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ABSTRACT

Taxation serves as a crucial source of government income in nearly all nations, enabling
the government to provide public goods and services. As a result, tax compliance is
essential for economic stability, with tax revenue playing a key role in national
development. The main objective of the study was to investigate the moderating
influence of trust on the relationship between tax dispute resolution processes and
Value Added Tax compliance among tax agents in Nairobi County, Kenya.
Specifically, the study aimed to examine the effect of negotiation, internal reviews, and
alternative dispute resolution methods Value Added Tax compliance among these
agents. The research was grounded in several theories, including the Theory of Optimal
Taxation, Conflict Management Theory, the Unified Theory of Acceptance and Use of
Technology, and Social Interest Theory. An explanatory research design was utilized
for the study, targeting 321 tax agents in Nairobi County, with a final sample size of
178 respondents. Out of 178 questionnaires distributed, 134 were properly filled out
and returned, yielding a 75% response rate. The study relied on primary data collected
via questionnaires, which was analyzed using descriptive and inferential statistical
methods. A multiple linear regression model was employed to determine the strength
of the relationships between the independent and dependent variables. The first
objective, which explored the effect of negotiation, found a significant positive
correlation with VAT compliance ( = 0.320, p < 0.05). The second objective, focused
on internal reviews, also showed a significant positive relationship with VAT
compliance (f = 0.009, p < 0.05). The third objective, examining alternative dispute
resolution, revealed a similarly positive effect on VAT compliance ( = 0.386, p <
0.05). The fourth objective analyzed how trust moderates the relationship between
dispute resolution mechanisms and VAT compliance, showing that trust significantly
amplifies the effects of negotiation (f =0.211, p < 0.05), internal reviews (f = 0.251, p
< 0.05), and alternative dispute resolution ( = 0.452, p < 0.05). Additionally, factors
such as age (B =0.235, p < 0.05) and education (f = 0.218, p < 0.05) were found to be
positively linked to VAT compliance. The study recommended that the Kenya Revenue
Authority (KRA) invest in extensive training programs to enhance the negotiation
abilities of tax agents. the government should consider implementing policies aimed at
training tax agents in effective negotiation and dispute resolution, by investing in skills
development programs for tax agents, policymakers can improve interactions between
agents and taxpayers, leading to higher compliance rates. KRA should invest in
building trust with taxpayers by making dispute resolution mechanisms accessible and
equitable. Ensuring that these mechanisms are transparent, fair, and efficient will
reinforce trust, which was found to enhance the impact of negotiation, internal reviews,
and ADR on compliance.  Future research should explore the influence of the
regulatory framework on VAT compliance.
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DEFINITION OF TERMS

Alternative Dispute Resolution: refers to a range of processes and techniques used to

resolve disputes without resorting to traditional court litigation.
ADR typically includes methods like mediation, arbitration, and
negotiation, where an impartial third party helps the disputing
parties reach a voluntary agreement or makes a binding decision.

(Mnookin, 2020).

Dispute resolution mechanisms: A dispute resolution mechanism refers to the

Internal reviews:

structured process or method used to resolve conflicts,
disagreements, or disputes between parties. These mechanisms
are designed to help parties find mutually acceptable solutions to
their disagreements, rather than resorting to litigation or other
adversarial methods. Dispute resolution mechanisms can include
negotiation, mediation, arbitration, and litigation, among others

OECD, (2022)

are a merit-based evaluation process, meaning the review officer
goes beyond just considering the reasoning of the initial
decision-maker and instead determines the most accurate or
appropriate decision given the specific circumstances (OECD,

2019).



Negotiation:

Tax agent:

Tax Compliance:

XV

Is a progression where two parties or more interact in discussions
and bargaining to reach a mutually acceptable agreement or
resolve a conflict. In negotiation, parties communicate their
interests, needs, and goals, and explore possible solutions to find

common ground” (Pruitt, 2019).

A tax agent is a qualified individual or entity that is authorized
to act on behalf of and provide assistance to taxpayers in their

interactions with tax authorities (KRA, 2019).

is the degree to which taxpayers fulfill their tax obligations as
set by the law, including accurately reporting income,
calculating tax liability, and paying taxes on time (James, et al

2018)

Tax compliance intention, on the other hand, refers to a taxpayer's motivation or

Trust:

willingness to comply with tax laws in the future Kirchler,

(2008)

is the firm belief in the reliability, truth, ability, or integrity of a
person, group, organization, or system. It is the expectation that
someone or something will act in a fair, honest, and dependable
manner, often based on past experiences or reputation Gangl et

al., 2019).


https://www.tandfonline.com/doi/full/10.1080/23311975.2023.2174084

CHAPTER ONE
INTRODUCTION
1.0. Overview
The chapter presents the background of the study, the context, statement of the problem,

research objectives hypotheses, significance and the scope of the study.

1.1 Background of the Study

Taxation is the primary source of income to the governments for discharging their
duties and providing services to meet the increasing needs of people. Due to the
significance of tax in any country, over the time, tax systems have been changed
according to the need of various citizens. In Kenya, the government derives either
involuntary or compulsory taxes from the citizens including Income Tax, Value Added
Tax (VAT), Turnover Tax (TOT), Presumptive Tax for domestic revenue and customs
duties on imports. These collected taxes are significant for achieving budgetary

objectives (OECD, 2021).

A high level of trust towards tax authorities can strengthen their authority, which in turn
can make taxpayers more willing to report cases of tax evasion. In contrast, this can
have an inverse effect where trust reduces over time, thus weakening the authority of
the tax bodies. These links are captured in the Slippery Slope Framework (see Figure 1
below) designed by Kirchler et aal. (2019). In two separate studies — Wahl, Kastlunger
and Kirchler (2019) and Kastlunger et al. (2019) — different dimensions of trust in and
power of tax bodies have been related in five selected countries (Austria, Germany,
Switzerland, the Netherlands and the US), showing that both power of tax bodies as
well as more general trust in them are helpful for tax compliance. The contribution of

trust and power in improving tax compliance is emphasised by Kirchler (2019), who



points out that — in his opinion — they make voluntary tax compliance or enforced
compliance more likely, both of which are relevant to revenues received by tax bodes.
Figure 1: The Slippery Slope Framework; red arrows indicate positive, black arrows
negative relations. A fundamental distinction between voluntary and enforced
acceptance of taxes has to be made at this point. Usually, taxpayers do indeed
voluntarily comply with paying taxes. However, there can be situations or policy
measures that worsen the perception of this acceptance in the relationship with
taxpayers. These cases are characterised as enforced compliance. For instance, tax
authorities can exploit special mechanisms such as a national identity number or even
a reference number on tax invoices that forces taxpayers to comply with paying the

taxes and filing returns.

Riahi-Belkaoui (2021) reports, at the global scale, that the countries with the most
compliant communities of taxpayers are Singapore, New Zealand, Australia, the UK
and Hong Kong, while some European countries — Italy, Sweden, Turkey, Portugal and
Poland — have some of the lowest. Despite Riahi-Belkaoui’s helpful findings, his
measures are arguably unreliable, because they are based on highly subjective
indicators that differ across countries. Nevertheless, his conclusions are now a reference

point in the study of tax compliance.

Broadly speaking, in New Zealand, there are two contexts in which tax disputes arise.
In both contexts, there is a disagreement between a taxpayer and Inland Revenue over
tax having been charged or assessed. The first context occurs when there is an audit or
investigation carried out under the Tax Administration Act 1994 (TAA 1994). This can
then lead to a tax dispute because, although a taxpayer has been formally advised of an

assessment or charge to tax, the taxpayer disagrees with the amount of the assessment



or charge. The second context in which a tax dispute can arise is a more obvious case
of disagreement. In this context, the taxpayer and New Zealand Inland Revenue
disagree about the appropriate tax position, looking primarily at what has been reported
and not just at what has actually happened. State-by-state and country-by-country, the
details of what tax disputes look like and how they are handled might differ. However,
there are fundamentally two legal types of tax disputes. The first is a disagreement about
the technical application of the law to the facts of the situation. For example, there
might be a dispute over whether an item or transaction should be considered income
under the relevant statutory provisions. This is akin to the first context in New Zealand.
The second example is another type of tax dispute where, despite everyone being aware
of all relevant facts and taking a ‘real’ or a ‘realistic’ view of the situation, there is still
disagreement about how to interpret tax law. For example, there might be disagreement
about whether the threshold for paying taxes has been crossed when there is no doubt

about whether some income has been earned or not.

In the context of a region, the government of Ethiopia is not minting money fast enough
to boost economic growth. It has taken reform measures such as taxation with the
objective of increasing revenue, administrative efficiency, and also equitability in the

taxation system.

The study conducted by Belay (2021) shows that the trajectory of cumulative tax
revenue collection in Ethiopia has been irregular as it has been all over place with some
years recording increases in revenue/tax collection and some years showing decrements

in revenue/tax collection.

In Nigeria, the Tax Appeal Tribunal (TAT) and the courts both have the authority to

decide tax issues. The Federal Republic of Nigeria's 1999 Constitution and the Taxes



and Levies (Approved List for Collection) Act (LFN 2008) serve as guidelines for the
assessment and collection of taxes by the federal, state, and municipal governments.
Depending on whether the tax in question is a federal, state, or local tax, as well as in
some cases, the taxpayer's status and place of residence, different courts have

jurisdiction over tax disputes (Olumide, 2020).

To comprehend the causes of evasion, various research projects were undertaken in
Kenya (Marti 2020; Pope Abdul-Jabbar 2018; Ouma et al. 2017; Kirchler 2019). The
issue of evasion still exists despite the amazing work and findings of the research. Rich
tax policy, low compliance, and ineffective tax administration are the main causes of
the high rate of tax evasion in developing nations, according to a large body of evidence
(G1Z 2010). However, not all of the contributing elements to tax evasion are understood
because taxpayer knowledge, perceptions, and the cost of compliance have not been
taken into account in study on the subject. Following the release of a report by the KRA
in 2012, which revealed that nearly 40% of taxpayers were not fulfilling their tax-
related obligations, steps were taken to reinforce the current income tax legislative
framework. Since the 1973 passage of the Income Tax Act, Kenya has had an income

tax system.

A change has occurred in the direction of resolving tax issues more quickly, impartially,
and effectively. This includes the use of quick dispute resolution procedures like
Independent Review of Objections (IRO) reviews and Alternative Dispute Resolution
(ADR). Additionally, by dividing the assessment stage from the post-assessment
disputes stage, the Commissioner General has given the Commissioner for Tax Dispute

Resolution the authority to decide the outcome of post-assessment disputes, speeding



up and centralizing the process. These reforms have, furthermore, sought to ensure that

the overall dispute resolution mechanism is transparent and simple.

1.1.1 The Tax Agents in Nairobi

Tax agent is a professional individual or organization authorized to represent and assist
taxpayers in their dealings with tax authorities. Tax agents in Nairobi, like tax agents
elsewhere, play a crucial role in assisting individuals, businesses, and other entities with
their tax-related matters. A tax agent's job is to assist their clients in adhering to Kenya's
tax laws and regulations. They guarantee that tax returns are correctly prepared, timely
filed, and compliant with the Kenya Revenue Authority's (KRA) standards. to offer
counsel on strategic tax planning in order to reduce tax obligations and maintain legal
compliance. They could offer guidance on several tax-saving techniques, credits,
deductions, and incentives that Kenyan tax rules allow. When interacting with tax
authorities like the Kenya Revenue Authority, tax agents speak on behalf of their
customers. They can handle communications, inquiries, audits, and disputes on behalf
of their clients, ensuring that their interests are protected and advocating for fair
treatment under the law. Tax agents assist clients in maintaining accurate financial
records and documentation necessary for tax compliance purposes. This includes

organizing financial statements, receipts, invoices, and other relevant documents.

Tax agents may include certified public accountants (CPAS), tax attorneys and other
professionals with expertise in taxation. They are often hired by individuals, businesses,
and other entities to ensure compliance with tax laws, minimize tax liabilities, and
navigate complex tax issues effectively. The role of a tax agent is crucial in helping
taxpayers fulfill their tax obligations and optimize their financial affairs within the

framework of applicable tax laws and regulations.



1.2 Statement of the Problem

Tax is a compulsory levy imposed by the government with no direct benefits or returns
expected by the taxpayer (Parameswaran, 2019). The issue of tax compliance has
gained significant attention from researchers over the past two decades due to the rising
problem of tax non-compliance and its impact on the government’s ability to generate
revenue. Non-compliance with tax regulations remains a persistent global challenge,
especially in developing nations, where domestic tax revenues are severely impacted

by widespread tax evasion and avoidance (IMF, 2021; McKerchar & Evans, 2019).

According to the KRA seventh corporate plan, a key priority was improving revenue
collection through enhanced tax compliance (KRA, 2018). To achieve revenue self-
sufficiency, KRA has implemented several initiatives aimed at improving public trust
and making it easier for taxpayers to comply. However, despite these efforts, tax
compliance in Kenya remains low, and the authority has consistently failed to meet its

compliance targets in recent financial years.

KRA has undertaken various reforms to increase tax compliance but has still struggled
to meet its revenue targets, particularly with regard to VAT. VAT is one of the key
contributors to government revenue, accounting for an average of 12% over the past
two financial years. For example, in the 2019/2020 financial year, VAT revenue
dropped from KSh 464.2 billion in 2018/2019 to KSh 380.8 billion (KRA, 2020). In
the 2020/2021 financial year, VAT collections totaled KSh 478.2 billion, falling short
of the target of KSh 484.2 billion. These revenue shortfalls are attributed to tax non-

compliance.

As a result, the government struggles to provide essential public services such as

security, healthcare, education, clean water, improved housing, and infrastructure



development. The government's capacity to reach its revenue targets has been called
into question by this recurring difficulty, highlighting the need for additional research.
Numerous facets of tax compliance have been the subject of prior research. For
example, Kashindi (2021) investigated the efficiency of tax dispute systems when
examining tax dispute resolution in Kenya. In Lagos State, Nigeria, taxpayer education
plays a crucial role in boosting VAT compliance. Olowookere and Fasina's 2019 study
found that education greatly increases compliance. There is a contextual gap, though,
as the current study concentrates on Kenya, whereas this research was carried out in

Nigeria.

Furthermore, Kanyi (2019) evaluated the tax dispute resolution system's architecture in
Kenya. These studies have shown a study gap concerning the interaction between
negotiation, internal reviews, alternative dispute resolution, and the function of trust in
moderating the relationship between vat tax compliance and dispute resolution
mechanism. This study aims to address this gap by examining the moderating effect of
trust on the relationship between dispute resolution mechanisms and vat tax compliance

among tax agents in Nairobi County, Kenya.

1.3 Research Objectives

The objectives were categorized into general objective and specific objectives

1.3.1 Main Objective
The main objective of the study was to establish the moderating effect of trust on the
relationship between dispute resolution mechanisms and VAT compliance among tax

agents in Nairobi County, Kenya

1.3.2 Specific Objectives

The specific Objectives of the study were;



I.  To determine the effect of negotiation on VAT compliance among tax agents in
Nairobi County, Kenya

ii.  Toestablish the effect of internal reviews on VAT compliance among tax agents
in Nairobi County, Kenya

iii.  To analyze the effect of alternative dispute resolution on VAT compliance
among tax agents in Nairobi County, Kenya

iv. To establish the moderating effect of trust on the relationship between
negotiation, internal reviews, alternative dispute resolution and VAT

compliance among tax agents in Nairobi, Kenya

1.4 Research Hypotheses

The study sought to test the following research hypothesis

Ho1: There is no significant effect between negotiation on VAT compliance among tax
agents in Nairobi County, Kenya.

Hoz: There is no significant effect between internal reviews on VAT compliance among
tax agents in Nairobi County, Kenya

Hos: There is no significant effect between alternative dispute resolution on VAT
compliance among tax agents and in Nairobi County, Kenya

Hosa: There is no significant moderating effect of Trust on relationship between
negotiations on VAT compliance among tax agents in Nairobi County, Kenya.

Hoab: There is no significant moderating effect of Trust on relationship between internal

reviews on VAT compliance among tax agents in Nairobi County, Kenya.

Hosc: There is no significant moderating effect of Trust on relationship between
alternative dispute resolution on VAT compliance among tax agents in Nairobi

County, Kenya.



1.5 Significance of the Study

The study will benefit Kenya Revenue Authority (KRA to established key parameters
and standards to examine the impact of tax dispute resolution on VAT compliance. The
findings provided valuable insights for decision-makers, tax policy developers at the
Kenya Revenue Authority (KRA), and taxpayers, helping to improve VAT compliance.
Additionally, the study served as a resource for scholars interested in conducting further

research on this topic by offering relevant literature.

The government will benefit from the research by utilizing the findings on tax dispute
resolution mechanisms, which are viewed as critical tools for effective tax collection
and management. These mechanisms help create a more efficient, motivated, results-
driven, and citizen-focused tax revenue system. Efficient tax collection is essential for
enabling government spending, which contributes to improved living standards as
envisioned in Kenya’s Vision 2030. Furthermore, employing tax dispute resolution

methods enhances compliance and reduces the cost of legal disputes.

Tax agents and tax consultants who get to know of the effectiveness of using various
ADR mechanisms in settling tax dispute matters for their clients will benefit from this
study. The tax agents were able to give correct advice to their clients when choosing

ADR mechanism to handle their cases.

1.6 Scope of the Study

The primary goal of the study was to determine how trust affected the relationship
between VAT compliance and dispute resolution procedures among tax agents in
Nairobi County, Kenya. Assessing the effects of internal reviews, alternative dispute
resolution (ADR), negotiation, and trust as a moderating factor in the relationship

between dispute resolution and VAT compliance were the particular goals. Targeting
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the 321 tax agents in Nairobi County, an explanatory research methodology was used
with a sample size of 178 respondents. Questionnaires were utilized to gather primary
data, which was then analyzed using both descriptive and inferential statistics. The

study's primary emphasis was the fiscal year 2023-2024.

1.7 Limitations of the Study

During the data collection phase, the researcher encountered challenges as participants
were initially reluctant to engage due to the study's tax-related focus. However, the
researcher addressed these concerns by reassuring participants that the information
collected would be strictly used for academic purposes, with full confidentiality
guaranteed. To further reinforce this, an introduction letter from Moi University was
attached to the questionnaires, offering additional assurance of the secure handling of

their data.
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CHAPTER TWO
LITERATURE REVIEW

2.0 Overview

A literature review is an evaluation report on studies pertinent to the chosen field of
inquiry. The review summarizes, evaluates, and elucidates the literature. It should
provide a theoretical foundation for the research and assist in defining the
characteristics of your own study. A literature review transcends mere information
gathering, encompassing the identification and articulation of connections between the
literature and the study domain. The structure of the literature review may alter across
various study types. The literature review is an essential analysis and synthesis of the
statistical literature pertinent to both general and specialized aspects of the specific

research challenge.

