are used to determine the statistical suitability of the regression
models within a study. Assumptions for homoscedasticity, normality, multicollinearity,
autocorrelation, and linearity are tested. In certain circumstances, violating these
assumptions will not affect the core study outcomes. In other circumstances,

assumption violations jeopardize the validity of study (Garson, 2012).
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4.7.1 Normality test

Normality test was conducted in table 4.9 The Shapiro-Wilk test is a statistical test used

to assess whether a given sample comes from a normally distributed population.

The Shapiro-Wilk test for digital payment process revealed p-value of .624. Since the
p-value (.624) is greater than the conventional significance level of 0.05, Therefore, the

data for the digital payment process variable appears to be normally distributed.

For the Tax Invoice Management System variable, the Shapiro-Wilk test resulted a p-
value of .490. Similar to the previous case, the p-value exceeds the standard threshold
of 0.05, indicating that there is no significant departure from normality. Thus, the

distribution of the Tax Invoice Management System variable is normal.

The Shapiro-Wilk test for the Withholding VValue Added Tax System variable produced
a p-value of .866. Once again, the p-value is greater than 0.05, suggesting that there is
no evidence the findings can be inferred that the data for the Withholding Value Added

Tax System variable follows a normal distribution.

The Shapiro-Wilk test for the Taxpayer Perception variable yielded a p-value of .679.
As the p-value exceeds 0.05, there is no significant departure from normality, and we
fail to reject the null hypothesis. Consequently, the distribution of the Taxpayer

Perception variable is considered to be consistent with a normal distribution.
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Kolmogorov-Smirnov? Shapiro-Wilk

Statistic  df Sig. Statistic  df Sig.
Digital payment .952 281 .860 .996 281 .624
process
Tax_invoice .955 281 .090 995 281 490
management system
withholding Value .941 281 .680 997 281 .866
Added Tax system
taxpayer perception 978 281 .700 .996 281 .679

a. Lilliefors Significance Correction

4.7.2 Heteroscedasticity test

Table 4.11 shows the Breusch-Pagan / Cook-Weisberg test for heteroskedasticity was

applied to the residuals with the null hypothesis (Ho) stating constant variance. The

test statistic, chi2(1), has a p-value of 0.781, which exceeds the conventional

significance level of 0.05. Therefore, we fail to reject the null hypothesis. The results

suggest that there is no significant evidence to

heteroskedasticity in the residuals.

indicate the presence of

Based on the Breusch-Pagan / Cook-Weisberg test results, this implies that the

assumption of homoskedasticity is not violated, and the variance of the residuals

appears to be constant across the range of observed values.

Table 4.11: Heteroscedasticity test

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity

Ho: Constant variance

Variables: residuals

chi2(1)

Prob > chi2

0.781
3.445
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4.7.3 Multicollinearity test

The multicollinearity test in table 4.12 shows VIF for digital payment process is
1.006<10, Tax invoice management system has VIF of 1.014<10, withholding VALUE
ADDED TAX system has a VIF of 1.005<10. Lastly the moderator variable taxpayer
perception is VIF is 1.015<10. The low VIF figures indicate that the variables are not

correlated meaning that the assumption is not violated.

Table 4.12: Multicollinearity test

Collinearity Statistics

Model Tolerance VIF
Digital payment process .994 1.006
Tax invoice management system .986 1.014
1 withholding VALUE ADDED TAX .995 1.005
system
taxpayer perception .985 1.015

a. Dependent Variable: Value Added Tax compliance

4.7.4 Linearity test

Table 4.13 indicates the test for linearity which test for deviation from linearity is not
statistically significant, p = 0.103>0.05, indicating that the linear relationship is present
between the predictors and the predicted variables. It is essential to explore the nature

of this non-linearity further to better understand the underlying patterns in the data.

Table 4.13: Linearity test

Sum of Mean

Squares Square Sig.
(Combined) 5.996 3 1.999 5.985 .001
VALUE Between Linearity 4.468 1 4.468 ;3'37 .000
ADDED  TAX Groups Deviation from
Compliance * L 1.529 2 764 2.289 .103
Residuals Linearity
Within Groups 92502 277 .334

Total 98.498 280
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4.8 Correlation Analysis