2.1 The Concept of Value Added Tax Compliance

Value Added Tax (VAT) compliance refers to the adherence of businesses to the rules
and regulations related to Value Added Tax, a consumption tax levied at each stage of
production and distribution on the added value to goods and services. VAT compliance
involves accurately calculating VAT owed, collecting it from customers, and remitting
it to the tax authorities within stipulated timelines. Compliance also requires businesses
to maintain accurate records, submit timely VAT returns, issue VAT-compliant
invoices, and manage VAT on purchases and sales correctly to claim eligible
deductions. VAT compliance is critical because it ensures that governments collect the
necessary revenue to fund public services without excessively burdening consumers or
businesses. For businesses, non-compliance can lead to penalties, legal issues, and
increased scrutiny from tax authorities, which can damage reputation and increase

operational costs. Keen, (2010).
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Taxpayers utilize the Self-Assessment System (SAS) to ascertain their taxable income
and tax obligations. The SAS assigns taxpayers the obligation to accurately calculate
their tax burden and timely submit their returns. In such a system, tax authorities must
allocate resources to ensure compliance. Tax compliance is a crucial governmental
policy for Kenya, as it constitutes the primary source of government revenue. Corporate
taxpayers are a significant source of revenue, generating around 75% of domestic taxes

received in Kenya (KRA, 2014).

According to Trivedi, Shehata, and Mestelman (2018), Kenya has offered amnesty on
several times, indicating that it has been lax about tax compliance. The informal way
of establishment, operation, and dissolution of SMEs contributes to low tax compliance
because it makes movement easier and makes it more difficult for tax administration to
keep up with them (Mandola, 2015). In actuality, cash-based economies have also
shown inadequate audit trails and accounting records. Tax compliance is diminished
among taxpayers due to elevated compliance costs. The primary focus of a tax
administration frequently lies with large taxpayers due to the elevated delinquency rates
and minimal revenue generation linked to small enterprises, which experience scant

enforcement measures. This ultimately fosters non-compliance (Prest, 2015).

2.1.1 The Concept of Negotiation

Negotiation is a process through which two or more parties communicate and interact
to reach a mutually acceptable agreement on issues of shared interest or conflict. It
involves exchanging information, proposing solutions, and making concessions to
address each party's needs, goals, and constraints. Negotiation is widely used in various
contexts, including business, legal disputes, labor relations, and international

diplomacy Fisher, (2011). Effective negotiation requires skills in communication,
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active listening, and problem-solving, and may follow different styles, such as
competitive (focused on maximizing individual gain) or collaborative (aimed at
achieving a "win-win" outcome). Negotiation is valued for its flexibility and ability to
yield customized solutions, maintain relationships, and reduce the need for formal

dispute resolution methods, Lewicki, (2016).

A negotiation is "a method of reaching a mutually agreeable outcome through the
exchange of information and ideas between two or more parties” (Pruitt, 2019).
According to research by Davis and Smith (2020), there are three main aspects of
successful negotiations: The process of negotiation involves exchanging information in
both directions, with one side considering the other's position before deciding on a final
agreement through mutual selection. In order to study the results of negotiating, they
split into smaller groups and assigned each one a specific task. Negotiation, they
discovered, is a powerful instrument for resolving issues and completing tasks.
A neutral third party is not involved in a negotiation; rather, it is a two-way conversation
between the disputing sides. The parties have a great deal of say in the procedure
because it is informal. It comprises getting together as a group to talk about it and try
to figure out a solution that works for everyone. In a negotiation, the emphasis is on the
parties' shared interests, not on their relative positions or powers. Ultimately, the goal
of negotiation is for the parties to resolve their conflict in a mutually agreeable manner.
According to Blaufus et al. (2022), taxpayers and tax authorities often engage in

negotiations prior to bringing the matter to tribunals.

2.1.2 The Concept of Internal Reviews
Internal reviews are evaluations or assessments conducted within an organization to

examine compliance, performance, or decision-making processes. These reviews are
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typically initiated by the organization itself and may cover areas such as operational
efficiency, adherence to policies and regulations, financial accuracy, or the outcomes
of specific programs or decisions. Internal reviews are an essential component of
internal control systems, helping to identify potential risks, ensure alignment with
organizational goals, and enhance accountability and transparency, Whittington,

(2003).

Internal reviews can be applied in various domains, including financial audits,
compliance checks, quality control, and performance assessments. By addressing issues
proactively, internal reviews support continuous improvement and can help
organizations prevent external penalties, reputational damage, and operational
inefficiencies, Griffiths, (2006. An internal review is an investigation into a complaint
that takes place within the agency. It is a merit review process, meaning that the review
officer decides what the best decision would have been given the circumstances, rather

than just looking at the reasons given by the original decision maker (OECD, 2019).

If a taxpayer has a grievance with a tax decision, they can utilize the statutory procedure
of internal review, which includes tax authorities, independent review boards, and
executive-branch tax tribunals (Hanks, 2012). By providing an alternative conflict
resolution mechanism, it aimed to lessen the workload of the tribunal services (Wolfe,
2019). Either requesting a review or appealing to a tax appeal panel are options
available to taxpayers. A taxpayer can initiate one of two forms of internal tax review.
The first allows them to ask the tax authorities to review their decisions
administratively; this process requires two rounds of review before the taxpayer can

take their case to court (Billingsley & Ahmed, 2016).
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2.1.3 The Concept of Alternative Dispute resolution

Alternative Dispute Resolution (ADR) refers to a set of methods used to resolve
disputes outside of traditional court litigation. ADR encompasses various approaches,
including mediation, arbitration, negotiation, and conciliation, that allow parties to
reach mutually agreeable solutions more efficiently and less adversarially than through
a formal court process. ADR is often faster, less costly, and more flexible than
litigation, making it suitable for resolving conflicts in areas like commercial contracts,

employment, family law, and international disputes, Boulle, (2001).

ADR, or alternative dispute resolution, is the process of resolving disputes without
going to court by using techniques like arbitration or mediation (Garner, 2009). Every
civilization has a number of legal and non-legal options to resolve conflicts, the most
popular being litigation. Giving taxpayers the choice to pursue an internal tax review,
resolve disagreements over unfair tax penalties, and participate in alternative dispute
resolution (ADR) within the executive branch prior to going to court can improve the
fairness of the tax system, even though an administrative review of tax decisions does
not replace judicial review. This approach also expedites the resolution of taxpayer
issues and helps reduce the backlog in tax courts. A well-structured administrative
review process is generally more affordable than going through the courts and, in many
cases, represents a taxpayer’s best chance for a fair hearing. A final court verdict may
take years to arrive in some countries, and taxpayers frequently pay legal and court fees

that exceed the average national income (World Bank Group, 2015).

The Kenya Revenue authority’s adoption of alternative dispute resolution mechanisms
is one such strategy of addressing the antagonistic relations the customs department has

with the business community. This impact on revenue collection. It therefore calls for
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closer and sound partnerships that promote spontaneous compliance (Montagnat-
Rentier & Parent, 2012). Adoption of alternative disputes resolution route by the Kenya
Revenue Authority is pegged on the provisions of the Tax Procedures Act, 2015 which
allows out of court or tribunal settlement of tax disputes. The Tax Appeals Tribunal
Act, 2013 extends that ‘the parties may, at any stage during proceedings, apply to the

Tribunal to be allowed to settle the matter out of the tribunal.

The two aforementioned pieces of legislation being in conformity to the provisions of
Section 219 of the East African Community Customs Management Act, 2004 which
gives a leeway to parties to a customs dispute to settle it without going through the
adjudication process. It further directs under Section 229 that any unsettled issue may
be referred to the tribunal as aforementioned. The use of arbitrations, mediations and
even negotiation is to a large extend improve the customs to business relations as

envisaged in pillar two of the SAFE framework.

2.1.4 The Concept of Taxpayer Trust

Trust refers to the strong confidence in an entity’s ability to act as required (Farag as
reviewed by Kirchler et al, 2012). Their view is that the strong confidence is however
not any fixed value linked with the firm, but is rather based on its behavior in a specified
time. Trust is necessary for voluntary compliance that is founded on cooperation
between taxpayers and the revenue authority, together with fair policies and procedures.
Agreeing with Murphy (2004), trust can be assessed on the basis of whether the revenue
authority misleads the taxpayers or not, whether it acts in the interest of all citizens,
whether it administers the tax system fairly, whether it is open and honest in its dealings
and generally whether it meets its obligations. Trust can also be measured by the

authority’s interaction and treatment of taxpayers, as used by Widuri et al. (2019).
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According to Gobena (2017), trust creates voluntary compliance, while power
safeguards enforced compliance. Revenue authorities always show low trust level in a
taxpayer and tend to consider that enforcement activities can solve non-compliance. In
light of this, Gobena (2017) describes the taxation environment in developing nations
to often feature a robbers and cops association between the revenue authority and the
taxpayer. According to Alm et al. (2012) therefore, different approaches to handling tax
evasion require an understanding of psychological variables as critical factors in
provoking voluntary compliance as opposed to economic deterrent factors. When
taxpayers and revenue authorities work together in mutual trust, taxpayers perceive the
revenue authority to be treating them courteously hence making them to voluntarily pay
taxes (Rizal et al., 2017). Subsequently, taxpayers with more trust in the revenue
authority are able to help increase the authority’s power by acting as whistleblowers in

tax evasion cases.

The psychological reactance of taxpayers towards the revenue authority may make
them to resist compliance. Kirchler et al. (2008) observed an antagonistic relationship
between the revenue authority’s coercion and trustworthiness. This view was also
supported by Gobena (2017) who averred that over-reliance on enforcement measures
will destroy trust and incite an aggressive evasion of taxes. Sasmaz (2019) attribute
compliance to a myriad of non-economic factors for instance trust in revenue
authorities. In light of the equilibrium of these two forces, it is important for the revenue

authority to remain cautious in sustaining and emphasizing an honest image.

Khasanah et al. (2019) argues that in order to nurture the desired behavior, the revenue
authority has to go beyond motivation resulting purely from deterrence. Strategies

focused on reducing the level of distrust between the revenue authority and taxpayers
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may particularly prove to be effective in achieving voluntary compliance. This is based
on a belief that if regulators are perceived to be acting in the best interest of all, then

taxpayers will have trust in the motives of the authority and thus comply voluntarily.

According to the foregoing discussion, tax compliance and trust in the revenue authority
are inseparable. Widuri et al. (2019) supports the idea that trust in the revenue authority
has an influence on role of procedural justice in encouraging voluntary compliance by
taxpayers. Their argument is that trusted revenue authorities cannot abuse their
authority but will encourage taxpayers to obey tax regulations hence achieving a

voluntary compliance.

2.2 Theoretical Review

The theoretical framework is the structure that can hold or support a theory of a research
study. The theoretical review introduces and describes the theory that explains why the
research problem under study exists. Theories are formulated to explain, predict, and
understand phenomena and, in many cases, to challenge and extent existing knowledge
within the limits of critical bounding assumptions. To this effect, three key theories
were adopted, theory of conflict of management, unified theory of acceptance and use,

and the social interest theory.

2.2.1 Theory of Conflict Management

This theory was propounded by Blake and Mouton in 1964. The theory explained styles
for handling interpersonal conflicts into five types: forcing, withdrawing, smoothing,
compromising, and problem solving. In the 1970’s and 1980’s, researchers began using
the intentions of the parties involved to classify the styles of conflict management that
they would include in their models. The model based on the concerns of the parties

involved in the conflict. The combination of the parties concerned for their own
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interests (that is, assertiveness) and their concern for the interests of those across the
table (that is, cooperativeness) would yield a particular conflict management style.
Pruitt (2013) called these styles yielding (low assertiveness/high cooperativeness),
problem solving (high assertiveness/high cooperativeness), inaction (low
assertiveness/low  cooperativeness), and contending (high assertiveness/low

cooperativeness).

Pruitt (2013) adds that the problem-solving is the preferred method when seeking
mutually beneficial options. Lisa (2018), adds that the principles of conflict
management is applicable where tax payers and tax collector (KRA), where there is
need to maintain regular relationship between the two parties. The relevance of the
theory to the study is that it stresses on ways of handling tax disputes between tax payers
and tax administrator such as internal tax review, tax appeal tribunal and alternative

dispute resolution in an economy.

2.2.2 Unified Theory of Acceptance and Use of Technology

Venkatesh et al. (2003) developed the unified theory of acceptance and use of
technology. The theory suggests that expectation of success, expectation of effort, and
social effect predict behavioral purpose towards the adoption of information
technology. The theory also indicates that the facilitation of situations and behavioral
intent predicts the use of actions in the adoption of information technology. The theory
was built on the basis of social cognitive theory with a combination of eight prominent
research models of acceptance of information technology (IT) using four core
determinants of use and purpose (performance expectation, effort expectation, social
influence and facilitating conditions) along with four main relationship moderators

(gender, age, experience and voluntary use).
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The definition applies to the effect of tax dispute resolution and VAT tax compliance,
although the model has been mainly used in the adoption of the information system.
Efficiency expectancy, which also involves anticipated benefits, effort expectancy,
which covers the presumed ease of use, and facilitating factors such as the degree of
knowledge, are the key points of the theory that applies to the present research. The
theory was particularly applied to explain the perceived ease of use of tax dispute
resolution. This hypothesis was used in that sense to anchor the study and expound on

the study's results.

2.2.3 Social Interest Theory

This theory was formulated by Rudolph von Jhering in 1913. The theory argues that
the sole purpose of the law is not to protect individual liberty but to bring about
equilibrium the individual principle and the social principle. It further explains that the
law should be seen as the realized partnership of the individual and the society. It finally
adds that the law served to coordinate the individual interests and reconcile them with
the societal interests in order to minimize conflict. From a tax dispute resolution and
administration point of view, an argument can be made in that reliance on formal
dispute resolution mechanisms by tax administrators has often resulted in perpetuation
of conflict. This is because formal dispute resolution mechanisms are adversarial by
nature and are not effective in conflict resolution because they have complex legal
technicalities, are prone to delays and are expensive. Tax dispute resolution
mechanisms such as internal tax review, tax appeal tribunals and ADR increase
accessibility to justice since they are flexible, informal, cost-effective, expeditious,
efficient, they foster parties ‘relations and produce win-win outcomes (Mishra, 2017).
Adoption of these approaches in tax dispute resolution therefore sits well with the

theory of social interest. Through inclusion of tax dispute approaches in tax legislation
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and policy, the interests of the taxpayer as well as those of the society (acting through
tax administrators) are carefully coordinated and as a result, conflict is minimized

(Oliver, 2020).

2.3 Empirical Literature Review

Empirical research is research using empirical evidence. It is a way of gaining
knowledge by means of direct and indirect observation or experience. Empiricism
values such research more than other kinds. Empirical research is based on observed
and measured phenomena and derives knowledge from actual experience rather than

from theory or belief.

2.3.1 The relationship between Negotiation and VAT compliance

Negotiations, according to Temitayo (2018), are rigorously used as an alternative
dispute resolution (ADR) technique in the management and resolution of current
problems. Rather than going through a rigorous court or legal process, this article
cautions about various liberal conflict resolution approaches. Relevant worldwide and
local conflicts are examined in an effort to demonstrate negotiation as an effective
method for conflict resolution. Temitayo (2014) illustrates how bargaining using
various negotiation models can lead to appropriate conflict resolution. He recommends
using globally visible conflicts in negotiations to resolve disputes and conflicts,

depending on whether they are negotiated conflicts or conflict resolution.

Bame-Aldred and Kida (2007) conducted an experimental study to identify the types of
negotiation tactics that improve the negotiation between auditors and their clients. They
designed an audit case to assess the perception of both parties’ goals to determine the
most effective tactics during the negotiation period. Their result showed that clients are

more flexible than auditors. Auditors prefer a more conservative approach than their
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clients. They also noted that clients were more accurate in estimating the other party’s

goals and limit.

Gibbins, McCracken, and Salterio (2010) also commented on the negotiation strategies
from the auditor’s perspective. They distinguished the importance of auditor’s
negotiation strategies which affect the outcome of auditor-client negotiations. They
focused on five strategies, expanding the agenda, problem solving, contending,
conceding, and compromising, in their experimental study. Their literatures indicated
that negotiators prefer the first two tactics. However, the auditors who were involved
in their study preferred the last three tactics when entering negotiations as they were
concerned about preserving the relationship with the other party while obtaining the

best outcome for themselves

Tabasuma (2020) empirically examined the importance of negotiation and conflict
management. The results show that areas that typically accept negotiation and conflict
management ensure smooth business, organization, personal relationships, and long-
term relationships between people. Azmi and Hoong (2014) examine the relationship
between tax aggression and negotiation: in the context of tax audits. There are different
ways of negotiation between taxpayers and tax authorities, but the literature does not
describe the methods and procedures that both parties might use to establish a mutually
beneficial agreement. The literature on how the aggressiveness and time concession
tactics of the tax authorities impact the outcome of negotiations is examined in this

study.

2.3.2 The relationship between Internal Reviews and VAT compliance
Maple and Jones (2021) conducted a comparative study on small tax dispute resolution

processes in New Zealand, comparing it with the systems in Australia and Canada.
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Their study highlighted that the administrative reforms introduced by Inland Revenue
in 2010 had a positive impact on the New Zealand tax dispute process. Important
modifications, like limiting the duration of Notices of Proposed Adjustments (NOPAS)
and enabling taxpayers to withdraw from the procedure after the conference stage, were
regarded as constructive moves ahead. They did, however, draw attention to the fact
that these modifications do not alter the fact that the tax dispute process is still a
consistent procedure that applies to all tax disputes, regardless of their complexity or
associated amounts. The study concluded that taxpayers' rights to review and appeal

should not be negatively affected in cases when disagreements remain unresolved.

Twesige (2019) conducted research in Rwanda to explore the effect of tax disputes on
taxpayer compliance. The study had three main objectives: to assess the factors
influencing tax disputes, to examine the impact of tax disputes on compliance, and to
propose strategies for eliminating the causes of tax disputes. According to Twesige's
research, taxpayer compliance and the fairness of tax dispute remedies are strongly
correlated. According to the study, preventing and resolving tax disputes has a
beneficial effect on compliance levels since it increases taxpayers' likelihood of
complying when they believe the dispute resolution procedure is reasonable and fair.
However, the research also revealed that Rwanda's tax appeal committee lacked
external tax experts, consisting only of internal staff, which led to biased decisions in
tax disputes. This lack of independent input compromised the fairness of the dispute

resolution process.

A study conducted in Australia by Binh and Walpole (2016) examined tax disputes,
litigation costs, and access to tax justice. The study discovered that the Administrative

Appeals Tribunal (AAT), the courts, and other government agencies are some of the
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organizations involved in Australia's tax dispute settlement procedures. It was also
mentioned that taxpayers may find the litigation expenses related to tax issues to be
unaffordable, particularly if they seek professional services like tax, accounting, or
legal counsel. The survey did not, however, quantify respondents' perceptions of tax
justice, which presented certain drawbacks. Furthermore, the study's population and

sample size were not specified precisely, which affected how reliable the results were.