The correlation matrix is used to determine the strength direction and significance in
the relationship between system automation and Value Added Tax compliance. Table
4.14 shows that the control variable firm age has a positive and significant relationship
with Value Added Tax compliance r=-0.311, p=0.003<0.05. Further digital payment
process has a positive and significant relationship with Value Added Tax compliance
r=-0.579, p=0.000<0.05. Indicating that Value Added Tax compliance tends to
improves with a better digital payment process. Further analysis shows that Tax invoice
management system has a positive and significant relationship with Value Added Tax
compliance r=-0.534, p=0.000<0.05. Indicating that improving Tax invoice
management system improves Value Added Tax compliance. Withholding Value
Added Tax system indicates a positive and significant relationship with Value Added
Tax compliance r=-0.573, p=0.000<0.05. Lastly taxpayer perception has a positive and
significant relationship with Value Added Tax compliance r=-0.508, p=0.000<0.05.
Indicating that as taxpayer perception improves Value Added Tax compliance tends

upwards.

Table 4.14: Correlation Matrix

Value Eirm DPP TIMS WVTS TPP
Added Age
Tax 9
Value Added Tax Pearson' 1
Correlation
. Pearson
Firm Age Correlation 311 1
Digital payment Pearson_ 579" 447 1
process Correlation
Tax invoice Pearson
management . 534”123 931" 1
Correlation
system
Withholding Pearson - . o
Value Added Tax Correlation 573 002 -940 -968 1
Taxpayer Pearson 508 007 011 013  -018 1
perception Correlation

**_ Correlation is significant at the 0.05 level (2-tailed).
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4.9 Regression Analysis

The main objective was to determine the moderating effect of taxpayer perception on
the relationship between system automation and Value Added Tax compliance among
small and medium enterprises in Eldoret town, Kenya. The first step before introduction
of the moderator variable the effect of system automation on Value Added Tax

compliance is determined using a regression model.

The model summary on table 4.15 indicates a that the system automation had a positive
relationship on Value Added Tax Compliance R=0.597. The study shows that system
automation controlled by the firm age causes a 35.6% variation on Value Added Tax

compliance. The remaining 64.40 % is caused by factors not captured in the model.

Table 4.15: Model Summary effect of system automation on Value Added Tax

compliance
Model R R Square  Adjusted R Square Std. Error of the Estimate
1 0.597 0.356 0.347 47935

The analysis of variation caused on Value Added Tax compliance by the digital
payment process, Tax invoice management system, withholding Value Added Tax
system controlled for firm age was conducted. Table 4.16 shows that F statistic 51.067
and p value of 0.000<0.05. Indicating that the variation caused is statistically

significant.

Table 4.16: ANOVA effect of system automation on Value Added Tax compliance

Model Sum of Squares df Mean Square F Sig.
Regression 35.077 4 11.692 51.067  0.000
1 Residual 63.422 276 0.229
Total 98.498 280

a. Dependent Variable: Value Added Tax Compliance



Direct effect of system automation on Value Added Tax compliance

The regression equation is as follows;

Y = 3.125 + 0.005FA + 0.429DP + 0.483TS + 0.637WS

70

Table 4.17 shows that at a constant of 3.125 a unit change in digital payment process

causes a 0,429 improvement in Value Added Tax compliance. A 0.483 improvement

Value Added Tax compliance is caused by a unit change in Tax invoice management

system. A unit change in withholding Value Added Tax system causes an increase of

0.637 in Value Added Tax compliance. Lastly a unit change in firm age causes a 0.005

increase in Value Added Tax compliance, the change in statistically significant

indicating the age of the business significantly controls for the effects of system

automation on Value Added Tax compliance.

Table 4.17: Regression effect of system automation on Value Added Tax

compliance
Standardized Un-standardized
Coefficients Coefficients
t Sig.
Std.
Model B Error Beta
(Constant) 3.125 0.123 25.407 0.000
Firm Age 0.005 0.002 0.003 2.500 0.041
Digital payment process 0.429 0.078 0.230 5.500 0.000
1
Tax invoice  management 0.483 0.102 0.247 4.735 0.000
system
Withholding Value Added Tax 0.637 0.114 0.341 5.588 0.000

system

a. Dependent Variable: Value Added Tax Compliance
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4.10 Hierarchical model

The moderating effect of taxpayer perception on the relationship between system
automation and Value Added Tax compliance among small and medium enterprises in
Eldoret town, Kenya, was determined by conducting a hierarchical regression model
breaking down the moderating effect of taxpayer perception on the relationship between
each independent variable and Value Added Tax compliance. According to Baron and

Kenny (1986) three distinctive steps are followed in the process of moderation

The first step is to demonstrate a significant relationship between the independent
variable (system automation) and the dependent variable (Value Added Tax
compliance) without considering the moderating variable (taxpayer perception). To
achieve this, a regression analysis was conducted to establish this relationship. The next
step is to show the effect of taxpayer perception on Value Added Tax compliance by
conducting a regression analysis with taxpayer perception as the independent variable

and Value Added Tax compliance as the dependent variable.

The step that follows is to introduce the interaction terms between system automation
variables and taxpayer perception in the regression model. These interactions terms are
the product of the scores of system automation variables and taxpayer perception. Next,
examine whether the interaction terms are significant through a hierarchical regression
model. If the interaction term is significant, it suggests that taxpayer perception
moderates the relationship between system automation and Value Added Tax
compliance. Lastly if the interaction is significant, simple slopes are analyzed to
understand the nature of the moderation. This involves examining the effect of system

automation on Value Added Tax compliance at different levels of taxpayer perception.

Figure 4.7 indicates a simple illustration of the hierarchical model



Inpdendent Variables
[DP], [TIMS],[WVS]

DP*TPP
Moderator . TIMS*TRP
[Taxpayer perception]
WVS TPP

Figure 4.7: Hierarchical model

Source (Baron & Kenny, 1986)

Dependent Variable
[VAT Compliance]
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The ANOVA model 5 indicates that after adding taxpayer perception as a moderator

system automation causes a significant variation on Value Added Tax compliance. F
statistic = 17.236 p value =0.000<0.05. Changes in the F statistic indicate that there is

moderating effect of taxpayer perception on the relationship between system

automation and Value Added Tax compliance.
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Table 4.18: ANOVA taxpayer perception and system automation on VALUE
ADDED TAX Compliance

Model Sum of Squares df g/(lqiznre Sig.

Regression  35.077 4 11.692 51.067 0.000
1 Residual 63.422 276 0.229

Total 98.498 280

Regression  34.171 5 6.834 29.216 0.000
2 Residual 64.327 275 0.234

Total 98.498 280

Regression  33.824 6 5.637 23.883 0.000
3 Residual 64.674 274 0.236

Total 98.498 280

Regression  33.593 7 4,799 20.186 0.000
4 Residual 64.905 273 0.238

Total 98.498 280

Regression  33.135 8 4,142 17.236 0.000
5 Residual 65.363 272 0.240

Total 98.498 280

a. Dependent Variable: VALUE ADDED TAX Compliance

Table 4.19 shows the model summary process of moderation, the model progress shows

an R square change as the Variation changes from model 1 to model 5. Model 5 shows

the final model after moderation occurs. The model shows that R=0.356, The

coefficient of determination indicates that after moderating the relationship between

system automation and Value Added Tax compliance the variation caused was 35.6%.

The remaining 64.4% of the variation can be attributed to factors not analyzed in this

study.



Table 4.19: Model Summary

Model 1 Model 2 Model 3 Mode 4 Model 5
Constant 3.116(0.096)** | 3.268(0.126)** | 3.564(0.277)** | 3.571(0.279)** | 3.580(0.293)**
Firm Age 0.005(0.002)** | 0.004(0.001)** | 0.004(0.001)** | 0.003(0.001)** | 0.003(0.001)**
Digital -
payment
process 0.429(0.078)** | 0.433(0.078)** | 0.278(0.104)** | 0.355(0.128)** | 0.371(0.145)**
Tax invoice
Management
System 0.482(0.102)** | 0.477(0.101)** | 0.473(0.101)** | 0.551(0.221)** | 0.502(0.113)**
Withholding
VALUE
ADDED
TAX System | 0.636(0.114)** | 0.627(0.114)** | 0.623(0.114)** | 0.618(0.114)** | 0.553(0.241)**
Taxpayer
Perception 0.089(0.026)** | 0.270(0.085)** | 0.274(0.085)** | 0.276(0.087)**
dp-tpp 0.244(0.023)** | 0.131(0.065)** | 0.109(0.020)**
tims tpp 0.119(0.043)** | 0.041(0.017)**
wvs-tpp 0.103(0.023)**
R? 0.336 0.341 0.343 0.347 0.356
Change in
R? 0.005 0.002 0.004 0.009
F statistic 51.067 3.429 1.439 5.042 5.008
F-Sig 0.000 0.000 0.000 0.000 0.000

Regression moderating effect of taxpayer perception on the relationship between
system automation and Value Added Tax compliance