Kashindi (2017) investigated whether it would be feasible to include Alternative
Dispute Resolution (ADR) procedures in the tax dispute resolution process in Kenya.
The study concluded that using ADR in Kenya is a feasible option for resolving tax
disputes, drawing lessons from other Commonwealth countries that have successfully
implemented ADR mechanisms. The research recommended that ADR be integrated
into Kenya’s tax dispute resolution process to enhance efficiency and fairness. Kashindi
critically examined the Kenya Revenue Authority (KRA) ADR Framework to assess
its alignment with constitutional and statutory requirements. While the study found that
ADR has potential, it acknowledged its limited scope by focusing exclusively on the
viability of ADR methods in Kenya. The research did not explore the broader
implications of tax dispute resolution beyond ADR, limiting its conclusions to a specific

aspect of the tax dispute system.

These studies collectively highlight the importance of fairness, accessibility, and the
cost of tax dispute resolution in shaping taxpayer compliance. While administrative
reforms and ADR mechanisms have shown potential to improve tax dispute systems,
the need for more inclusive and independent review processes, as well as the
consideration of litigation costs, remains crucial for promoting trust in tax systems and

encouraging voluntary compliance.
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2.3.3 The relationship between Alternative Dispute Resolution and VAT
compliance
Several studies have explored the impact of information on the acceptance of
innovations, technology, and changes, specifically focusing on the role of awareness
and knowledge in adopting alternative dispute resolution (ADR) and other innovations.
Bhanot et al. (2012) investigated the factors influencing financial inclusion in
marginalized rural areas of northeast India. According to their findings, financial
inclusion of underprivileged groups was greatly aided by financial education and
awareness as well as access to financial information from a variety of sources. This
highlights the importance of informed decision-making in areas where financial literacy

is often low, enabling marginalized communities to participate in financial systems.

Similarly, Hussin and Ismail (2015) examined the effect of knowledge on the utilization
of ADR in Malaysia’s construction projects. They discovered that a lack of information
regarding ADR, particularly in mediation, limited its application in resolving
construction disputes. Their research emphasized the necessity of improving access to
information about ADR mechanisms to increase their adoption in the construction
sector. This limitation in knowledge can significantly impede the use of ADR, resulting
in a preference for more conventional, often costlier, dispute resolution methods like

litigation.

In line with this, Sarmiento (2013) found that a lack of understanding negatively
influenced the adoption of ADR methods in construction disputes in the Philippines.
He observed that inadequate knowledge about mediation, conciliation, and arbitration
contributed to the underutilization of these approaches. This lack of awareness created

barriers that limited the effectiveness of ADR in resolving conflicts, reinforcing the
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need for greater dissemination of information about these processes to ensure they are

considered viable alternatives to litigation.

Khekale and Futane (2015) also examined ADR use in India’s construction industry,
with similar conclusions. According to their research, the use of conciliation, mediation,
and negotiation in construction dispute resolution was hampered by a lack of
understanding of these techniques. The study emphasized how important information
is in determining the choice of dispute resolution techniques and how ignorance might
prevent the application of ADR strategies that would otherwise result in speedier, more

effective conflict resolution.

Adewoye and Akanbi (2012) investigated how information and communication
technology (ICT) affected Nigerian small- and medium-sized businesses' (SMES')
profitability. Their research demonstrated that the educational level of a company’s
manager played a significant role in the extent to which ICT was adopted and utilized.
The study concluded that investment in ICT skills positively impacted SME
profitability, highlighting how knowledge and education are essential drivers of

technology adoption in business.

Tobbin (2013) identified individual awareness as a key factor in the acceptance and
adoption of mobile banking. While various studies revealed differences in the factors
influencing the adoption of financial innovations, Tobbin’s research pointed out
behavioral characteristics, ease of use, and education as significant determinants. These
results are consistent with the Dynamic Model of Diffusion (Slade, 2012), which
recognizes the difference between active and passive information acquisition and
stresses the accumulation of knowledge. A review of agricultural practices in North-

West India supports the model's assertion that knowledgeable people are more inclined
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to adopt innovations. According to this study, one important factor influencing how

new technologies spread throughout the area is the knowledge levels of farmers.

Almutairi (2015) analyzed the use of ADR in Saudi Arabia’s construction sector,
finding that a lack of understanding about the potential benefits of ADR negatively
affected its adoption. He noted that limited knowledge of mediation processes,
inadequate negotiation skills, and minimal understanding of conciliation proceedings
were the primary factors contributing to the restricted use of ADR in resolving
construction disputes. This echoes findings from other regions, where insufficient
information impedes the implementation of ADR methods in favor of more traditional

conflict resolution practices.

Similarly, Sayed-Gharib, Price, and Lord (2010) discovered that the application of
ADR in Kuwait's construction sector was severely hampered by a lack of knowledge.
The researchers argued that inadequate knowledge of conciliation procedures, as well
as limited awareness of arbitration, negotiation, and mediation, negatively affected
decisions to adopt ADR methods for resolving construction disputes. This further
supports the notion that the successful adoption of ADR in any industry hinges on the

availability and dissemination of relevant information.

Saeb et al. (2019) conducted a study in Iran’s construction sector, finding that efforts
to raise awareness had a positive impact on the use of ADR in conflict resolution. They
noted that seminars and workshops played a critical role in spreading knowledge about
negotiation, mediation, and arbitration, thereby increasing the adoption of these
methods. This study illustrates the importance of targeted information campaigns in
encouraging the use of alternative approaches to dispute resolution, particularly in

industries where ADR methods are underutilized.
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Onukwube (2011) also examined the adoption of ADR in Nigeria’s construction
industry, finding that limited knowledge of conciliation, negotiation, and arbitration
contributed to the restricted use of these methods. He emphasized that improving
understanding of ADR processes could lead to broader acceptance and utilization in
construction disputes. Similarly, Baffour-Awuah et al. (2011) found that a lack of
information significantly affected decisions to adopt ADR in construction projects,
arguing that limited awareness of arbitration awards and procedures was a major barrier

to its use.

Overall, these studies highlight the critical role that knowledge and awareness play in
the acceptance of ADR and other innovations in various industries. A common theme
throughout the research is that limited information hinders the adoption of efficient and
cost-effective dispute resolution methods, particularly in construction projects. Raising
awareness through education, seminars, and workshops can significantly increase the
use of ADR approaches, helping to resolve disputes more efficiently and reducing
reliance on more traditional, costly methods like litigation. In conclusion, improving
access to information and knowledge is essential for the wider adoption of ADR and

other innovative practices in industries globally.

2.3.4 The moderating role of Trust

Trust is confidence in the reliability, truth, or strength of someone or something. Trust
is also confidence that one can rely on someone or something being reliable, truthful,
or able (OECD, 2022). Kirchler et al. (2020) defined trust in authorities as an
individual- and community-level public opinion that views the tax authorities function
well and actually operate the function as one of the public goods providers. Trust is a

special role. It is a relationship between two people, and in order to maintain effective
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interpersonal relationships, each participant emphasizes their own intrinsic motivation.
Fiscally speaking, the taxpayer wants to pay taxes because he thinks the money
collected will be put toward the public benefit, and the tax authority, in partnership with
the government, which receives the money, distributes it honestly to fund public
services. A person's intention to evade taxes may be lessened if they have faith in the

tax authorities.

As Kirchler (2019) puts it: ‘[T]rust is an essential element of the explanation of the
roots of tax compliance, tax compliance with authority, and tax compliance generally.’
In light of the fact that the behavioural approach offered several themes that facilitated
an understanding of tax compliance, including the slippery slope framework,
psychological contract, motivational postures, and tax morale, as well as the statement
that trust plays a crucial role in behavioural approach scholars' comprehension of tax
compliance, I will: * concentrate on the reference to the significance of trust as a factor
in the comprehension of tax compliance; and ¢ briefly discuss a few themes that arose
in the behavioural approach to explain tax compliance. The specific elements I'll be
mentioning here are just a way to highlight how important trust is to understanding why
people follow the law when it comes to taxes. The purpose of mentioning the themes is
not to explain how the behavioral approach to tax research helped to understand tax
compliance. The following highlights the crucial part that trust plays in explaining tax
compliance: The psychological contract, tax compliance as a motivating stance, tax

morale, and the slippery slope framework are among the topics covered.

Cooperation (and thus trust) is especially relevant for moderators. Taxpayer
interactions are conflictual, because the personal interests of each taxpayer are in

opposition with the common interests Briefly, taxpayers generally will pay taxes only
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if they trust each other and the government: ‘taxpayers will pay taxes only if they have
faith that others will put aside their own selfish temptations and pay their fair share; and
only if they do not think that the money they pay is being wasted, misused or
misappropriated, particularly through corruption’; and only if the tax burden is fairly
distributed (Lange et al., 2020). According to the research on the slippery slope theory,
taxpayer desire to pay taxes honestly will be a reflection of the government-taxpayer

relationship's synergy, which is built on trust (Kirchler et al., 2019).

The third explanation for trust is that it signals a behaviour of the authorities towards
other taxpayers: when taxpayers perceive that the authorities treat all other taxpayers in
a similar manner, then it is likely that each taxpayer pays his tax obligation fairly. As a
consequence, there is no free rider among the taxpayers. In light of the latter
explanations, we propose that the reasoning depicted in Figure 1 presents an adequate
theoretical depiction of the impact of trust in authorities on behaviour in tax-paying
dilemma. The dilemma concerns whether the taxpayer will be honest or dishonest.
When he perceives the authorities as trustworthy, then the taxpayer is inclined to
emphasise the collective interest. Alternatively, when the taxpayer believes that the
authorities are untrustworthy parties, then he will tend to emphasise his individual
interest by reporting dishonestly. Previous empirical studies provided support for the
role of trust in authorities in boosting tax compliance. For example, Batrancea et al.
(2019) found that the trust in authorities created strong incentives for tax compliance
among the Romanian citizens. Giizel et al. (2019) were able to show that bribery of tax
inspectors prevented tax compliance and induced higher tax evasion levels among the
Turkish employees. Yaser et al.’s (2019) empirical study demonstrated that tax
compliance is enhanced when the state (authorities) acts in accordance with moral

standards and, as a consequence, taxpayers trust the authorities.
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2.3.5 The control variables
Control variables helped to establish causal relationship between independents and

dependent variables

2.3.5.1 Age

Researchers have not yet determined the effect of age on tax compliance (Torgler,
2018). A large body of literature suggests that tax compliance rises in direct correlation
with increasing age (Grasmick et al., 2019). However, there is some evidence that
suggests a negative correlation between age and tax compliance (Spicer, 2020). Since
people's average incomes tend to rise as they become older in most nations, Blomquist
and Micheletto (2008) look at how tax payments could be tied to people's ages in order
to make the redistributive mechanism more efficient. Redistributive fiscal policies can
be made more efficient by implementing age-dependent taxes, according to the model

presented by Blomquist and Micheletto (2008).

Education indirectly affects taxpayer compliance via moral development and taxpayer
attitude, although age has a positive association with education, according to empirical
data in taxpayer compliance acquired by Chan, Troutman and O'Bryan (2019).
According to Jackson and Milliron (1986) and Roth et al. (1989), taxpayer compliance

is predicted to be positively and indirectly affected by age.

2.3.5.2 Education level

The quantity of formal education completed by an individual is reflected in their degree
of education. It can be used as a control variable in studies to take into consideration
possible behavioral variations between people with different educational backgrounds.
Higher education levels have been linked to improved computer proficiency,

heightened technological familiarity, and a greater propensity to research tax
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technology solutions for chores like tax filing (Smith & Johnson, 2019). This trend can
be attributed to their greater exposure to computers and other technological tools during

their educational and professional experiences.

2.4 Summary of the Literature Review & Research Gaps

This chapter has provided an overview of the study variables related to tax dispute
resolution mechanisms. It explored relevant theories, including social interest theory,
the pleasure-pain principle, and conflict management models, which underpin the
research. A conceptual framework was illustrated to depict how the variables are
interrelated, followed by a description of each variable. Additionally, a thorough

literature review was conducted to identify gaps that this study aims to address.

In a related study in Indonesia by Andyarini et al. (2019), the relationship between trust
among cooperative taxpayers and their tax compliance was examined. Through
multiple regression analysis of data from 132 respondents, the findings indicated a
significant correlation between taxpayer trust and compliance within cooperatives.
While this research was conducted in Indonesia, the current study focuses on Kenya,

highlighting a contextual gap.

Tabasuma (2020) investigated the significance of negotiation and conflict management,
revealing that environments conducive to these practices foster smooth business
operations and enhance personal and professional relationships over time. This study
primarily emphasized negotiation and conflict management, whereas the current
research specifically addresses negotiation in the context of VAT compliance,

indicating a conceptual gap.

Furthermore, Maple and Jones (2021) conducted a comparative analysis of small tax

dispute resolutions in New Zealand, drawing comparisons with Australia and Canada.
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Their research concluded that reforms made by New Zealand's Inland Revenue in 2010,
such as the option to opt out post-conference and restrictions on the duration of Notices
of Proposed Adjustments (NOPASs), were beneficial. This study was comparative in
nature, while the current research employs an explanatory approach, thus highlighting

a methodological gap.

2.5 Conceptual Framework

A conceptual framework is an organizing structure or system of theories, concepts,
presumptions or emotions guiding research-study aims (Maxwell, 2005) and an
integration between existing literature on a certain state of affairs by synthesis of the
theoretical and empirical findings of researchers on the same issues (Imenda, 2014).
The conceptual framework study depicts the relationship between the independent
variables (Negotiation on VAT, Internal reviews, and Alternative dispute resolution
(ADR) and the moderating variable which is trust and the dependent variable which is

the VAT compliance level.
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Figure 2.1: Conceptual Framework
Source: Researcher, (2024)
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter covers the research design, the target population, the sampling procedure,
data types, collection procedure and research instrument, reliability and validity tests,

measurement of variables, data processing and analysis, and ethical considerations.

3.2 Research Design

A research design serves as a detailed plan for achieving the study's goals. This
particular study will utilize an explanatory research design, chosen due to its well-
organized structure and clearly defined research questions (Kothari, 2004). The focus
was on examining how one variable impacts or leads to changes in another. Explanatory
research was employed to explore the effects of tax dispute resolution mechanisms and
taxpayer trust on VAT compliance among tax agents in Nairobi County. This design
was instrumental in gaining insights into the phenomenon by identifying and

quantifying the causal relationships between the variables.

3.3 Target Population

The target population, according to Williamson (2015), is the entire collection of
elements that have one or more things in common. In a similar vein, Mugenda &
Mugenda (2008) define a study population as a unique collection of people or things
with comparable characteristics. Consequently, everyone or everything within a given
population typically shares a unifying attribute or feature. In this study, the focus was

on 321 agents based in Nairobi County.
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Table 3.1: Target Population

Department Target Population
Agents 321
Total 321

Source: (Kenya Revenue Authority, 2024)

3.4 Sampling Technique and Sample Size

Researchers can draw inferences about the population as a whole by analyzing a
sample, which is a fraction of the population (Sekaran, 2003). The Yamane formula
was used to determine the sample size for this investigation. Since the formula
presupposes a normal distribution, it can be assumed that taxpayers were distributed
normally with respect to the variables under investigation. Furthermore, by accounting
for predetermined degrees of risk and confidence, the Yamane formula enables the

selection of a sample that precisely represents the population.
The sample size was calculated by the formula advanced by Yamane (1967).

N

n=1+N*(e)2

Where:

n = Sample Size

N = Target Population

e = Level of Significance (5%)
Therefore

n=321/ (1+ 321*0.05*0.05)

n=178
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Table 3.2: Sample Size

Item Target Population Sample Size
Agents 321 178
Total 321 178

3.5 Data Type, Collection Instruments and Procedure

3.5.1 Data type

Primary data are those that are gathered straight from the original sources, such
fieldwork or respondents. Because primary data is more accurate and has less room for
error, it was gathered (2011). Since primary data is neither sorted or interpreted by a

third party, it is the most reliable type of data (Mugenda & Mugenda, 2003).

Missing Data and Outlier Analysis

The categorization of missing data has direct implications for potential selection bias.
When data are Missing Completely at Random (MCAR), both the missing and observed
data accurately represent the entire population. Consequently, standard statistical
analyses conducted on the observed data remain reliable under MCAR conditions. On
the other hand, if the data are Missing at Random (MAR) or Not Ignorable (NI),

analyses based only on the available data may introduce bias.(Fisher, 2016).

Little's Test is a statistical test used to determine if data are missing completely at
random (MCAR). MCAR is a situation where the probability of missing data on a
variable is unrelated to any other measured or unmeasured variables in the dataset.
Little’s Test helps assess whether this assumption holds by evaluating patterns of
missing data without requiring any imputation. f the p-value is >0.05), we fail to reject
the null hypothesis, indicating that the missing data are likely MCAR. This suggests

that any analysis performed only on the observed data may still be unbiased.
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Outliers’ analysis

Outliers are data points where the dependent variable deviates significantly from the
expected trend based on the independent variable (i.e., an unusual value of y given x).
In such cases, the residual for that observation tends to be large, unless the outlier is
also influential and has caused the regression line to shift towards it. Typically, around
5% of standardized residuals fall outside the range of £1.96, but extreme outliers, which
do not exert leverage, are outside the range of £3. Deleted residuals refer to the residuals
that are recalculated when the regression is repeated without including the particular

observation, which alters the intercept.

3.5.2 Data Collection Instruments

These instruments are utilized by researchers to gather data throughout the research
process (Dron & Anderson, 2007). This study employed semi-structured questionnaires
based on a five-point Likert scale to collect information from tax agents in Nairobi
County. Glen (2017) defines a questionnaire as any written instrument that asks
respondents to reply to a series of statements or questions by either writing down their
answers or making a selection from pre-given options. McLeod (2018) describes a
questionnaire as a tool comprised of various questions and prompts aimed at collecting

information from participants.

One of the primary benefits of using questionnaires is the ability to collect a significant
amount of data from a large group of individuals quickly and cost-effectively. The
questionnaire used in this study included three main sections: Section A gathered
demographic data, which served as control variables; Sections B, C, and D contained

questions related to the independent variables; Section E focused on the dependent
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variable; and Section F addressed the moderating variable. All questions were closed-

ended.

Additionally, the data collection process can be executed by the researcher with
minimal impact on its validity and reliability. The results can be easily quantified, either
manually or through software. The questionnaires were structured using a Likert scale

ranging from 1 to 5.

3.5.3 Data Collection Procedure

The data was collected from primary sources using questionnaires. Questionnaires was
one of the tools of collecting data in this study because the phenomena that this study
intends to analyse cannot be directly observed. Hence, questionnaires fit into this
category. For the approval of the data collector, permission was obtained from Moi
University and the National Commission for Science, Technology, and Innovation
(NACOSTI). The questionnaires were self-administered. Self-administered surveys are
frequently used to build rapport with respondents (tax agents), as well as to better
address questions made by respondents immediately (Sasaka, Namusonge, and Sakwa,
2014). The goal of the study and the process for completing the questionnaires were

briefly explained to the respondents.