The regression equation for the hierarchical process of moderation were;

i.  Y=3.125+ 0.005FA + 0.429DP + 0.483TS + 0.637WS,

ii. Y=3.268+ 0.004FA+ 0.433DP + 0.477TS + 0.627WS + 0.089TP

iii. Y=3.564+ 0.004FA + 0.278DP + 0.473TS + 0.623WS + 0.270TP + 0.244DP *
TP

iv. ~Y=3.571+ 0.003FA+ 0.355DP + 0.551TS + 0.618WS + 0.274TP + 0.131DP *
TP + 0.119TS = TP

v. Y =3.580+ 0.003FA + 0.371DP + 0.502TS + 0.553WS + 0.276TP + 0.109DP
TP + 0.041TS * TP + 0.103WS * TPe
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The regression table 4.19 indicates that at a constant of 3.580 a unit change in digital
payment process causes a 0.371 improvement in Value Added Tax compliance. A 0.502
improvement Value Added Tax compliance is caused by a unit change in Tax invoice
management system. A unit change in withholding Value Added Tax system causes an
increase of 0.553 in VValue Added Tax compliance. A unit change in taxpayer perception
causes an increase of 0.276 in Value Added Tax compliance. The moderating effect of
taxpayer perception on relationship between Digital payment process and Value Added
Tax compliance is positive and statistically significant f=0.109. The moderating effect
of taxpayer perception on relationship between Tax invoice management system and
Value Added Tax compliance is positive and statistically significant f=0.041. The
moderating effect of taxpayer perception on relationship between withholding Value
Added Tax system and Value Added Tax compliance is positive and statistically
significant f=0.103. Lastly a unit change in the control variable Firm age causes a

significant increase in Value Added Tax compliance 3=0.003.

4.11 Hypotheses Testing

The hypothesis tests were conducted and summarized on table 4.20.

The first hypothesis was that Digital payment process has no significant effect on Value
Added Tax compliance among small and medium enterprises in Eldoret town, Kenya.
The test found that digital payment process has a significant effect on Value Added Tax

compliance p=0.000<0.05, therefore the null hypothesis is rejected.

The second null hypothesis was that Tax invoice management system has no significant
effect on Value Added Tax compliance among small and medium enterprises in Eldoret
town, Kenya. The test found that Tax invoice management system has a significant
effect on Value Added Tax compliance p=0.000<0.05, therefore the null hypothesis is

rejected.
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The third null hypothesis was that Withholding Value Added Tax system has no
significant effect on Value Added Tax compliance among small and medium
enterprises in Eldoret town, Kenya. The test found that Withholding Value Added Tax
system has a significant effect on Value Added Tax compliance p=0.000<0.05,

therefore the null hypothesis is rejected.

The fourth hypothesis taxpayer perception has no significant moderating effect on the
relationship between system automation and Value Added Tax compliance among
small and medium enterprises in Eldoret town, Kenya. The study found that taxpayer
perception has a significant moderating effect on the relationship between system
automation and Value Added Tax compliance p=0.026<0.05 therefore the null

hypothesis is rejected
The hypothesis was subdivided into three;

a) Hosa: taxpayer perception has no significant moderating effect on the relationship
between Digital payment process and Value Added Tax compliance among small and
medium enterprises in Eldoret town, Kenya. The study found that taxpayer perception
has a significant moderating effect on the relationship between Digital payment process
and Value Added Tax compliance p=0.020<0.05 therefore the null hypothesis is

rejected.

b) Hoan: taxpayer perception has no significant moderating effect on the relationship
between Tax invoice management systems and Value Added Tax compliance among
small and medium enterprises in Eldoret town, Kenya. The study found that taxpayer
perception has a significant moderating effect on the relationship between Tax invoice
management systems and Value Added Tax compliance p=0.017<0.05 therefore the

null hypothesis is rejected.
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) Hosc: taxpayer perception has no significant moderating effect on the relationship
between Withholding Value Added Tax system and Value Added Tax compliance
among small and medium enterprises in Eldoret town, Kenya. The study found that
taxpayer perception has a significant moderating effect on the relationship between
Withholding Value Added Tax system and Value Added Tax compliance p=0.023<0.05

therefore the null hypothesis is rejected.

Table 4.20: Summary of Hypothesis testing to after 4.12.4

Hypothesis P-value results

Ho: Digital payment process has no significant effect on 0.000 Reject Hoz
Value Added Tax compliance among small and medium
enterprises in Eldoret town, Kenya

Ho> Tax invoice management has no significant effect on 0.000 Reject Hoz
Value Added Tax compliance among small and medium
enterprises in Eldoret town, Kenya.

Hos Withholding Value Added Tax system has no significant 0.000 Reject Hos
effect on Value Added Tax compliance among small and
medium enterprises in Eldoret town, Kenya.

Hoa taxpayer perception has no significant moderating effect 0.026 Reject Hos
on the relationship between system automation and Value

Added Tax compliance among small and medium

enterprises in Eldoret town, Kenya.

Hosa taxpayer perception has no significant moderating 0.020 Reject Hosa
effect on the relationship between Digital payment process

and Value Added Tax compliance among small and medium

enterprises in Eldoret town, Kenya.

Hosn taxpayer perception has no significant moderating 0.017 Reject Hoab
effect on the relationship between Tax invoice management

systems and Value Added Tax compliance among small and

medium enterprises in Eldoret town, Kenya.

Hosc taxpayer perception has no significant moderating 0.023 Reject Hoac
effect on the relationship between Withholding Value

Added Tax system and Value Added Tax compliance

among small and medium enterprises in Eldoret town,

Kenya.
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4.12 Discussion of Findings

This section of the study recaps the findings.

4.12.1 Digital payment process and Value Added Tax compliance

The first specific objective was to determine the effect of digital payment process on
Value Added Tax compliance among small and medium enterprises in Eldoret town,
Kenya. The study sought to investigate the nature of the relationship between digital
payment process and Value Added Tax compliance through a correlation analysis
which found that there is a positive and significant relationship between the digital
payment process and Value Added Tax compliance r= 0.579 (p=0.000<0.05), this
indicates that as digital payment processes improve Value Added Tax compliance is
likely to have a positive upward trend, this may not necessarily mean a precise direct
correlation. Further insight into the regression model shows that there is a positive
effect of digital payment process on Value Added Tax compliance B=0.371
(p=0.000<0.05) indicating that as digital payment processes increase, there is a
corresponding increase in Value Added Tax compliance. The positive effect observed
implies that businesses using digital payment methods are less likely to engage in tax
evasion related to VValue Added Tax. Authorities can leverage this insight to encourage
the adoption of digital payment systems as a means to reduce tax evasion and enhance
overall tax revenue collection. The findings concur with Ajape, Afara and Uthman
(2017) sought to find out the effect of e-payment system on tax administration and tax
revenue generation at Lagos state revenue services. A sample of 110 employees was
chosen and collected data was processed in form of descriptive statistics. Results
indicated that digital payments of taxes enhanced revenue collection at the Lagos state

as well as on the efficiency of tax administration.
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4.12.2 Tax invoice management system and Value Added Tax compliance

The second specific objective was to establish the effect of Tax invoice management
system on Value Added Tax compliance among small and medium enterprises in
Eldoret town, Kenya. A look at the correlation analysis found that there is a positive
and statistically significant relationship between Tax invoice management system and
Value Added Tax compliance r=0.534 (p=0.000<0.05), The findings insinuate that tax
invoice management systems significantly contribute to improve the rates of Value
Added Tax compliance, the significance indicates that there is a less than 5% chance
that this occurs by chance. The regression analysis indicated that there is positive and
significant effect of Tax invoice management system on Value Added Tax compliance
B=0.502 (p=0.000<0.05). This means that tax invoice management systems have a
direct positive influence in improving Value Added Tax compliance among firms,
adopting more efficient systems would be impactful to improving Value Added Tax
compliance. The study concurs with a study by Obert et.al., (2018) who focused on e-
tax systems and its role on tax compliance in Zimbabwe. The study focused on
taxpayers in Harare. In this study primary data was sourced and processed in line with
the tenets of descriptive statistics. The results were that e-tax systems significantly

improved tax compliance for both large taxpayers and small taxpayers.

4.12.3 Withholding Value Added Tax system and Value Added Tax compliance

The third specific objective was to determine the effect of withholding Value Added
Tax system on Value Added Tax compliance among small and medium enterprises in
Eldoret town, Kenya. The correlation matrix indicates that withholding Value Added
Tax system has a positive and significant relationship with Value Added Tax
compliance r= 0.573 (p=0.000<0.05), indicating that as withholding Value Added Tax

systems improve Value Added Tax compliance numbers soar, and that the significant
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below 0.05 indicates that the improves are less likely to occur by chance. The regression
model indicated that there is a positive and statistically significant effect of withholding
Value Added Tax system on compliance =0.553 (p=0.038<0.05). This implies that the
implementation of a withholding Value Added Tax system is associated with an
increase in Value Added Tax compliance this suggests that businesses and taxpayers
are more likely to adhere to Value Added Tax regulations when a withholding
mechanism is in place. The study concurred with a study by Ndumia, (2014) who said
that WHVAT was scrapped owing to among other reasons, the fact that not all Value
Added Tax amount withheld was remitted to KRA’s account at the Central Bank of
Kenya (CBK) which adversely affected the overall Value Added Tax revenue
performance. WHVAT was re-introduced in 2014 in Kenya and the authority argues
that it has increased Value Added Tax performance attributing such performance on the

WHVAT framework.