3.6 Pilot Testing Results

Reliability and validity of the questionnaires were ensured by conducting pilot study to
test all research instruments — protocols, data collection tools, sample recruitment
strategies, etc — to prepare for the main study. In the pilot study, we administered the
questionnaire on chosen respondents from Machakos County (17 in total). These are

not part of our main study’s population.
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3.6.1 Reliability of Research Instruments

The reliability test in the study evaluated the internal consistency of the items using
Cronbach's Alpha. Cronbach's Alpha, according to Cooper and Schindler (2013), yields
a number between 0 and 1. The instrument is not very reliable if the score is in the range
of 0 to 0.6. However, a score of 0.7 or higher signifies that the instrument has strong

internal consistency and high reliability.

Item wise reliability test
Table 3.3 showed that the general reliability of the pilot items was sufficient since the

alpha score was 0.922 was greater that 0.7.

Table 3.3: Item Reliability

Statistics
Cronbach's Alpha N of Items
0.922 24

(Source: Research 2024)

Construct wise reliability Test

From table 3.4 The construct of VAT compliance yielded a Cronbach’s alpha of 0.981
across 5 items, indicating an extremely high level of internal consistency. A Cronbach’s
alpha above 0.9 is generally considered excellent, suggesting that the items reliably
measure the construct of VAT compliance with minimal measurement error. This high
reliability score implies that responses are consistent and that the items effectively

capture variations within the construct.

The construct of negotiation displayed a Cronbach’s alpha of 0.813 with 5 items,
signifying a good level of internal consistency. According to reliability standards, an

alpha above 0.8 is indicative of good reliability, showing that the items reliably measure
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the negotiation construct. The score suggests that while the scale may allow for some
variability, it remains dependable for assessing respondents’ negotiation-related

behaviors or attitudes.

For the internal reviews construct, the Cronbach’s alpha was calculated at 0.815 with 5
items. This reliability coefficient, slightly above 0.8, also suggests good internal
consistency. The construct’s reliability meets the generally accepted threshold for
quality measurements, indicating that the items are well-suited to assess the intended

aspects of internal reviews reliably.

The alternative dispute resolution construct presented a Cronbach’s alpha of 0.710
across items. While lower than the other constructs, an alpha above 0.7 is typically
viewed as acceptable for research purposes, especially in exploratory studies. This
suggests that the items have a moderate level of internal consistency, meaning that they
are reasonably reliable in measuring the construct but may include some variability that

could affect measurement precision.

The construct of trust achieved a Cronbach’s alpha of 0.867 with 5 items, reflecting a
high degree of internal consistency. A reliability coefficient above 0.85 generally
denotes strong reliability, indicating that the items are consistent in measuring the
intended construct of trust. This high reliability suggests that the items provide a stable

and dependable assessment of trust-related perceptions among respondents.
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Table 3.4: Reliability Test Construct wise

Cronbach's Alpha N of Items

VAT compliance 0.981 5
Negotiation 0.813 5
Internal reviews 0.815 5
Alternative dispute resolution 0.710 4
Trust 0.867 5

(Source: Research 2024)

3.6.2 Validity of Research Instrument

Mugenda and Mugenda (2019) describe validity as the degree to which the findings
derived from analyzing primary data accurately reflect the phenomenon being
examined. In a similar vein, validity is defined by Veal and Darcy (2017) as the degree
to which the data collected by the researcher accurately represents the topic being
studied. Content, construct, face, and criteria validity are among the different kinds of
validity. Content validity was used in this investigation. The validity of the data
collection tool was evaluated through a discussion with the supervisor, who provided
insightful criticism, revisions, and ideas that helped to validate the research instrument.

Additionally, factor analysis was conducted to further assess validity.

Validity analysis

The validity analysis was summarized on table 3.5, the convergence validity tested
Convergent validity is a measure of the quality of a measurement instrument where the
instrument itself is typically a set of question-statements (Kock, 2020). A measurement
instrument has good convergent validity if the statements associated with each latent
variable are understood by the respondents in the same way as they were intended by

the designers of the items.

Table 3.5 showed that the items validity measure the same constructs.
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VATC1 VATC2 VATC3 VATC4 VATCS
VATC1 1.000 874 943 .894 876
VATC2 874 1.000 940 913 951
VATC3 .943 .940 1.000 915 .909
VATC4 894 913 915 1.000 937
VATCS5 .876 951 .909 937 1.000

NEG1 NEG2 NEG3 NEG4 NEGS
NEG1 1.000 .800 .768 795 .088
NEG2 .800 1.000 .897 .852 .068
NEG3 .768 .897 1.000 933 125
NEG4 795 .852 933 1.000 116
NEG5 .088 .068 125 116 1.000

IR1 IR2 IR3 IR4 IRS
IR1 1.000 928 .890 778 .625
IR2 928 1.000 962 152 .605
IR3 .890 .962 1.000 124 595
IR4 778 152 124 1.000 .691
IR5 625 .605 595 691 1.000

ADR1 ADR?2 ADR3 ADR4
ADR1 1.000 .886 .865 873
ADR?2 .886 1.000 .889 .866
ADR3 .865 .889 1.000 .945
ADR4 873 .866 945 1.000

TR1 TR2 TR3 TR4 TR5
TR1 1.000 209 217 195 112
TR2 209 1.000 918 813 .753
TR3 217 918 1.000 .883 769
TR4 195 813 .883 1.000 .846
TR5 112 753 .769 .846 1.000

a. Determinant = .000

(Source: Research 2024)

3.7 Data Analysis and Presentation

Kothari (2018) describes data analysis as the process of organizing collected

information, arranging it systematically, and structuring its core components to ensure

the findings can be communicated clearly and effectively. Following the collection of

the required data, the data had to be edited, coded, and tabulated. Descriptive and

inferential statistics were used in the analysis. While correlations, ANOVA, and

regression analysis were used in inferential statistics, mean and standard deviation (SD)

calculations were used in descriptive statistics. A multiple regression model was
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applied to predict the impact of independent variables (X1, X2, X3) and the moderating
variable on the dependent variable (YY), which in this case was VAT compliance. To
achieve this, three multiple regression models were employed for hierarchical testing

of the variables.

3.7.1 Model Specification

This study adopted linear regression model stated as follow:

Y =a+ C+ X1+ B2Xz + BaX3+ & Where;
Y = VAT Compliance

a = Constant (Coefficient of intercept)

C = Control variable

X1 = Negotiations

X2 = Internal Reviews

Xz = Alternative dispute resolution

¢ =Error Term

Bi...... B3 = regression coefficient of the independent variables

3.7.2 Test for Moderation

A moderating variable is a variable that intervenes in the relationship between
dependent variable and independent variable. Moderation in statistics and regression
analysis can be described as the third variable interaction, where a relationship between
two variables is not constant, but is contingent on a third variable. This third variable is
called interaction term or moderator variable. The effect of moderation variable can be
defined statistically as interaction term or conditional effect. The proposed moderation
was tested with a hierarchical model regression. As Anderson (1986) stated, this model

will help to explain how taxpayer trust intensifies the relationship between tax dispute
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resolution instrument and tax compliance. The study used hierarchical regression model

stated as follow:

X1*M= negotiation* taxpayer trust

Xo*M= internal reviews * taxpayer trust

X3*M= alternative dispute resolution * Compliance cost

The hierarchical model equations are specified below (ii)
Equation (ii)

Y = a+C + BuX1 + B2Xo + BaXs+ BaXa M + €

Equation (iii)

Y = a+C + BuX1 + B2Xo + BaXa+ BaXa+ M+ M*X1 + ¢
Equation (iv)

Y = o+ C + BiX1 + B2Xa + BaXa BaXa+ M+ M*X1+ M*Xo + ¢
Equation (v)

Y =+ C + BiXq + BaXz + BaXa PaXat M+ M*Xg + M*Xz + M*Xa+ &
Equation (vi)

Y =+ C + BiXq + BaXz + BaXa PaXat M+ M*X1 + M*Xz + M*Xz+ M*Xg+ ¢
Where:

Y = Tax compliance.

o = constant

B1... B3 = Coefficients of independent variables

X1 = Negotiations

X2 = Internal reviews

Xz = alternative dispute resolutions

M = Moderating Variable (Taxpayer trust)

€ = error term
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3.8 Regression Assumption Tests

Diagnostic tests are frequently carried out in scientific research with the aim of
analyzing the correctness of the diagnostics in order to quantitatively quantify the
impact of any errors in the study design (Lijmer et al., 1999). To guarantee the validity
of the research findings, five diagnostic tests will be carried out for this study before
the data is analyzed. These tests include linearity, autocorrelation, heteroscedasticity,

multicollinearity, and normality evaluations.

3.8.1 Test for Normality

The Shapiro-Wilk Test was performed in order to determine whether the sample scores
were normal. The purpose of this test is to determine if the sample scores have the same
mean and standard deviation as a normal distribution. According to Kilungu et al.
(2015), a non-significant result (p > 0.05) implies that the sample distribution deviates
significantly from normality, whereas a significant result (p < 0.05) shows that the

sample distribution does not deviate significantly from a normal distribution.

3.8.2 Test for Multicollinearity

When independent variables show a high degree of correlation with one another, this is
referred to as multicollinearity (Keith, 2006). Researchers can correctly interpret the
regression coefficients as representing the influence of each independent variable when
collinearity is low (Keith, 2006). The Variance Inflation Factor (VIF) was calculated
using the Statistical Package for Social Sciences (SPSS) in order to evaluate
multicollinearity. High multicollinearity raises the coefficients' standard errors, which
may make some variables appear statistically inconsequential even though they are
important (Osborne and Waters, 2014). Bowerman and Connell (2006) state that VIF

scores over 10 indicate a considerable level of multicollinearity, with lower values
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being ideal and larger values having a negative impact on the results of multiple

regression analyses.

3.8.3 Test for Homoscedasticity

Lani (2011) describes homoscedasticity in linear regression as the consistent spread of
errors around the regression line. Accordingly, the difference between an observed data
point and the value predicted by the regression line is reflected in the regression error.
A key presumption of this analysis technique is that the residuals have an even
distribution. As mentioned by Paper (2016), if this assumption is not met and the
variance of the mistakes changes, the analysis findings could be skewed, which could
result in incorrect statistical interpretations. We call this problem heteroscedasticity.
Using the Breusch-Pagan/Cook-Weisberg test, heteroscedasticity was examined. This

test states that the mistakes are consistent if the P-value is greater than 0.05.

3.8.4 Test for Linearity

According to Zikmund et al. (2013) and Zientek, Kim, and Bryn (2016), a linearity test
is used to determine whether or not each predictor variable and the predicted variable
has a linear connection. A linearity test is necessary for both linear regression and
correlation analysis. Regression models that demonstrate a straight line connecting the
predictor and the predicted variables are considered to be of high quality. Using the
value of the significant deviation from linearity, we checked if the variables in this
study were linear. Just because a value sig. departure from linearity is larger than 0.05

doesn't mean the relationship is linear; in fact, it may be the inverse.

3.9 Measurement of Variables
This section contains the measurement of variables and how they were operationalized

and reviewed.
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3.9.1 Dependent variable
The dependent variable was VAT compliance the variable measured based on a five-

point Likert scale validated by (KRA, 2021)

3.9.2 Independent Variables
The independent variables were negotiation, internal views and alternative dispute
resolution. Measured on a five-point Likert scale validated by Tabasuma (2020), Maple

and Jones (2021) and Hussin and Ismail (2015)

3.9.3 Moderating Variable
The moderating variable was Trust measured on a five-point Likert scale validated by

Kirchler (2019)

3.9.4 Control variables

A control variable is anything that is held constant or limited in a research study. It’s a
variable that is not of interest to the study’s aims, but is controlled because it could
influence the outcomes OECD, (2019). The study focused on age, and education level
as the control which was measured using closed ended questions. Torgler, 2018 and

Smith & Johnson, 2019

3.10 Operationalization and Measurement of VVariables
Operationalization of a variable is the process whereby we specify and measure the
variable. It characterizes a way of translating a concept or construct into an observable,

measurable entity.
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Table 3.6: Measurement of study variables

Variables Model
Indicators Source Instrument Measure

Independen  Direct/Indirect

tvariables  communication Tabasuma
Agreement (2020)

Negotiation Win/Win solution

5-point  Multiple
Questionnaires Likert  regression
scale analysis

e Transparency

Maple and . ) 5-point  Multiple
Il?n ;3223\:5 * IIEnf(]JcIfependence Jones Questionnaires Likert  regression
° iciency (2021) scale  analysis
e Sensitization
_ e Referral by _ _ _
Alternative third parties Hussin 5-point Multiple
dispute e Knowledge of and Ismail Questionnaires  Likert regression
resolution ADR Process & (2015) scale analysis
procedures
Torgler,
700(1”0' e categories 2018 5-point Multiple
variables . .
ith . . Likert regression
e categories Smith & Questionnaires scale analysis
Age Johnson,
2019
Education . . .
level Trust o in tax Questionnaire 5—_i0|nt Multlpl_e
Moderator author_lty Likert regression
Trust Trustin government . scale analysis
(2019)
Dependent  * Registration
pependent uptake 5-point Multiple
variable KRA . i . .
VAT Tax p_a_yment (2021) Questionnaires  Likert regression
compliance Tax filing scale analysis

3.11 Ethical Considerations

The researcher adhered to all ethical guidelines throughout the study, including its
conduct, design, analysis, and dissemination. Participants were thoroughly informed
about the study's purpose and were asked for their consent before taking part. They
were assured that participation was entirely voluntary and encouraged to contribute

freely. The protection of confidentiality was ensured, and the information gathered was
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only utilized to finish a final project for Moi University. This made it easier to get
approval from the National Commission for Science, Technology, and Innovation
(NACOST]I) and authorization for the administration of the questionnaire. The goals of
the study were explained to the participants, and steps were taken to guarantee the

accuracy of the data collection and analysis.
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CHAPTER FOUR
DATA ANALYSIS, PRESENTATION AND INTERPRETATION

4.1 Introduction

This chapter covers the analysis, presentation, and interpretation of the findings. It
outlines the results and discussions of the collected data in relation to the research
objectives. The study aimed to determine the moderating effect of trust on the
relationship between dispute resolution mechanisms and VAT compliance among tax
agents in Nairobi County, Kenya. The results are displayed using tables and diagrams.
This includes the response rate, demographic characteristics, descriptive statistics,
statistical assumptions, correlation analysis, multiple regression analysis, hypothesis

testing, and discussion of the findings.

4.2 Reliability Tests
Cooper and Schindler (2013) explained that Cronbach's Alpha, which ranges from 0 to
1, measures instrument reliability. A score between 0 and 0.6 indicates low reliability,

whereas a score of 0.7 or higher signifies high internal consistency and reliability.

The reliability test on table 4.1 results for the questionnaire responses indicate strong
internal consistency across all variables. VAT Compliance shows excellent reliability
with a Cronbach's a of 0.982 for its 5 items. Negotiation also demonstrates good
reliability, having a Cronbach's a of 0.859 with 5 items. Internal Reviews maintain
excellent reliability, evidenced by a Cronbach's a of 0.937 for 5 items. Alternative
Dispute Resolution achieves excellent reliability with a Cronbach's a of 0.969 across 4
items. Lastly, Trust reflects good reliability with a Cronbach's o of 0.873 for its 5 items.
In summary, all variables exhibit good to excellent reliability, ensuring the consistency

and dependability of the questionnaire responses.



52

Table 4.1: Reliability Test for Questionnaire Responses

Variables Cronbach's a No. of Items
VAT Compliance 0.982 5
Negotiation 0.859 5
Internal Reviews 0.937 5
Alternative Dispute Resolution 0.969 4
Trust 0.873 5

(Source: Research 2024)

4.3 Response Rate

The response rate in research is an indicator of participant involvement and the
dependability of the gathered data. It is calculated by dividing the number of completed
survey responses by the total number of individuals invited to participate. A higher
response rate enhances the study's accuracy and its applicability to real-world
situations. A response rate of 65% or higher usually results in satisfactory outcomes. In
this study, 134 out of 178 distributed questionnaires were completed and returned
correctly, achieving a 75% response rate. Figure 4.2 summarizes the demographic and
other relevant details of the respondents. A 25% non-response rate, as observed in this
study, suggests that a significant portion of the distributed questionnaires were not
completed or returned. There are several potential reasons for this level of non-
response. First, respondents may have lacked the time or interest to complete the
survey. Many individuals face busy schedules or may find the subject matter
unengaging, leading them to disregard the survey. This is a common challenge in

voluntary surveys, where participants are not obligated to respond.

Another possible reason is survey fatigue. If the questionnaire was long, complex, or
required considerable effort, some respondents may have abandoned it midway.
Surveys that require too much time or thought can deter people from completing them.

In addition, misdelivery or loss of questionnaires could have contributed to the non-
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response. If physical questionnaires were distributed, logistical issues might have led

to incomplete distribution, causing some individuals to never receive the survey.

Privacy concerns also play a role in non-responses. Respondents may have been
uncomfortable sharing personal or sensitive information, especially if the survey
required disclosure on private matters. Even with assurances of confidentiality, the fear
of personal information being misused can deter participation. Furthermore, response
bias could be at play. Certain groups, particularly those with strong opinions or more
relevant experiences, might have been more motivated to respond, leaving out those

with less interest or confidence in participating, which can skew the results.

To address this non-response rate, several remedial measures could be implemented.
Follow-up reminders are one effective strategy. By sending additional emails or making
phone calls to non-respondents, the importance of their participation can be
emphasized, increasing the chances of obtaining a completed survey. Offering
incentives, such as gift cards or entry into a raffle, can also boost response rates. People
are often more motivated to participate when they feel there is a tangible reward for

their time.

In addition, simplifying the questionnaire can help encourage participation. Reducing
the length and complexity of the survey or breaking it into smaller sections can make it
less daunting for respondents. Clear, concise questions will make the process more
user-friendly, which may lead to a higher completion rate. Addressing privacy concerns
is equally important. Ensuring respondents that their data remain confidential and
explaining how the information was used alleviated fears and encourage more people

to participate.
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Offering multiple modes of response, such as online, phone, or in-person options, can
also improve response rates. Online surveys, in particular, offer convenience and
flexibility, allowing respondents to complete the survey at their convenience. Finally,
targeted follow-up for specific demographic groups with lower response rates could be
another effective measure. Personalized communication or adjustments in how the

survey is presented to these groups could help encourage their participation.

By addressing the reasons behind the 25% non-response rate and implementing these
strategies, future studies can reduce non-responses and improve the representativeness

of the sample.