4.12.4 Taxpayer perception on relationship between System Automation and
Value Added compliance
The fourth specific objective was to determine the moderating effect of taxpayer
perception on relationship between: Digital payment process and Value Added Tax
compliance among small and medium enterprises in Eldoret town, Kenya. Tax invoice
management system and Value Added Tax compliance among small and medium
enterprises in Eldoret town, Kenya and Withholding Value Added Tax system and
Value Added Tax compliance among small and medium enterprises in Eldoret town,
Kenya. The correlation matrix found that there is a positive and significant relationship
between taxpayer perception and Value Added Tax compliance r=
0.508(p=0.000<0.05), the positive correlation suggests that as taxpayer perception

increases, Value Added Tax compliance also tends to increase. Tax authorities can
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leverage this insight to develop more effective compliance strategies. Focusing on
enhancing taxpayer perceptions through communication, education, and transparency
initiatives could lead to higher compliance rates. The regression analysis further found
the moderating effect of taxpayer perception on relationship between Digital payment
process and Value Added Tax compliance was significant f=0.109 (p=0.000<0.05).
The moderating effect of taxpayer perception on relationship between Tax invoice
management system and Value Added Tax compliance was significant [=0.041
(p=0.0423<0.05). Last but not least the moderating effect of taxpayer perception on
relationship between Withholding Value Added Tax system and Value Added Tax
compliance was significant f=0.103 (p=0.000<0.05). The study concurs with Abdul-
Razak and Adafula, (2013) who evaluated taxpayers’ attitude and how it influences tax
compliance decisions in Tamale Ghana. The study established that people are closely
connected to the amount of money they pay as taxes. The tax rates that are paid in
Ghana are considered to be too high. Moreover, the load of taxes that are paid directly
influences the attitudes of people and this shows how they see the taxation system thus
their decisions regarding compliance. The study further established that, the
accountability or transparency levels by the government failed to meaningfully

influence the attitudes held by taxpayers. The findings however concur with the study.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
This section furnishes a concise summary of the research findings, draws conclusions
aligned with the research objectives, and proposes recommendations. Additionally, it

outlines potential avenues for future research.

5.2 Summary of Findings

5.2.1 Digital Payment Process and Value Added Tax Compliance

The first objective was to determine the effect of digital payment process on Value
Added Tax compliance among small and medium enterprises in Eldoret town, Kenya.
Correlation analysis revealed a positive and significant relationship between the digital
payment process and Value Added Tax compliance, suggesting that as digital payment
processes improve, Value Added Tax compliance tends to exhibit a positive trend. The
regression model affirmed a positive effect, implying that businesses utilizing digital
payment methods are less likely to engage in Value Added Tax-related tax evasion.
Authorities could leverage this insight to promote the adoption of digital payment

systems for enhanced tax revenue collection.

5.2.2 Tax Invoice Management System and Value Added Tax Compliance

The second specific objective was to establish the effect of Tax invoice management
system on Value Added Tax compliance among small and medium enterprises in
Eldoret town, Kenya. Correlation analysis demonstrated a positive and statistically
significant relationship, indicating that effective tax invoice management systems
contribute significantly to improved Value Added Tax compliance rates. The regression
analysis confirmed a direct positive influence, suggesting that adopting more efficient

systems would be impactful in enhancing Value Added Tax compliance.
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5.2.3 Withholding Value Added Tax System and Value Added Tax Compliance

The third specific objective was to determine the effect of withholding Value Added
Tax system on Value Added Tax compliance among small and medium enterprises in
Eldoret town, Kenya. Correlation analysis indicated a positive and significant
relationship, signifying that as withholding Value Added Tax systems improve, Value
Added Tax compliance increases. The regression model further supported this effect,
implying that the implementation of a withholding Value Added Tax system is
associated with an increase in Value Added Tax compliance, indicating greater

adherence to Value Added Tax regulations.