DidNotRespond
25%

Responded
75%

Figure 4.1: Response Rate
(Source: Research 2024)

4.3.1 Nature of the Data Received

The questionnaires returned were largely complete, with the majority of respondents
filling in all requested demographic and response sections. This level of completeness
provided a strong foundation for accurate and meaningful analysis. However, some

responses contained minor omissions, typically in open-ended or optional fields. These
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omissions were generally limited to non-essential details, allowing us to proceed with

analysis without substantial data loss.

4.3.2 Measures Taken to Complete the Questionnaires
For any questionnaires with minor missing data points, steps were taken to ensure data

integrity and comprehensiveness. Specifically:

Data Imputation for Incomplete Demographic Information: In cases where respondents
left demographic fields (such as age or education level) incomplete, median or mean

imputation was used, depending on the variable's characteristics.

Follow-Up Contact: When critical responses were missing, especially for questions
essential to the study's objectives, we attempted to reach out to the respondents. This

follow-up allowed for clarification and completion of these key responses.

Exclusion of Non-Impactful Incomplete Data: For questions deemed non-essential or
unlikely to impact the study's main conclusions, minor omissions were tolerated

without additional data imputation.

This approach to handling minor missing data points ensured that the dataset remained
robust and reliable for analysis while maintaining high respondent anonymity and

respecting data integrity.

4.3.3 Missing Values Analysis

Little's Test is a statistical test used to determine if data are missing completely at
random (MCAR). MCAR is a situation where the probability of missing data on a
variable is unrelated to any other measured or unmeasured variables in the dataset.

Little’s Test helps assess whether this assumption holds by evaluating patterns of
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missing data without requiring any imputation. f the p-value is >0.05), we fail to reject

the null hypothesis, indicating that the missing data are likely MCAR.

Table 4.2: Little's Test

Missing No. of Extremes
Count Percent Low High

VATC1 0 .0 0 0
VATC2 0 .0 0 0
VATC3 0 .0 0 0
VATC4 0 .0 0 0
VATC5 0 .0 0 0
NEG1 0 .0 0 0
NEG2 0 0 0 0
NEG3 0 .0 0 0
NEG4 0 0 0 0
NEG5 0 0 .

IR1 0 0 0 0
IR2 0 .0 0 0
IR3 0 .0 1 0
IR4 0 .0 0 0
IR5 0 .0 0 0
ADR1 0 0 0 0
ADR2 0 0 0 0
ADR3 0 0 0 0
ADR4 0 0 0 0
TR1 0 0 0 0
TR2 0 0 0 0
TR3 0 .0 0 0
TR4 0 0 0 0
TR5 0 .0 0 0

(Source: Research 2024)

Table 4.2 showed that there were no missing values, thus there was no need to correct

for MCAR or MNR.

4.3.4 Outlier Tests
Outliers are data points where the dependent variable deviates significantly from the
expected trend based on the independent variable (i.e., an unusual value of y given x).

In such cases, the residual for that observation tends to be large, unless the outlier is
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also influential and has caused the regression line to shift towards it. None of the

predicted standardized for each of the items did not indicate outliers.

4.4 Demographics Analysis

Demographics analysis was conducted for age and education level

Table 4.3 revealed that individuals aged 30 to 40 years were distributed across various
education levels, with the highest representation holding primary certificates (n = 13),
followed by those with diplomas (n = 11), undergraduate degrees (n = 10), and

postgraduate qualifications (n = 3). This age group had a total of 37 individuals.

For the age group of 41 to 50 years, the distribution was more balanced across education
levels, with an equal number of individuals holding primary certificates (n = 6),
diplomas (n = 4), and undergraduate degrees (n = 8), but slightly higher representation

in postgraduate education (n = 6). This group totaled 24 individuals.

Participants aged 51 to 60 years showed a noticeable trend towards holding diplomas
(n = 12), followed by primary certificates (n = 8), undergraduate degrees (n = 6), and

postgraduates (n = 4), totaling 30 individuals.

Among those aged above 60 years, the distribution favored postgraduate education (n
= 8), followed by primary certificates (n = 7), diplomas (n = 5), and undergraduate

degrees (n = 3). This age group included 23 individuals.

Lastly, individuals below 30 years exhibited an even distribution across education
levels, with the number of individuals holding diplomas and postgraduates (n = 6 each),
primary certificates (n = 4), and undergraduate degrees (n = 4). This age group had a

total of 20 participants.
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In general, the table indicated a varied distribution of education levels across different
age groups, with primary certificates being the most common among the 30 to 40 and
above 60 age groups. Diplomas were predominant in the 51 to 60 age group, while
postgraduate education was relatively high in the above 60 age group. The total number

of participants was 134, spread across different age and education categories.

Table 4.3: Demographics Analysis

Education Level
Primary  Undergradua  Total

Diploma Postgraduate

Certificate te
30 to 40 years 11 3 13 10 37
41 to 50 years 4 6 6 8 24
Age 51 to 60 years 12 4 8 6 30
Above 60 5 8 7 3 23
Below 30 years 6 6 4 4 20
Total 38 27 38 31 134

(Source: Research 2024)

4.5 Descriptive Statistics

Descriptive statistics involve a range of specialized techniques primarily used to assess,
describe, and summarize research data, ensuring that the information is presented in a
clear, informative, and efficient way. The Standard Deviation (SD) measures the
amount of variation or dispersion in the responses. A lower standard deviation indicates
that the responses are closer to the mean, while a higher standard deviation suggests
more variability in responses. Skewness refers to the degree of asymmetry in the
distribution of responses. A skewness value of zero indicates a perfectly symmetrical
distribution, while negative or positive skewness indicates a left or right skew,
respectively. Kurtosis measures the tailedness of the distribution, indicating whether
the data are heavily concentrated around the mean or more spread out. A kurtosis value
of zero represents a normal distribution, while positive or negative values suggest more

or less concentration of responses in the tails, respectively.(Nicholas, 2006)
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4.5.1 Descriptive statistics on Negotiation

The descriptive statistics for Negotiation responses were summarized on table 4.4

"Negotiation is commonly used as a dispute resolution mechanism between taxpayers
and KRA officials,"” the mean score was 4.06 (SD = 0.811), suggesting that respondents
generally agree with this statement. The skewness of -0.196 indicates a slight leftward
skew, implying that most responses were clustered toward the higher end of the scale.
The kurtosis of -1.227 denotes a relatively flat distribution, showing that responses were
spread out more broadly than a normal distribution. The item "Negotiation between
parties includes both direct and indirect communication™ received a mean score of 4.03
standard deviation of 0.867, which also reflects general agreement among respondents.
The skewness of -0.199 suggests a similar slight leftward skew, and the kurtosis of -
1.319 indicates a flatter distribution compared to normal. For the statement
"Negotiation allows the parties to agree to an outcome which is mutually satisfactory,"
the mean score was 4.01 and a standard deviation of 0.832), signalling agreement. The
skewness of -0.028 suggests a near-symmetrical distribution, while the kurtosis of -
1.555 reveals a relatively flat distribution, similar to the previous items. The item
"Negotiation ensures that the parties arrive at a ‘'win-win' solution to the dispute at hand"
had a mean score of 4.00 (SD = 0.804), indicating agreement. The skewness of 0.000
shows a perfectly symmetrical distribution, and the kurtosis of -1.451 implies a flatter
distribution than normal. Lastly, for "A negotiated settlement can be recorded in the
form of an agreement,” the mean score was 3.92 (SD = 0.805), suggesting that
respondents slightly agree with this statement. The skewness of 0.063 indicates a nearly
symmetrical distribution, and the kurtosis of -1.250 denotes a flatter distribution than
the normal curve. Overall, the aggregate mean score for the negotiation items is

4.00400, reflecting a general agreement among respondents that negotiation is a
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beneficial and effective mechanism for dispute resolution. The skewness values across
items indicate a tendency toward higher agreement, while the kurtosis values suggest

relatively flat distributions for the responses.

Table 4.4: Negotiation

Items N  Mean Std. Deviation Skewness  Kurtosis
Negotiation is commonly 134 4.06 811 -.196 -1.227
used a dispute resolution

mechanism between

taxpayers  and KRA

officials.

Negotiation between 4.03 .867 -.199 -1.319
parties includes both direct

and indirect

communication

Negotiation allows the 4.01 .832 -.028 -1.555

parties to agree to an

outcome which is mutually

satisfactory

Negotiation ensures that the 4.00 .804 .000 -1.451
parties arrive at a “win —

win” solution to the dispute

at hand.

A negotiated settlement can 3.92 .805 .063 -1.250
be recorded in the form of

an agreement

Aggregate Mean 4.00400

(Source: Research 2024)

4.5.2 Descriptive statistics on Internal Reviews

The descriptive statistics for internal reviews responses were summarized on table 4.5.
For the item, "The outcome of the internal review process is not final and may be
appealed in a court of law,"” the mean score was 4.04 (SD = 0.862), indicating that
respondents generally agree with the statement. The skewness of -0.215 suggests a
slight skew to the left, implying that a few respondents rated the item lower than the
majority. The kurtosis of -1.289 indicates a flatter distribution than a normal

distribution, suggesting less concentration of responses around the mean. The item
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"Taxpayers should not be allowed to file for further appeals within the tax
administration™ received a mean score of 4.10 (SD = 0.836). This result shows that
respondents also tend to agree with this statement. The skewness of -0.042 is close to
zero, suggesting a nearly symmetrical distribution. The kurtosis of -1.570 indicates a
flatter distribution, similar to the previous item. Respondents also agreed with the
statement "Taxpayers can request another internal review through an appeal’s agency,"
which had a mean score of 4.03 (SD = 0.822). The skewness of -0.056 suggests that the
distribution is nearly symmetrical, and the kurtosis of -1.519 indicates a relatively flat
distribution compared to a normal curve. For the statement, "Internal tax review system
delivers timely, credible decisions at a reasonable cost," the mean score was 3.99 (SD
=0.897), suggesting a slightly lower level of agreement, but respondents still generally
agree. The skewness of -0.239 shows a slight skew to the left, and the kurtosis of -1.194
points to a distribution that is flatter than normal. Finally, the item "There is
transparency that is hinged on the internal tax reviews" had a mean score of 3.97 (SD
= 0.909), indicating a general agreement with the statement, albeit slightly less so
compared to other items. The skewness of -0.368 shows a moderate skew to the left,

while the kurtosis of -0.890 indicates a flatter distribution than normal.
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ltems

N

Mean

Std. Deviation

Skewness

Kurtosis

The outcome of the 134 4.04

internal review
process is not final
and may be appealed
in a court of law

Tax payers should
not be allowed to file
for further appeals
within ~ the  tax
administration

Taxpayers can
request another
internal review
through an appeal’s
agency

Internal tax review
system delivers
timely, credible
decisions at a
reasonable cost

There IS
transparency that is
hinged on  the
internal tax reviews

Aggregate Mean

4.10

4.03

3.99

3.97

4.01

.862

.836

822

.897

909

-.215

-.042

-.056

-.239

-.368

-1.289

-1.570

-1.519

-1.194

-.890

(Source: Research 2024)

4.5.3 Descriptive statistics on Alternative Dispute Resolution

The descriptive statistics for alternative dispute resolution responses were summarized

on table 4.6.

For The knowledge and awareness, we have on alternative dispute resolution has led to

reduced dispute resolution costs had a mean 3.96 and standard deviation of 0.826). This

submits that respondents generally agreed with this statement. The skewness value of -
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0.092 indicates a nearly symmetrical distribution of responses, and the kurtosis of -

1.159 points, indicating that most responses were closer to the mean.

For There is faster resolution process as well as confidentiality due to our understanding
of the alternative dispute resolution mechanisms received a mean score of 3.87 (SD =
0.854), which also reflects agreement among respondents. The skewness of -0.264
suggests a slight leftward skew, but the distribution is still fairly symmetrical. The
kurtosis value of -1.075 indicates a distribution that is flatter than the normal curve,
suggesting that responses are spread out around the mean. The item Lack of knowledge
had a substantial effect on the use of alternative dispute resolution in solving a conflict
was rated with a mean score of 4.12 (SD = 0.832). This mean indicates general
agreement with the statement. The skewness of -0.028 suggests a nearly normal
distribution of responses, while the kurtosis of -1.555 reflects a notably flatter
distribution than the normal distribution, suggesting that responses were more
dispersed. The item Most taxpayers use alternative dispute resolution methods to solve
conflicts in the tax field had a mean score of 4.23 (SD = 0.813). This result indicates
that respondents generally agreed with this statement. The skewness of 0.000 shows a
perfectly symmetrical distribution, and the kurtosis of -1.488 signifies a flatter-than-
normal distribution, suggesting a concentration of responses around the mean but with

a broader spread.
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Table 4.6: Alternative Dispute Resolution

ltems N Mean Std. Deviation  Skewness Kurtosis
The knowledge and 134 3.96 .826 -.092 -1.159
awareness we have

on alternative

dispute  resolution
has led to reduced
dispute  resolution

costs

There is  faster 3.87 .854 -.264 -1.075
resolution process as

well as

confidentiality due
to our understanding
of the alternative
dispute  resolution
mechanisms

Lack of knowledge 4.12 .832 -.028 -1.555
had a substantial

effect on the use of

alternative  dispute

resolution in solving

a conflict

Most taxpayers use 4.23 .813 .000 -1.488
alternative  dispute

resolution methods

to solve conflicts in

tax field

(Source: Research 2024)

4.5.4 Descriptive statistics on Trust

The descriptive statistics for trust responses were summarized on table 4.7.

The item "Taxes are perceived to be distributed fairly"” received a mean score of 4.01
(SD = 0.809), suggesting that respondents generally agree with this statement. The
skewness of -0.014 indicates a distribution that is nearly symmetrical, while the kurtosis
of -1.469 denotes a distribution that is flatter than the normal distribution, implying that

responses are spread out with fewer extreme values. The statement "All the citizens
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understand the law" had a mean score of 4.04 (SD = 0.888), showing a similar trend of
agreement among respondents. The skewness of -0.335 indicates a slight left skew,
suggesting a tendency for responses to be somewhat concentrated on the higher end of
the scale. The kurtosis of -1.084 also reflects a flatter distribution, though not as

pronounced as in the previous item.

For the item "Our organization believes that citizens hold positive attitudes towards
government,” the mean score was 4.00 (SD = 0.858). This score reflects agreement,
with a skewness of -0.217 indicating a relatively balanced distribution. The kurtosis of
-1.128 suggests a distribution that is flatter than normal but not excessively so. The item
"Our organization believes that our interaction with authorities is trustworthy" received
a mean score of 3.99 (SD = 0.813), slightly below the other items but still indicating
agreement. The skewness of -0.058 suggests a near-symmetrical distribution, while the
kurtosis of -1.277 signifies a flatter distribution, similar to the earlier items. Finally, the
statement "The tax office is fair in collecting tax" had a mean score of 4.03 (SD =
0.831), showing a consensus among respondents that the tax office is perceived as fair.
The skewness of -0.136 indicates a nearly symmetrical distribution, and the kurtosis of

-1.343 points to a flatter distribution, consistent with the other items.
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N

Mean

Std. Deviation

Skewness

Kurtosis

Taxes are perceived to
be distributed fairly

All the citizens
understand the law

our organization
believes that citizens
hold positive attitudes
towards government

our organization
believes  that  our
interaction with
authorities is
trustworthy

The tax office is fair in
collecting tax

134

4.01

4.04

4.00

3.99

4.03

.809

.888

.858

813

831

-.014

-.335

-.217

-.058

-.136

-1.469

-1.084

-1.128

-1.277

-1.343

(Source: Research 2024)

4.5.5 Descriptive statistics on VAT compliance

The descriptive statistics for VAT compliance responses were summarized on table 4.8.

For Real time update of taxpayer ledger account has increased chances of accuracy and

transparency with regards to VAT payment hence increasing revenue collections. This

item had a mean score of 3.95 (SD = 0.798), suggesting that respondents generally

agree that real-time updates contribute to VAT accuracy and transparency. The

skewness of 0.094 indicates a nearly symmetrical distribution, while the kurtosis of -

1.419 reflects a flatter distribution than the normal curve, suggesting less pronounced

peaks in responses. For Filing and payment of VAT has increased over time. The mean

score for this item was 4.28 (SD = 0.841), which implies that respondents agree that

VAT filing and payment have grown over time. The skewness of -0.077 denotes a slight

left skew, indicating a minor tendency for respondents to agree more strongly with this
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statement. The kurtosis of -1.400 suggests a flatter distribution, indicating that
responses are somewhat uniformly spread around the mean. For Electronic tax system
has encouraged voluntary compliance among taxpayers hence increasing revenue
collections. Respondents rated this item with a mean score of 3.99 (SD = 0.809),
showing general agreement that the electronic tax system fosters voluntary compliance.
The skewness of 0.014 indicates a nearly symmetrical distribution, while the kurtosis
of -1.469 suggests a distribution that is flatter than the normal curve, indicating fewer
extreme responses. For With the use of the i-Tax system, it is easy to detect under-
declaration of VAT among taxpayers. This statement received a mean score of 4.20
(SD =0.813), reflecting agreement that the i-Tax system helps in detecting VAT under-
declarations. The skewness of -0.028 points to a nearly symmetrical distribution, and
the kurtosis of -1.487 indicates a flatter distribution, signifying that responses are more
evenly distributed around the mean. For Electronic tax system has enabled KRA to
detect unregistered taxpayers. The mean score of 4.02 (SD = 0.808) for this item shows
that respondents agree that the electronic tax system aids in identifying unregistered
taxpayers. The skewness of -0.041 suggests a slight left skew, while the kurtosis of -
1.467 indicates a flatter distribution, similar to other items, implying a more uniform

distribution of responses.
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Table 4.8: VAT compliance

ltems N Mean Std. Deviation Skewness Kurtosis

Real time update of 134 3.95 .798 .094 -1.419
taxpayer ledger account

has increased chances of

accuracy and

transparency with

regards to VAT payment

hence increasing revenue

collections

Filing and payment of 4.28 841 -.077 -1.400
VAT has increased over
time

Electronic tax system 3.99 .809 014 -1.469
has encouraged
voluntary  compliance
among tax payers hence

increasing revenue
collections
With the use of i-Tax 4.20 813 -.028 -1.487

system, it is easy to
detect under declaration
of VAT of among tax
payers

Electronic tax system 4.02 .808 -.041 -1.467
has enabled KRA to

detect unregistered tax

payers

(Source: Research 2024)

4.6 Factor Analysis

Factor analysis is a technique used for dimension reduction. It simplifies the original
data space by expressing the entire matrix as the product of two smaller matrices plus
some random noise. This approach allows us to model the variability among the
observed variables by projecting them from a high-dimensional space to a lower-

dimensional one. Bacharach, (2014).
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4.6.1 Factor Diagnostic test

The factor diagnostic test is KMO and Bartlett’s

The Kaiser-Meyer-Olkin (KMO) measure needs to be above .70 to be considered
adequate, while a value below .50 indicates inadequacy. The KMO test assesses
whether each factor is predicted by a sufficient number of items. Additionally, the
Bartlett test should be significant, with a p-value less than .05, indicating that the
variables are correlated strongly enough to justify conducting factor analysis in this

context.

Table 4.9 The Kaiser-Meyer-Olkin (KMO) measures for each factor are all well above
the recommended threshold of .70, indicating that the sampling adequacy for factor
analysis is satisfactory. Specifically, VAT compliance has a KMO value of .836,
negotiation has .796, internal reviews had .834, alternative dispute resolution had .830,
and trust had.778. These results suggest that the data are appropriate for factor analysis
for each factor. Additionally, Bartlett’s test for sphericity yields a significance value of
.000 for all factors, which is below the conventional threshold of .05. This indicates that
the variables are sufficiently correlated to support the validity of factor analysis for each

factor.

Table 4.9: KMO& Bartlett’s test

VAT negotiation  internal alternative  trust
compliance reviews dispute
resolution
KMO 0.836 0.796 0.834 0.830 0.778
Bartlett’s test 0.000 0.000 0.000 0.000 0.000
for sphericity
(sig)

(Source: Research 2024)
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4.6.2 Convergence Validity

Convergent validity evaluates if items that theoretically should measure the same
construct indeed do so. Gonulal, (2015). The study variables and items are represented
at VAT compliance (VATC), negotiation (NEG), internal reviews (IR), alternative

dispute resolution (ADR), and trust (TR).

Table 4.10 presents the correlation matrix for these items. For VAT compliance, the
correlations among items ranged from .874 to .943, indicating a high degree of inter-
item consistency. Similarly, negotiation items showed lower but still significant
correlations, with the lowest correlation being .068 between NEG5 and other NEG
items, suggesting some inconsistency. Internal reviews (IR) items exhibited strong
inter-item correlations, with values between .595 and .962, demonstrating good
convergence validity. For alternative dispute resolution (ADR), the correlations were
consistently high, ranging from .865 to .945, suggesting robust convergence among the
items. In contrast, trust (TR) items displayed weaker correlations, with the lowest being

.112 between TR1 and TR5, indicating limited convergence validity



Table 4.10: Convergence Validity

VATC1 VATC2 VATC3 VATC4 VATCS
VATC1 1.000 874 943 .894 876
VATC2 .874 1.000 940 913 951
VATC3 .943 940 1.000 915 909
VATC4 .894 913 915 1.000 937
VATCS .876 951 909 937 1.000

NEG1 NEG2 NEG3 NEG4 NEGS
NEG1 1.000 .800 .768 795 .088
NEG2  .800 1.000 897 .852 .068
NEG3 .768 897 1.000 933 125
NEG4  .795 .852 933 1.000 116
NEG5 .088 .068 125 116 1.000

IR1 IR2 IR3 IR4 IRS
IR1 1.000 928 .890 778 .625

Correlation IR2 .928 1.000 962 152 .605

IR3 .890 962 1.000 124 595
IR4 778 752 124 1.000 691
IRS 625 .605 595 691 1.000

ADR1 ADR2 ADR3 ADR4
ADR1  1.000 .886 .865 873
ADR2  .886 1.000 .889 .866
ADR3  .865 .889 1.000 945
ADR4 873 .866 945 1.000

TR1 TR2 TR3 TR4 TR5
TR1 1.000 209 217 195 112
TR2 .209 1.000 918 813 .753
TR3 217 918 1.000 .883 .769
TR4 195 813 .883 1.000 .846
TRS5 112 753 .769 .846 1.000

a. Determinant = .000

(Source: Research 2024)

4.6.3 Principal Component Factors

71

The principal components extraction after varimax rotation was used to construct

variable.

The exploratory factor analysis of the questionnaire items revealed strong factor

loadings for each construct, enabling the selection of items that best represent the
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variables, in table 4.11. For VAT Compliance (VATC), all five items were retained due
to their high loadings: VATC1 (.950), VATC2 (.969), VATC3 (.975), VATC4 (.965),
and VATCS5 (.968). In the Negotiation (NEG) construct, four items demonstrated strong
loadings: NEGL1 (.891), NEG2 (.944), NEG3 (.960), and NEG4 (.955), while NEG5
was excluded due to a low loading of .147. Similarly, all five items for Internal Reviews
(IR) were retained with satisfactory loadings: IR1 (.947), IR2 (.954), IR3 (.937), IR4
(.876), and IR5 (.767). For Alternative Dispute Resolution (ADR), all four items
displayed strong loadings: ADR1 (.946), ADR2 (.951), ADR3 (.967), and ADR4
(.963). In the Trust (TR) construct, four items were selected: TR2 (.932), TR3 (.956),
TR4 (.946), and TR5 (.891), while TR1 was excluded due to a low loading of .269.
These selected items indicate robust construct validity for each variable, ensuring that

the factors accurately represent the intended constructs.
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Table 4.11: Exploratory factor analysis

VAT Negotiation Internal  Alternative Dispute Trust
Compliance Reviews Resolution
VATC1 .950
VATC2 .969
VATC3 .975
VATC4 .965
VATC5 .968
NEG1 891
NEG2 944
NEG3 .960
NEG4 .955
NEG5 147
IR1 947
IR2 954
IR3 937
IR4 876
IR5 767
ADR1 .946
ADR?2 951
ADR3 .967
ADR4 963
TR1 269
TR2 932
TR3 956
TR4 946
TRS .891
(Source: Research 2024)

4.6.4 Variable construction

To construct composite variables for each construct, we calculated the mean of the
items that demonstrated satisfactory factor loadings (above the threshold of 0.5), based
on the exploratory factor analysis results. This approach allowed us to create reliable
composite scores for each construct VAT Compliance, Negotiation, Internal Reviews,
Alternative Dispute Resolution, and Trust) by focusing on the items with high factor

loadings, which enhances construct validity and measurement precision.
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Formulae for Constructing Variables

For each construct, the composite variable score was calculated by taking the mean of
the items with loadings above 0.5, which is commonly accepted as an adequate
threshold for factor loading in social science research (Hair et al., 2010). The formulas
below represent the composite variable calculations in APA style, using notation that

aligns with the items selected for each construct.

The composite variable for VAT Compliance (VATC) was calculated using all five

items, as each demonstrated a factor loading above the threshold:

VATC1 4+ VATC2 + VATC3 + VATC4 + VATC5
5

VATC =

For the Negotiation (NEG) construct, four items (NEG1, NEG2, NEG3, NEG4) were
included in the calculation due to their strong loadings. NEG5 was excluded because it

did not meet the threshold (loading = .147). The formula is as follows:

NEGI1 + NEG2 + NEG3 + NEG4

NEG =
1

All five items for Internal Reviews (IR) were retained, as each item surpassed the .5
threshold, demonstrating factor loadings between .767 and .954. The formula for the IR

composite score is:

_ IR1+1IR2+ 1IR3 +IR4 + IR5
2

IR

For Alternative Dispute Resolution (ADR), all four items were retained due to their
high loadings (ranging from .946 to .967). The composite variable for ADR was

calculated as follows:
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ADRI1 + ADR2 + ADR3 + ADR4
|

ADR =

Lastly In the Trust (TR) construct, four items (TR2, TR3, TR4, TR5) were retained,
with loadings between .891 and .956. TR1 was excluded from the calculation due to a

low loading of .269. The composite variable for Trust was thus calculated as:

~ TR2+ TR3 + TR4 + TR5

TR
4

4.7 Statistical Assumption

4.7.1 Normality Test

The Shapiro-Wilk Test was utilized to determine if the sample scores were normally
distributed with a consistent mean and standard deviation. A significant result (P<0.05)
indicates that the distribution does not significantly differ from a normal distribution.
Conversely, a non-significant result (P>0.05) suggests that the sample distribution
significantly deviates from normality (Kilungu et al., 2015). The Shapiro-Wilk test is
often preferred over other normality tests due to its robustness and high power,
particularly in small sample sizes, its straightforward interpretation, and its availability
in most statistical software. These factors make it an ideal choice for determining
normality in many research scenarios, especially when the sample size is small or
moderate. While other tests may have specific advantages in certain contexts, the
Shapiro-Wilk test is generally regarded as one of the most reliable and widely
applicable methods for normality testing. The Shapiro-Wilk test on table 4.12 was
utilized to evaluate the normality of several variables, including Negotiation, Internal
Reviews, Alternative Dispute Resolution, Trust, Age, and Education. For Negotiation,

the p-value of 0.46464, indicating that the distribution is consistent with normality.
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Similarly, Internal Reviews had a p-value of 0.99163, suggesting that this variable also
follows a normal distribution. The Alternative Dispute Resolution variable showed a p-
value of 0.39125, further supporting the normality of its distribution. For the Trust
variable, the test resulted in a p-value of 0.75096, indicating that it too adheres to the
normality assumption. The Age variable had a p-value of 0.64436, reinforcing the
finding that it is normally distributed. Finally, Education yielded a p-value of 0.88523,
which also supports its normal distribution. Overall, the Shapiro-Wilk test results
suggest that all variables under consideration Negotiation, Internal Reviews,
Alternative Dispute Resolution, Trust, Age, and Education do not significantly deviate

from a normal distribution, thereby meeting the normality assumption.

Table 4.12: Shapiro-Wilk W test for normal data

Variable Obs w \Y/ z Prob>z

Negotiation 134 0.99016 1.040 0.089 0.46464
Internal 134 0.99673 0.346 -2.392 0.99163
Reviews

Alternative 134 0.98930 1.130 0.276 0.39125
Dispute

Resolution

Trust 134 0.99299 0.740 -0.678 0.75096
Age 134 0.99197 0.849 -0.370 0.64436
Education 134 0.99445 0.587 -1.202 0.88523

(Source: Research 2024)

4.7.2 Homoscedasticity Test

Garson (2012) describes homoscedasticity in linear regression as the consistency in the
dispersion of errors around the regression line. This means that the regression error
indicates the difference between a data point and the expected regression line. In this
study, the Probability of Chi square was utilized. A p-value greater than 0.05 indicates

that the assumption of homoscedasticity holds true. Table 4.13 reported an F statistic
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of 2.590927 with a p-value of 0.074, which is greater than 0.05. This indicates that the

variance is constant, and thus the assumption of homoscedasticity is not violated.

Table 4.13: Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 2.590927 Prob. F(5,128) 0.074
Obs*R-squared 16.48403 Prob. Chi-Square(5) 0.005
Scaled explained SS 41.57840 Prob. Chi-Square(5) 0.000

(Source: Research 2024)

4.7.3 Linearity Test

To determine if the relationship between the independent and dependent variables is
linear, scatter plots or residual plots are frequently used. Additionally, the Ramsey
RESET test is employed as a formal method to test for linearity. Table 4.14 found a F
statistic of 1.040728 p-value =0.309>0.05, this implies that suggesting linearity in the

relationship between the predictor variables and the dependent variable.

Table 4.14: Linearity Test

Value df Probability
t-statistic 1.020161 127 0.309
F-statistic 1.040728 (1,127) 0.309
Likelihood ratio 1.093616 1 0.295

(Source: Research 2024)

4.7.4 Multicollinearity Test

Multicollinearity tests evaluate the strength of the interrelationships among the
independent variables in a regression model. The variance inflation factor (VIF) is
typically used to detect multicollinearity in regression analysis. A tolerance value

greater than 0.1 and a VIF less than 10 indicate low levels of multicollinearity,
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suggesting that the statistical assumptions are not violated Joshi, (2012). Table 4.15
showed that the centered VIF values provide a measure of multicollinearity for each
variable in the regression analysis. Age has a VIF of 3.322915, indicating moderate
multicollinearity, suggesting some correlation with other predictors but not excessively
so. Education has a VIF of 1.921713, showing low multicollinearity and relative
independence from other variables. Negotiation, with a VIF of 3.033590, also indicates
moderate multicollinearity but remains within acceptable limits. Internal Reviews has
a VIF of 1.358336, Alternative Dispute Resolution has a VIF of 1.341309, and Trust
has a VIF of 1.463734, all of which are low and suggest minimal multicollinearity,
indicating these variables are relatively independent. Overall, the centered VIF values
for all variables are well below the common threshold of 10, showing that

multicollinearity is not a significant issue in this dataset.

Table 4.15: Multicollinearity Test

Coefficient Uncentered Centered

Variable Variance VIF VIF

Age 0.003467 28.48913 3.322915
Education 0.002169 10.46339 1.921713
Negotiation 0.003165 26.00860 3.033590
Internal Reviews 0.001772 15.07158 1.358336
Alternative Dispute Resolution 0.001593 13.16054  1.341309
Trust 0.001702 14.19763 1.463734

(Source: Research 2024)

4.8 Correlation Analysis

The correlation analysis was conducted checking the various correlations between all
the variables in the study. Correlation analysis was used in this study to examine the
strength and direction of the relationships between key variables, providing valuable
insights into how they are interconnected. By calculating correlation coefficients, the

analysis helps identify patterns or associations between variables, such as the
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relationship between negotiation and VAT compliance or between trust and dispute
resolution mechanisms. This method is particularly useful for determining whether
variables move in the same direction (positive correlation) or in opposite directions
(negative correlation) and the degree of that relationship. Correlation analysis,
therefore, contributes to a better understanding of the associations among variables,
aiding in data interpretation and informing future research and decision-making

processes.

Table 4.15 showed that Negotiation had a strong positive correlation with VAT
Compliance, indicated by correlation of 0.540, p<0.05. This finding suggests that
higher levels of negotiation skills or favorable negotiation attitudes are associated with
greater VAT Compliance. This positive association implies that participants with
stronger negotiation abilities may be more adept at navigating compliance requirements
or resolving VAT-related issues effectively, potentially leading to more consistent

adherence to VAT standards.

Similarly, Internal Reviews are positively correlated with VAT Compliance, with a
correlation t of 0.513 p<0.05. This positive and statistically significant relationship
indicates that participants who place a high emphasis on internal review processes may
be more likely to maintain VAT compliance. Internal reviews might facilitate better
oversight, identify potential compliance issues, and promote corrective actions, thereby

supporting adherence to VAT requirements.

Alternative Dispute Resolution also exhibits a positive and significant correlation with
VAT Compliance, with a correlation of 0.478 p<0.05. This relationship suggests that
individuals who are skilled in or favor ADR processes tend to be more compliant with

VAT regulations. ADR could provide a mechanism for resolving VAT -related disputes
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efficiently, minimizing disruptions and fostering a cooperative approach to regulatory

adherence.

Trust has a positive and significant relationship with VAT Compliance, demonstrated
by a correlation of 0.487 p<0.05. This relationship implies that higher levels of trust
within the organization or between stakeholders may facilitate VAT compliance. Trust
likely fosters transparency, encourages honest reporting, and promotes collaborative
problem-solving, all of which are conducive to maintaining compliance with VAT

regulations.

Age and VAT Compliance are positively correlated as well, with a correlation of 0.350
p<0.05. This positive correlation suggests that older individuals may exhibit slightly
higher levels of VAT compliance. Age-related factors such as experience, maturity, or
a deeper understanding of compliance requirements could contribute to this association,
indicating that age may indirectly influence compliance behaviors. Although this
relationship is relatively lower in strength, with a correlation r=0.196, it is statistically
significant at p<0.05. This finding indicates a modest yet meaningful association,
suggesting that as age varies, there may be slight changes in negotiation tendencies or

behaviors among participants.

Lastly, Education is positively correlated with VAT Compliance, as indicated by a
correlation of 0.439 p<0.05. This significant positive relationship suggests that higher
levels of education may correlate with better VAT compliance outcomes. Education
likely enhances awareness and understanding of compliance requirements, equipping

individuals with the knowledge needed to adhere to VAT regulations effectively.
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Variables VATC NEG IR ADR TR AG EDU
(1) VAT Compliance  1.000
(2) Negotiation 0.540** 1.000
(0.002)
N 134
(3) Internal Reviews ~ 0.513** 0.383** 1.000
(0.000) (0.001)
N 134
4) Alternative  0.478** 0.374** 0.320** 1.000
Dispute Resolution
(0.001) (0.004) (0.000)
N 134 134 134
(5) Trust 0.487** 0.420** 0.438** 0.408** 1.000
(0.003) (0.000) (0.003) (0.000)
N 134 134 134 134
(6) Age 0.350** 0.196** 0.394** 0.414** 0.365** 1.000
(0.000) (0.000) (0.000) (0.000) (0.000)
N 134 134 134 134 134
(7) Education 0.439** 0.329** (0.284** 0.295** (0.239** 0.473** 1.000
(0.000) (0.000) (0.001) (0.001) (0.005) (0.000)
N 134 134 134 134 134 134
** p<0.05,

(Source: Research 2024)

4.9 Regression Analysis

The regression analysis was conducted to determine the effects of negotiation, internal

reviews, alternative dispute resolution, on VAT compliance among tax agents in

Nairobi County, Kenya controlled for age and education level.

4.9.1 Model Summary without moderating

The model summary was summarized on table 4.17.

Table 4.16 showed that there is a positive correlation between negotiation, internal

reviews, alternative dispute resolution, age and education level. and VAT compliance

at 73.6%. The coefficient of determination with adjusted r square of 0.522 which

implies that negotiation, internal reviews, alternative dispute resolution, age and

education level account for 52.2% of variation caused on VAT compliance. The

remaining 47.8% of variation was caused by factors not captured in the model.
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Table 4.17: Model Summary without moderating

Mode R R Adjusted Std. Error of the R square Change
I Square R Square Estimate
1 0.736  0.542 0.522 0.447739 0.542

a. Predictors: (Constant), alternative dispute resolution, Education,
internal reviews, negotiation, Age

4.9.2 Analysis of Variance without moderator
The ANOVA was carried out on illustrated. Table 4.18 shows that the regression model
was significant F-statistic =180.513, indicating a significant gap between the explained

and unexplained variance, p-value <0.05.

Table 4.18: ANOVA without moderator

Sum of Mean .
Model Squares df Square F Sig.
Regression ~ 180.937 5 36.187 180.513  0.000
1 Residual 25.660 128 0.200
Total 206.597 133

a. Dependent Variable: VAT compliance

b. Predictors: (Constant), alternative dispute resolution, Education, internal
reviews, negotiation, Age

(Source: Research 2024)

4.9.3 Regression coefficient analysis
The coefficient regression analysis was conducted to determine the direct effects of the

dispute resolution mechanisms and VAT compliance.