5.2.4 Taxpayer Perception on System Automation and Value Added Tax
Compliance
The fourth objective was to determine the moderating effect of taxpayer perception on
the relationship between digital payment processes, tax invoice management systems,
withholding Value Added Tax systems, and Value Added Tax compliance. The
correlation analysis identified a positive and significant relationship between taxpayer
perception and Value Added Tax compliance. Regression analysis revealed the
presence of a significant moderating effects of taxpayer perception on the relationships
between digital payment processes, tax invoice management systems, and withholding
Value Added Tax systems and Value Added Tax compliance. Enhancing taxpayer
perceptions through communication and education could lead to higher compliance

rates.

5.3 Conclusions
The general objective of the study was to determine the moderating effect of taxpayer
perception on the relationship between system automation and Value Added Tax

compliance among small and medium enterprises in Eldoret town, Kenya
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The first objective was to determine the effect of digital payment process on Value
Added Tax compliance among small and medium enterprises in Eldoret town, Kenya.
The results indicated a positive and significant correlation, supported by the regression
model, suggesting that improvements in digital payment processes contribute to
enhanced Value Added Tax compliance. This insight provides an opportunity for
authorities to leverage digital payment systems as a means to discourage Value Added

Tax -related tax evasion and promote more effective tax revenue collection.

The second objective was to establish the effect of Tax invoice management system on
Value Added Tax compliance among small and medium enterprises in Eldoret town,
Kenya. The study found a positive and statistically significant relationship, implying
that effective tax invoice management systems play a significant role in improving
Value Added Tax compliance rates. Adopting more efficient systems can be seen as a

practical strategy to enhance overall Value Added Tax compliance among SMEs.

The third objective was to determine the effect of withholding Value Added Tax system
on Value Added Tax compliance among small and medium enterprises in Eldoret town,
Kenya. The results revealed a positive and significant correlation, with the regression
model further confirming the positive influence of implementing withholding Value
Added Tax systems on Value Added Tax compliance. This suggests that the adoption

of such systems is associated with increased adherence to Value Added Tax regulations.

The fourth objective examined the moderating effect of taxpayer perception on the
relationship between digital payment processes, tax invoice management systems,
withholding Value Added Tax systems, and Value Added Tax compliance. The study
identified a positive and significant relationship between taxpayer perception and Value

Added Tax compliance, with regression analysis indicating a significant moderating
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effect. Enhancing taxpayer perceptions through effective communication and education

emerged as a potential strategy to improve Value Added Tax compliance rates.

5.4 Recommendations

5.4.1 Recommendations to policy makers

KRA is recommended to enhance and actively promote the adoption of digital payment
systems among SMEs. Incentives, such as tax benefits or reduced transaction fees, can

be considered to encourage businesses to transition to digital payment processes.

KRA is recommended to explore the implementation of withholding Value Added Tax

systems and provide guidance on their setup and operation.

The KRA should consider conducting awareness campaigns to improve taxpayer

perception on the importance of tax remittance and compliance.

5.4.2 Recommendations to Academics
KESRA is recommended to initiate programs to raise awareness about the benefits of

digital payments in improving Value Added Tax compliance.

KESRA is recommended to facilitate Awareness campaigns highlighting the positive

impact of such systems on Value Added Tax compliance should be conducted.

5.5 Limitations of Study
The study had a sample population of 362 and a response rate of 78%, the limited
sample size indicates likely hood of potential non-response bias to the questionnaire

statements.

The study focused on the moderating effect of taxpayer perception on the relationship
between system automation and Value Added Tax compliance among small and

medium enterprises in Eldoret town, Kenya, limiting it to a single town in Kenya.
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The study leaves a gap for determining the other factors that are not responsible in

causing a variation in Value Added Tax compliance represented by the 64.4%.

5.6 Suggestions for Further Research
Further research on the effects of tax incentives on Value Added Tax compliance should

be conducted.

Further research on the effect of tax education on Value Added Tax compliance should

be conducted.