The regression equation resulting from the model was

Y =0.368 + 0.289 +0.227+ 0.394X1 + 0.157X2 + 0.093X3

The findings on table 4.19 showed that a unit change in the Age caused a 0.289 increase
in VAT compliance This positive relationship suggests that older individuals may tend

to be more compliant with VAT regulations, possibly due to factors like increased
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financial experience, greater familiarity with tax regulations, or a heightened sense of
civic responsibility that may come with age. This finding indicates that age can be an
important predictor of tax compliance behavior, underscoring the value of considering
demographic factors in understanding compliance tendencies. While a unit change in
education level caused a 0.227 increase in VAT compliance. This relationship implies
that individuals with higher educational attainment are likely to show greater
compliance with VAT regulations. Education may enhance individuals' understanding
of tax obligations, improve their ability to navigate tax systems, and increase awareness
of the potential consequences of non-compliance. These results support the notion that
educational programs or targeted informational campaigns could positively impact
VAT compliance behavior. The standardized coefficient results found that a unit
change in negotiation caused a 0.394 increase in VAT compliance This significant
positive effect suggests that individuals with higher negotiation skills are more likely
to comply with VAT regulations. This association could indicate that those who possess
strong negotiation abilities may be more effective in understanding and managing
compliance requirements or in seeking amicable resolutions with tax authorities.
Similarly a unit change in internal reviews caused a 0.157 increase in VAT compliance.
This finding suggests that organizations or individuals who regularly conduct internal
reviews are more likely to comply with VAT requirements. Internal reviews may help
in identifying discrepancies, ensuring accurate reporting, and reinforcing
accountability, all of which contribute to higher compliance. This result underscores
the importance of maintaining internal oversight mechanisms as a strategy to enhance
compliance with tax regulations. Lastly a unit change in alternative dispute resolution
caused a 0.093 increase in VAT compliance. Although the effect size is modest, the

positive association suggests that ADR processes, which provide a structured approach
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to resolving conflicts, may promote VAT compliance by offering taxpayers a means to
address disputes without escalation. This finding implies that enhancing access to and
awareness of ADR mechanisms could have a supportive effect on compliance,
particularly for taxpayers who may encounter disagreements with tax authorities.

Table 4.19: Regression Coefficients without Moderator

Unstandardiz
ed
Coefficients t

Standardized
Coefficients

Sig.

Model Beta Etrdr-or

(Constant) 0.368 0.159 2314 0.022

Age 0.289 0.055 0.286 5.255 0.000

Education 0.227 0.044 0.233 5.159 0.000
1 negotiation 0.394 0.053 0.408 7.434 0.000

internal reviews  0.157 0.038 0.173 4.132 0.000

alternative dispute 0.093 0.037 0.099 2.514 0.008

resolution

a. Dependent Variable: VAT compliance

(Source: Research 2024)

4.10 Hierarchical Regression
The hierarchical regression model was used to establish the moderating effect of trust
on the relationship between dispute resolution mechanisms and VAT compliance

among tax agents in Nairobi, Kenya.
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4.10.1 Model Summary with moderator

The model summary was conducted and summarized on table 4.20.

Table 4.20 shows that after moderation on models 2 3 4 and 5 the new R of 0.752 shows
that the age, education, and dispute resolution mechanisms trust and interaction terms
correlate to VAT compliance at 75.2%. they also account for 54.6% of the variability
on VAT compliance. Adjusted R square = 0.546.The remaining 45.4% variability was
caused by factors not captured in the model. The significant F change 0.007 in overall
model indicate that there was a significant moderation. The R square changes of
1.25%, 0.9%, 0.1% and 0.2% firm model Il to Model V respectively, indicating that the
introduction of trust as a moderator significantly improved the variance caused on VAT

compliance.

Table 4.20: Model Summary with moderator

Mode R R Adjusted Std. Error of the R Square Sig. F
I Square R Square Estimate Change Change
1 0.736 0.542  0.500 0.447739 0.000

2 0.744 0.554 0.501 0.449487 0.012 0.037

3 0.750 0.563 0.513 0.440624 0.009 0.014

4 0.751 0.564 0.543 0.441505 0.001 0.042

5 0.752 0.566  0.546 0.430575 0.002 0.007

(Source: Research 2024)

4.10.2 Analysis of VVariance with moderation

The ANOVA was carried out on table 4.21.
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Table 4.21: ANOVA with moderation

Model SS df MS F Prob

Regression 111.976 5 22.395 30.295 0.000
1 Residual 94.621 128 0.739

Total 206.597 133

Regression 114.359 6 19.060 26.243 0.000
2 Residual 92.238 127 0.726

Total 206.597 133

Regression 116.211 7 16.602 23.143 0.000
3 Residual 90.386 126 0.717

Total 206.597 133

Regression 116.521 8 14.565 20.212 0.000
4 Residual 90.076 125 0.721

Total 206.597 133

Regression 116.831 9 12.981 17.932 0.000
5 Residual 89.766 124 0.724

Total 206.597 133

a. Dependent Variable: VAT compliance

b. Predictors: (Constant), alternative dispute resolution, Education, internal reviews,
negotiation, Age, trust, NEG_TR, IR_TR, ADR_TR

Table 4.21 shows that accounting for moderation the hierarchical regression models

were significant and the overall F =17.932 p-value =0.000<0.05.

4.10.3 Hierarchical regression coefficients

The hierarchical regression coefficient models were summarized as

Y =0.368 + 0.289 +0.227+ 0.394X; + 0.157X> + 0.093X3

Equation (ii)

Y =0.370 +0.290+ 0.227+ 0.392X1 + 0.156X2 + 0.093X3 + 0.003M

Equation (iii)

Y =0.013 + 0.256 + 0.211 + 0.317X1 + 0.152X> + 0.100X3+ 0.116M + 0.217M*X1
Equation (iv)

Y =0.236 + 0.260 + 0.213 + 0.322X; + 0.085X> + 0.101X3 + 0.187M + 0.202M*X1 +

0.124M*Xz
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Y =0.380 + 0.235 + 0.218 + 0.320X1 + 0.009X: + 0.386X3+ 0.011M + 0.211M*Xy +

0.251M*Xz + 0.452M*X3

Table 4.22: Hierarchical regression Coefficients Analysis

Standardized

Unstandardized

Coefficients Coefficients .
Sig.
B Std. Beta

Model Error
(Constant) 0.368 0.159 2314  0.022
Age 0.289 0.055 0.286 5.255  0.000
1 Education 0.227 0.044 0.233 5.159  0.000
negotiation 0.394 0.053 0.408 7.434  0.000
internal reviews 0.157 0.038 0.173 4132  0.000
alternative dispute resolution ~ 0.093 0.037 0.099 2.514  0.008
(Constant) 0.370 0.163 2,270 0.025
Age 0.290 0.056 0.287 5.179  0.000
Education 0.227 0.045 0.234 5.044  0.000
2 negotiation 0.392 0.060 0.406 6.533  0.000
internal reviews 0.156 0.040 0.172 3.900 0.000
alternative dispute resolution ~ 0.093 0.038 0.098 2447  0.012
trust 0.003 0.001 0.003 3.000 0.000
(Constant) 0.013 0.002 8.667  0.000
Age 0.256 0.056 0.253 4571  0.000
Education 0.211 0.045 0.217 4.689  0.000
3 negotiation 0.317 0.067 0.328 4.731  0.000
internal reviews 0.152 0.040 0.168 3.800 0.000
alternative dispute resolution ~ 0.100 0.038 0.105 2.632  0.006
trust 0.116 0.036 0.121 3.222  0.008
NEG*TR 0.217 0.015 0.037 14.467 0.000
(Constant) 0.236 0.086 2.744  0.005
Age 0.260 0.057 0.257 4561  0.000
Education 0.213 0.045 0.219 4.733  0.000
negotiation 0.322 0.067 0.333 4.806  0.000
4 internal reviews 0.085 0.039 0.093 2.157 0.408
alternative dispute resolution ~ 0.101 0.038 0.107 2.658  0.005
trust 0.187 0.090 0.195 2.078 0.041
NEG*TR 0.202 0.015 0.035 13.467 0.000
IR*TR 0.124 0.031 0.022 4.000  0.000
(Constant) 0.380 0.139 2.734  0.005
Age 0.235 0.056 0.235 4196  0.000
Education 0.218 0.044 0.218 4,955  0.000
negotiation 0.320 0.066 0.320 4.848  0.000
5 internal reviews 0.009 0.004 0.009 2.250 0.040
alternative dispute resolution  0.386 0.116 0.386 3.328  0.000
trust 0.011 0.005 0.011 2.200 0.040
NEG*TR 0.211 0.015 0.211 14.067 0.000
IR*TR 0.251 0.031 0.251 8.097  0.000
ADR*TR 0.452 0.029 0.452 15.586 0.000

a. Dependent Variable: VAT compliance
(Source: Research 2024)
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The overall regression model on table 5 showed that unit increase in age results in a
0.235 increase in VAT compliance, indicating that older individuals are more likely to
comply with VAT requirements. Similarly, a unit increase in education leads to a 0.218
increase in VAT compliance, underscoring the positive effect of higher education levels

on compliance.

Negotiation appears to play a significant role, with a unit increase in negotiation causing
a 0.320 increase in VAT compliance. This suggests that effective negotiation strategies
significantly enhance compliance rates. Internal reviews, though having a smaller
effect, still contribute positively; a unit increase in internal reviews causes a 0.009

increase in VAT compliance.

Alternative dispute resolution shows a notable impact, with a unit increase resulting in
a 0.386 increase in VAT compliance, highlighting its importance in resolving conflicts
and improving compliance. Trust also plays a role, albeit smaller, with a unit increase

in trust leading to a 0.011 increase in VAT compliance.

Furthermore, the interactions between these factors and trust are significant. A unit
increase in the interaction between negotiation and trust (NEGTR) results in a 0.211
increase in VAT compliance, emphasizing the combined effect of negotiation and trust
on compliance. The interaction between internal reviews and trust (IRTR) causes a
0.251 increase in VAT compliance, while the interaction between alternative dispute
resolution and trust (ADR*TR) leads to the largest increase of 0.452 in VAT
compliance. These interactions indicate that trust enhanced the positive effects of

negotiation, internal reviews, and alternative dispute resolution on VAT compliance.

The R square changes for each of the models were 0.012, 0.009, 0.001 and 0.002, this

indicated that as trust and the interactions between trust, negotiation, internal reviews
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and alternative dispute resolution were introduced into the models the variation caused

on VAT compliance increased significantly,

moderating effect.

Table 4.23: Hierarchical regression Coefficients Analysis

indicating that trust had a significant

Model | Model 11 Model 111 Model IV Model V
(Constant) 0.368 0.370 0.013 0.236 0.380
[0.159] [0.163] [0.002] [0.086] [0.139]
(0.022) (0.025) (0.000) (0.005) (0.005)
age 0.289 0.290 0.256 0.260 0.235
[0.055] [0.056] [0.056] [0.057] [0.056]
(0.000) (0.000) (0.000) (0.000) (0.000)
education 0.227 0.227 0.211 0.213 0.218
[0.044] [0.045] [0.045] [0.045] [0.044]
(0.000) (0.000) (0.000) (0.000) (0.000)
negotiation 0.394 0.392 0.317 0.322 0.320
[0.053] [0.060] [0.067] [0.067] [0.066]
(0.000) (0.000) (0.000) (0.000) (0.000)
internal 0.157 0.156 0.152 0.085 0.009
reviews [0.038] [0.040] [0.040] [0.039] [0.004]
(0.000) (0.000) (0.000) (0.408) (0.040)
alternative 0.093 0.093 0.100 0.101 0.386
dispute [0.037] [0.038] [0.038] [0.038] [0.116]
resolution (0.008) (0.012) (0.006) (0.005) (0.000)
trust - 0.003 0.116 0.187 0.011
[0.001] [0.036] [0.090] [0.005]
(0.000) (0.008) (0.041) (0.040)
negotiation * | - - 0.217 0.202 0.211
trust [0.015] [0.015] [0.015]
(0.000) (0.000) (0.000)
internal - - - 0.124 0.251
reviews * [0.031] [0.031]
trust (0.000) (0.000)
alternative - - - - 0.452
dispute [0.029]
resolution * (0.000)
trust
F 30.295 26.243 23.143 20.212 17.932
R 0.736 0.744 0.750 0.751 0.752
R? 0.542 0.554 0.563 0.564 0.566
R2Change 0.542 0.012 0.009 0.001 0.002
Sig F change | 0.000 0.037 0.014 0.042 0.007

Dependent Variable: VAT compliance
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4.10.4 Moderation graphs digraph Analysis

Moderation occurs when the connection between two variables varies based on the
levels of a third variable, known as the moderator variable. This moderator can alter the
strength or even the direction of the relationship between the two primary variables in

the model. Lorah, (2022).

Moderating effect of trust on the relationship between negotiation and VAT

compliance

The figure 4.2 shows that trust enhances the positive effects of negotiation on VAT
compliance at high and low levels of negotiations. Specifically, trust acts as a
moderating variable, enhancing the impact of negotiation on compliance at both high
and low levels of negotiation. This means that: When negotiation levels are high, the
presence of trust further boosts VAT compliance. In other words, when tax agents
engage in robust negotiation practices and trust is high, compliance is at its highest
levels. This suggests a synergistic effect where trust amplifies the effectiveness of

negotiation efforts, leading to superior compliance outcomes.

Even when negotiation is at a lower intensity, trust still positively influences VAT
compliance. Although compliance levels are not as high as with strong negotiation
efforts, the presence of trust mitigates potential negative impacts of low negotiation
intensity, thus supporting better compliance than would occur with low negotiation in

a low-trust environment.

The nature of the moderation observed suggests that trust consistently strengthens the
effect of negotiation on VAT compliance, regardless of whether negotiation levels are
high or low. This finding implies that fostering trust can be a critical factor in ensuring

effective compliance outcomes, particularly when negotiation efforts vary. The positive
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interaction between trust and negotiation indicates that a high-trust environment may
create conditions where even minimal negotiation has a beneficial effect on

compliance.
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Figure 4.2: Negotiation*Trust
(Source: Research 2024)

Moderating effect of trust on the relationship between internal reviews and VAT
compliance

Figure 4.3 shows that although the slops are divergent trust still enhances the positive
effects of internal reviews on VAT compliance. Although the slopes diverge, indicating
a differential effect based on trust levels, the positive influence of internal reviews on
VAT compliance is consistently strengthened in the presence of higher levels of trust.
Specifically, the slope representing high trust exhibits a steeper incline compared to the
low-trust slope, suggesting that when trust is high, internal reviews are associated with
a notably greater increase in VAT compliance. Conversely, in lower trust scenarios,
internal reviews still positively impact VAT compliance, but to a lesser extent. This

divergent pattern demonstrates a form of enhancement moderation, where trust
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amplifies the effectiveness of internal reviews in promoting compliance. In summary,
while internal reviews alone contribute to VAT compliance, their impact is significantly
magnified under conditions of heightened trust, reinforcing the role of trust as a critical

moderating factor in this relationship.
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Figure 4.3: Internal Reviews*Trust
(Source: Research 2024)

Moderating effect of trust on the relationship between alternative dispute
resolution and VAT compliance

Figure 4.4 illustrates that trust moderates the relationship between alternative dispute
resolution (ADR) and VAT compliance, amplifying ADR’s positive impact on
compliance when trust levels are high. Specifically, VAT compliance increases more
sharply in response to ADR initiatives when trust is high, as compared to when trust is
low. This suggests that while ADR alone is positively associated with compliance, its
effectiveness is significantly strengthened in a high-trust environment. In other words,

tax agents who experience greater trust in the dispute resolution process are more likely
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to comply with VAT obligations, as trust enhances the perceived fairness, reliability,
and acceptance of ADR outcomes. Conversely, even at low levels of trust, ADR
continues to positively affect compliance, though to a lesser degree. This interaction
effect confirms that trust acts as an essential moderator, indicating that fostering trust
in ADR processes can yield substantial gains in VAT compliance among tax agents.
The moderation is thus characterized by an enhanced relationship between ADR and
compliance outcomes, with high trust magnifying ADR’s effectiveness. This pattern
supports the hypothesis that trust significantly moderates the impact of ADR on VAT
compliance, with both high and low levels of ADR demonstrating stronger compliance

under higher trust conditions.
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4.11 Hypotheses Tests

Hypotheses tests were conducted and summarized on table 4.24

Table 4.24 shows that the first null hypothesis HO1 was that there is no significant effect
between negotiation and VAT compliance among tax agents in Nairobi County, Kenya.
The study null hypothesis was rejected, since the study found that negotiation
significantly and positively affected VAT compliance p =0.320 t =4.848, p-value

=0.000<0.05.

The second hypothesis HO2 was that there is no significant effect between internal
reviews and VAT compliance among tax agents in Nairobi County, Kenya. The study
null hypothesis was rejected, since the study found that internal reviews significantly

affects VAT compliance 3 =0.009 t =2.250 p-value =0.040<0.05.

The third hypothesis HO3 was that there is no significant effect between alternative
dispute resolution and VAT compliance among tax agents and in Nairobi County,
Kenya. The study null hypothesis was rejected, since the study found that alternative
dispute resolution positively and significantly affects VAT compliance  =0.386 t

=3.328 p-value =0.000<0.05.

The fourth specific hypotheses split into three were HO4a: Trust does not moderate the
relationship between negotiations and VAT compliance among tax agents in Nairobi
County, Kenya. The study found that trust significantly moderates the relationship
between negotiations and VAT compliance, the null hypothesis was rejected f =0.211

t =14.067 p-value =0.000<0.05.

HO4b: Trust does not moderate the relationship between internal reviews and VAT

compliance among tax agents in Nairobi County, Kenya. The study found that trust
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significantly moderates the relationship between internal reviews and VAT compliance,

the null hypothesis was rejected f =0.251 t =8.097 p-value =0.000<0.05.

HO4c: Trust does not moderate the relationship between alternative dispute resolution
and VAT compliance among tax agents in Nairobi County, Kenya. The study found
that trust significantly moderates the relationship between alternative dispute resolution
and VAT compliance, the null hypothesis was rejected B =0.452 t =15.586 p-value

=0.000<0.05.

Table 4.24: Summary of Hypotheses Testing

Hypotheses P-value Verdict

Ho1 There is no significant effect between negotiation 0.000 Reject
and VAT compliance among tax agents in Nairobi
County, Kenya.

Ho2 There is no significant effect between internal 0.040 Reject
reviews and VAT compliance among tax agents in
Nairobi County, Kenya

Hos There is no significant effect between alternative 0.000 Reject
dispute resolution and VAT compliance among tax
agents and in Nairobi County, Kenya

Hoaa Trust does not moderate the relationship between 0.000 Reject
negotiations and VAT compliance among tax agents
in Nairobi County, Kenya.

Hoab Trust does not moderate the relationship between 0.000 Reject
internal reviews and VAT compliance among tax
agents in Nairobi County, Kenya.

Hoac Trust does not moderate the relationship between 0.000 Reject
alternative dispute resolution and VAT compliance
among tax agents in Nairobi County, Kenya.

(Source: Research 2024)
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4.12 Discussion of Findings

4.12.1 Negotiation and VAT Compliance

In this study, the main aim was to find the effect of negotiation on the VAT compliance
of tax agents in Nairobi County, Kenya. The outcome prove that there is a strong
positive effect of negotiation on VAT compliance as the co-efficient is 0.540, p 0.05
and we believing that when the negotiation strategies are improved, agents are likely to

report more on VAT compliance.