Future research may done to find out whether or not other factors such as tax incentives

and compliance cost have influence on Value Added Tax compliance performance.
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APPENDICES

Appendix I: Letter of Introduction

Beatrice Menin Jerop

9287-00100

Nairobi

31 Oct 2023

Dear Respondent,

RE: Request to Participate in a Study and Data Collection

My name is Beatrice Menin Jerop, pursuing a Master Degree in tax administration
offered by Kenya Revenue School of Revenue Administration (KESRA) in
collaboration with Moi University. I am undertaking a research on “SYSTEM
AUTOMATION, TAXPAYER PERCEPTION AND VALUE ADDED TAX
COMPLIANCE AMONG SMALL AND MEDIUM ENTERPRISES IN
ELDORET TOWN, KENYA” This letter is to request you to participate in the study
by filling the questionnaire. | pledge to you that the information gathered is for

academic use only and that I will uphold confidentiality during and after the study.

Kind Regards,

BEATRICE JEROP MENIN
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Appendix I1: Questionnaire

Kindly answer the questions to the best of your ability. | assure you that any information
provided by you will be confidentially treated and utmost care will be accorded to it

and utilization will be for reasons of education only.
SECTION A: BACKGROUND INFORMATION

Kindly answer all the questions by ticking in the boxes or writing in the spaces
provided.
1. How long have you been in business?

Less than 3 years [ ] 3-5years| | 6-10 years[ ]

11-15years [ ] More than 15 years [ ]

2. What is your level of education?

High School Certificate [ ] Certificate [ ]
Diploma| ] Master’s degree [ ]
Under Graduate Degree [ ] PhD[ ]

Other [ ]
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SECTION A:
SECTION C: DIGITAL PAYMENT PROCESS

Kindly state your level of agreement or disagreement with the following statements by

putting a tick against that which best describes your position.

The scale ranges from Strongly Agree (5), Agree (4), Uncertain (3), Disagree (2) and

Strongly Disagree (1)

No. | Statement 1 2 |3 4 5
L Electronic processing of bills to taxpayers is

efficient
2. Digital processing of payment slip is fast

3. Mobile payment of taxes is cost efficient

Inclusion of electronic fund transfers has seen

timely payment of VALUE ADDED TAX due
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SECTION C: TAX INVOICE MANAGEMENT SYSTEM

Kindly state your level of agreement or disagreement with the following statements by

putting a tick against that which best describes your position.

The scale ranges from Strongly Agree (5), Agree (4), Uncertain (3), Disagree (2) and

Strongly Disagree (1)

No. | Statement 1 2 3 4 5

Our business enjoys input tax while trading with

registered VALUE ADDED TAX suppliers

2 ELECTRONIC TAX REGISTER invoice is
issued to all VALUE ADDED TAX
transactions

3 our business keeps records for electronic Tax
Invoice

4

Our business monitors sales by use of

ELECTRONIC TAX REGISTER receipts
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SECTION C: WITHHOLDING VALUE ADDED TAX SYSTEM

Kindly state your level of agreement or disagreement with the following statements by

putting a tick against that which best describes your position.

The scale ranges from Strongly Agree (5), Agree (4), Uncertain (3), Disagree (2) and

Strongly Disagree (1)

3.
o1

No. | Statement 1 2 3

Improved relations between taxpayers and KRA

officers translate to WHVALUE ADDED TAX

compliance

2 Enhanced customer service delivery is attributed
to WHVALUE ADDED TAX compliance

3 We remit all the withholding tax collected at the
our business

4 I always remit the taxes withheld on/in time

5. The amounts withheld and remitted to KRA are

correctly stated
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VALUE ADDED TAX COMPLIANCE

Kindly state your level of agreement or disagreement with the following statements by

putting a tick against that which best describes your position.

The scale ranges from Strongly Agree (5), Agree (4), Uncertain (3), Disagree (2) and

Strongly Disagree (1)

No. | Statement 1 2 |3 4 5
L We file our returns accurately
2. Our business pays Value Added Tax by the due
date because we believe it is morally right
3. We always remit our Value Added Tax to KRA
in time
4,

| compute and pay my Value Added Tax
correctly and in good time as stipulated by the

law
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SECTION B: TAXPAYER PERCEPTION

Kindly state your level of agreement or disagreement with the following statements by

putting a tick against that which best describes your position.

The scale ranges from Strongly Agree (5), Agree (4), Uncertain (3), Disagree (2) and

Strongly Disagree (1)

No. Statement 1 2 3 4 5

It is perceive that usage of public funds

influences the willingness to pay tax in Kenya

2. We perceive it is the responsibility of the
Government to provide quality services to its
citizens.

3. We perceive the relations between KRA staff
and taxpayers is positive

4,

We perceive that the probabilities of being
detected by the tax authority for not declaring

the exact income that | receive are low.

Thank you For Your Time
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Appendix 1V: Plagiarism Awareness Certificate
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