Also, the outcome revealed that negotiation has a significant and positive effect on the
VAT compliance, B = 0.320 and p-value = 0.000 < 0.05. The finding that negotiation
enhances VAT compliance aligns with several studies. For example, Temitayo (2018)
emphasizes negotiation as a crucial tool for dispute resolution, suggesting that VAT
compliance can benefit from more cooperative approaches over adversarial ones.
Bame-Aldred and Kida (2007) also support the positive effects of negotiation, finding
that in auditor-client negotiations, the parties that prioritized mutual understanding
achieved better compliance outcomes, potentially reducing conflicts over tax
assessments. Their research underscores that collaborative negotiation styles, where
both parties focus on mutual goals, can foster trust and adherence to compliance

standards.

However, some research disagrees with this view, suggesting that negotiation alone
may be insufficient to ensure compliance. Azmi and Hoong (2014) argue that
aggressive negotiation tactics, particularly in tax audits, can sometimes backfire,
resulting in lower compliance. They found that taxpayers who perceived negotiation
with tax authorities as one-sided or overly aggressive were less likely to comply, as

they felt the process was coercive. This view is echoed by Gibbins, McCracken, and
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Salterio (2010), who found that auditors preferred more conservative strategies, like
contending or conceding, rather than cooperative negotiation, as a means to preserve
compliance while avoiding compromises that could potentially reduce compliance

rigor.

4.12.2 Internal Reviews and VAT Compliance

The second objective focused on assessing the influence of internal reviews on VAT
compliance among tax agents in Nairobi County, Kenya. The findings indicated a
positive correlation between internal reviews and VAT compliance, implying that
enhancing internal review processes can significantly boost compliance, with a
coefficient of 0.513 and p<0.05. Furthermore, the study revealed that internal reviews
have a positive and significant impact on VAT compliance, with § = 0.009 and p-value
= 0.040 < 0.05. The positive impact of internal reviews on VAT compliance is
supported by Maple and Jones (2021), who examined reforms in New Zealand’s tax
dispute process and found that regular, fair internal reviews significantly improved
taxpayer compliance. They reported that taxpayers were more likely to engage with tax
authorities constructively when they felt their cases were handled through transparent
internal reviews, reducing disputes and boosting compliance. Twesige (2019) supports
this view in a study from Rwanda, noting that internal review processes contribute to

taxpayer satisfaction and fairness, enhancing compliance.

Conversely, other research points to limitations in relying solely on internal reviews.
Binh and Walpole (2016) argue that internal reviews without external oversight can
sometimes lead to biased decisions, as observed in Australia, where internal reviews
did not always meet taxpayers’ expectations for fairness. Similarly, Twesige (2019)

noted in Rwanda that internal reviews managed by internal tax authority staff without
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independent experts were often perceived as biased, diminishing their positive effect

on compliance.

4.12.3 Alternative Dispute Resolution and VAT Compliance

The third objective of the study was to analyse the effect of alternative dispute
resolution on VAT compliance among tax agents in Nairobi County, Kenya. Alternative
Dispute Resolution also exhibits a positive and significant correlation with VAT
Compliance, with a coefficient of 0.478 p<0.05. This implies that improving alternative
dispute resolution improves VAT compliance. The study also found that Dispute
Resolution had a positive and significant effect on VAT compliance B =0.386 p-value
= 0.000 <0.05. Several studies support the finding that ADR positively affects VAT
compliance. Kashindi (2017) examined the Kenyan ADR system and concluded that
alternative approaches to resolving tax disputes, such as mediation and arbitration,
could improve compliance by providing fairer, faster outcomes. Almutairi (2015)
similarly found that increased awareness of ADR mechanisms in Saudi Arabia’s
construction industry resulted in fewer disputes and greater compliance, as parties were

more willing to engage in processes that they perceived as balanced and equitable.

However, some studies caution that ADR’s impact on compliance may be limited if
taxpayers lack sufficient knowledge of these mechanisms. Hussin and Ismail (2015)
found that limited awareness of ADR in Malaysia’s construction sector hindered its use,
leading parties to opt for litigation instead. Similarly, Khekale and Futane (2015)
observed in India’s construction sector that a lack of understanding of ADR limited its
adoption and effectiveness, implying that ADR's impact on compliance may depend on

education and familiarity with these processes.
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4.12.4 Trust on the relationship between dispute resolution mechanisms and VAT
compliance
The fourth specific objective of this study was to assess how trust moderates the
relationship between dispute resolution mechanisms and VAT compliance among tax
agents in Nairobi, Kenya. The findings indicated that trust is positively and significantly
related to VAT compliance, with a coefficient of 0.487 (p<0.05). This suggests that
higher levels of trust are associated with increased compliance with VAT obligations.
Additionally, the study found that trust significantly impacts VAT compliance, with a
coefficient of B =0.011 and a p-value of 0.040 (p<0.05). It was also revealed that trust
positively moderates the effect of negotiation on VAT compliance (B =0.211, p=0.000
<0.05) and enhances the positive impact of internal reviews (B = 0.251, p = 0.000
<0.05). Furthermore, the positive effects of alternative dispute resolution on VAT
compliance are strengthened by trust (f = 0.452, p = 0.000 <0.05). Research strongly
supports the finding that trust moderates the relationship between dispute resolution
mechanisms and VAT compliance. Kirchler et al. (2020) argue that taxpayer trust in
tax authorities is essential for encouraging compliance, as it assures taxpayers that their
contributions are used effectively and fairly. Their research shows that trust fosters a
collaborative environment, enhancing the effectiveness of negotiation, internal reviews,
and ADR as compliance mechanisms. Similarly, Batrancea et al. (2019) found that in
Romania, trust in tax authorities directly improved tax compliance, as taxpayers were

more likely to view tax payments as contributions to the public good.

However, studies such as Glzel et al. (2019) highlight that trust can be easily eroded if
there is perceived misconduct, such as bribery or corruption. In Turkey, their research
demonstrated that bribery among tax officials reduced taxpayers’ trust and compliance,

even when ADR and negotiation mechanisms were in place. Yaser et al. (2019) further
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observed that tax compliance was undermined in environments where taxpayers
perceived authorities as untrustworthy, suggesting that without high ethical standards

and transparency, trust may not effectively moderate compliance behavior.

4.12.5 Age and Education and VAT compliance
Age and VAT Compliance has 0.350 coefficient of P>0.05, as show that improve of
age influence to compliance VAT. The coefficient regression showed the effect that age

has appositive significance unto tax compliance f§ =0.235 p-value = 0.000 <0.05.

Lastly, Education has 0.439 coefficient P>0.05, is relates in to VAT Compliance. It
expressed that when the level of education is increase. The compliance of VAT
obligation is will be improve too. The coefficient regression showed the effect that

education has appositive significance unto tax compliance  =0218 p-value =

0.000<0.05.

The study’s findings that age and education positively influence VAT compliance are
supported by a substantial body of research. Grasmick et al. (2019) report that tax
compliance tends to improve with age, as older individuals generally have greater
financial stability and a stronger sense of civic responsibility. Torgler (2018) also found
that younger taxpayers are more likely to evade taxes than older taxpayers, suggesting

that compliance increases with age.

In terms of education, Chan, Troutman, and O'Bryan (2019) found that higher education
levels were associated with improved compliance. Educated taxpayers were more likely
to be aware of their tax obligations and possessed a better understanding of the tax
system, fostering compliance. Smith and Johnson (2019) similarly note that education
indirectly boosts compliance by increasing familiarity with tax technology solutions,

which makes tax filing more accessible and efficient.
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On the other hand, Spicer (2020) presents an opposing view, finding a negative
correlation between age and tax compliance in certain contexts. His study suggests that
older taxpayers may perceive tax obligations as more burdensome, potentially leading
to higher evasion rates. Moreover, some studies argue that education alone does not
guarantee compliance. For instance, Blomquist and Micheletto (2008) argue that
compliance also depends on moral and social factors, which may not be directly
influenced by education. These findings suggest that while age and education generally
promote compliance, other factors, like personal ethics and social influence, can also

play a significant role.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction
This chapter discusses the summary of thesis findings based on the previously
established objectives. It also presents the study's conclusions, recommendations, and

offers suggestions for future research.

5.2 Summary of Findings

5.2.1 Negotiation and VAT Compliance

The study’s primary objective was to assess the relationship between negotiation and
VAT compliance. Findings revealed a strong positive correlation between negotiation
abilities and VAT compliance, suggesting that tax agents with advanced negotiation
skills are more likely to comply with VAT regulations. The study also rejected the null
hypothesis HO1 since the study found that negotiation positively affected VAT
compliance.  =0.009 t =2.250 p-value =0.040<0.05. This relationship may stem from
the ability of skilled negotiators to foster clear communication and establish cooperative
relationships with tax authorities, leading to a more transparent and collaborative
approach to compliance. The significant impact of negotiation on compliance implies
that developing agents' negotiation skills could be a strategic approach for tax
authorities, enhancing their interactions with taxpayers and leading to improved

compliance rates.

5.2.2 Internal Reviews and VAT Compliance
The second objective focused on the role of internal reviews in VAT compliance,
revealing that a robust system of internal review mechanisms within organizations

positively influences compliance. The study also rejected the null hypothesis HO2 since
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the study found that internal review mechanisms positively affected VAT compliance.
B =0.009 t =2.250 p-value =0.040<0.05. This finding suggests that organizations with
consistent internal checks and oversight are better positioned to comply with tax
regulations. Internal reviews may contribute to the accuracy and reliability of financial
reporting, reducing the likelihood of errors or discrepancies that can lead to non-
compliance. The significant positive effect observed underscores the importance of
promoting internal review practices among tax agents as a way to reinforce

accountability and ensure adherence to VAT obligations.

5.2.3 Alternative Dispute Resolution and VAT Compliance

The third objective examined the impact of alternative dispute resolution (ADR)
mechanisms on VAT compliance. Results showed a positive and significant correlation,
indicating that ADR contributes to higher compliance levels. The study also rejected
the null hypothesis HO3 since the study found that alternative dispute resolution
positively affected VAT compliance. p =0.386 t =3.328 p-value =0.000<0.05. ADR
provides a structured and less adversarial framework for resolving disputes, allowing
taxpayers to address disagreements with tax authorities in a cooperative manner. By
reducing the escalation of conflicts and fostering trust, ADR can serve as a valuable
tool for encouraging compliance. The study suggests that enhancing access to ADR
mechanisms and training tax agents in its procedures could help create a more

compliant environment by minimizing potential conflict-related obstacles.

5.2.4 Trust as a Moderator in the Relationship Between Dispute Resolution
Mechanisms and VAT Compliance
The fourth objective investigated the moderating role of trust on the relationship

between dispute resolution mechanisms (such as negotiation, internal reviews, and
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ADR) and VAT compliance. Trust was found to have a significant positive impact on
VAT compliance, with higher levels of trust resulting in improved compliance
outcomes. Furthermore, trust was shown to positively moderate the effects of
negotiation, internal reviews, and ADR on VAT compliance. The study found that trust
significantly moderates the relationship between negotiations and VAT compliance, the
null hypothesis HO4a was rejected p =0.211 t =14.067 p-value =0.000<0.05. The study
found that trust significantly moderates the relationship between internal reviews and
VAT compliance, the null hypothesis HO4b was rejected p =0.251 t =8.097 p-value
=0.000<0.05.The study found that trust significantly moderates the relationship
between alternative dispute resolution and VAT compliance, the null hypothesis HO4c
was rejected f =0.452 t =15.586 p-value =0.000<0.05.This finding implies that when
tax agents trust in the fairness, transparency, and effectiveness of tax authorities, they
are more likely to engage in compliant behaviors. Trust enhances the efficacy of
compliance-promoting factors, reinforcing the idea that fostering trust between tax
authorities and taxpayers can amplify the positive impacts of negotiation, internal

reviews, and ADR on compliance.

5.2.5 Age and Education and VAT compliance

The study investigated the effects of age and education on VAT compliance. The
findings indicated a positive correlation between age and VAT compliance, suggesting
that compliance improves with age. Age had a significant positive effect on VAT
compliance. Similarly, education was positively correlated with VAT compliance, with
higher education levels leading to improved compliance. Education also had a

significant positive effect on VAT compliance.
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5.3 Conclusion

The study general objective was to establish the moderating effect of trust on the
relationship between dispute resolution mechanisms and VAT compliance among tax
agents in Nairobi County, Kenya. The study generally concludes that trust enhanced
the positive effects of dispute resolution mechanisms on VAT compliance among tax

agents in Nairobi County, Kenya

The first objective was to determine the effect of negotiation on VAT compliance
among tax agents in Nairobi County, Kenya. The study findings conclude that various
factors significantly influence VAT compliance among tax agents in Nairobi County,
Kenya. Firstly, the study concludes that negotiation techniques have a substantial
positive impact on VAT compliance. As negotiation methods improve, compliance
levels among tax agents are enhanced, highlighting the importance of effective
negotiation strategies in tax administration. Based on hypothesis testing, negotiation
was found to have a significant positive impact on VAT compliance HO1 was rejected.
This conclusion supports prior findings by Gibbins, McCracken, and Salterio (2010),
who demonstrated that negotiation fosters compliance by offering a collaborative
approach, aligning both taxpayer and authority goals. In line with Temitayo’s (2018)
findings on negotiation as an effective conflict resolution tool, this study concludes that
implementing structured negotiation mechanisms can increase compliance rates among
tax agents by reducing the adversarial nature of tax disputes. The contribution of this
study lies in its emphasis on negotiation as an essential factor in compliance strategies,
suggesting that tailored negotiation techniques may enhance tax compliance behaviors,

especially within challenging regulatory environments.
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Secondly, the study sought to establish the effect of internal reviews on VAT
compliance among tax agents in Nairobi County, Kenya. The study establishes that
internal reviews play a critical role in promoting VAT compliance. The study rejected
HO02, finding a significant positive impact of internal reviews on VAT compliance. The
findings indicate that robust internal review mechanisms are associated with higher
compliance rates, underscoring the need for thorough and systematic review processes
within tax agencies. This result aligns with previous research, such as Twesige (2019),
who found that fair and consistent review processes improve taxpayer compliance.
Additionally, Maple and Jones (2021) highlighted that transparent review mechanisms,
as implemented in New Zealand, positively influence taxpayer trust and, consequently,
compliance. The current study’s findings contribute to the existing literature by
demonstrating that enhanced internal review processes within tax authorities in Nairobi
can reduce disputes and foster trust. This outcome underlines the necessity for tax

authorities to adopt rigorous review processes as a means to improve compliance rates.

The third objective was to analyze the effect of alternative dispute resolution on VAT
compliance among tax agents in Nairobi County, Kenya, The H03 was rejected finding
a significant positive impact of internal reviews on VAT compliance. The study
concludes that alternative dispute resolution methods positively affect VAT
compliance. Improved dispute resolution processes lead to better compliance,
suggesting that providing efficient and effective resolution mechanisms is essential for
encouraging adherence to tax obligations. These findings are consistent with prior
research by Kashindi (2017), which found ADR mechanisms reduce taxpayer
resistance and enhance compliance in tax disputes. Similarly, Hussin and Ismail (2015)
identified that ADR increases compliance by resolving disputes fairly and efficiently,

particularly in sectors with high potential for conflict. This study contributes to the body
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of knowledge by reinforcing the role of ADR as a viable, effective approach in Kenyan
tax administration. It suggests that adopting ADR mechanisms can streamline tax
dispute resolution, increase taxpayer cooperation, and strengthen compliance in

complex tax environments.

The study sought to establish the moderating effect of trust on the relationship between
dispute resolution mechanisms and VAT compliance among tax agents in Nairobi,

Kenya.

Additionally, the study found that trust significantly moderates the relationship between
dispute resolution mechanisms and VAT compliance. H04 was therefore rejected. High
levels of trust among tax agents enhance the positive effects of negotiation, internal
reviews, and alternative dispute resolution on compliance. This highlights the crucial
role of trust in fostering a cooperative and compliant tax environment. This finding
supports the assertions of Kirchler et al. (2020) and Lange et al. (2020), who argue that
taxpayer trust in authorities is crucial for compliance, as trust reduces perceived risk
and fosters a collaborative taxpayer-authority relationship. The study adds to the
theoretical discourse on tax compliance by affirming that trust enhances the efficacy of
dispute resolution mechanisms, especially in settings where tax compliance may be
affected by perceived fairness and legitimacy of tax authorities. As trust moderates
compliance positively, fostering taxpayer trust should be a core focus for tax authorities

seeking to enhance voluntary compliance.

Furthermore, the study concludes that demographic factors, such as age and education,
significantly influence VAT compliance. Older tax agents tend to comply more with

VAT obligations, and higher levels of education correlate with better compliance. This
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suggests that demographic characteristics should be considered in strategies aimed at

improving VAT compliance.

This study makes significant contributions to the understanding of VAT compliance in
Nairobi County, Kenya, by highlighting the critical roles of negotiation, internal
reviews, ADR, and trust as components that can enhance compliance. Through its
empirical findings, the study offers actionable insights into how tax authorities can
effectively implement dispute resolution mechanisms to foster compliance, particularly
in resource-constrained settings. By establishing the moderating role of trust, the study
also underscores that fostering transparency and accountability in tax administration is
integral to encouraging voluntary compliance, thus enriching the discourse on tax

compliance behavior and its determinants.

5.4 Recommendations

5.4.1 Policy Implications

The findings of this study have several important implications for policymakers,
particularly in the Kenyan government and the Kenya Revenue Authority (KRA). The
significant relationship between negotiation skills and VAT compliance suggests that
the government should consider implementing policies aimed at training tax agents in
effective negotiation and dispute resolution, by investing in skills development
programs for tax agents, policymakers can improve interactions between agents and
taxpayers, leading to higher compliance rates. Additionally, the positive influence of
internal reviews on VAT compliance points to the potential benefits of mandating
routine internal audits for tax-compliant organizations. Policies could be developed to
encourage or even require regular internal reviews among VAT -registered businesses

to ensure compliance. Finally, the study’s findings emphasize the importance of trust
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in compliance behaviors, suggesting that the government should implement
transparency-enhancing policies. Policies aimed at building trust such as open data
initiatives, regular public reporting on tax revenues, and streamlined, user-friendly
compliance processes could strengthen the relationship between taxpayers and tax

authorities and encourage voluntary compliance.

5.4.2 Practical Implications

For the Kenya Revenue Authority (KRA), tax management teams, and taxpayers, the
study provides actionable insights. KRA and tax management bodies should prioritize
training tax agents in negotiation and alternative dispute resolution (ADR) skills to
reduce conflicts and foster cooperative relationships with taxpayers. Providing
resources and support for agents to conduct regular internal reviews is another practical
recommendation. KRA could establish a framework encouraging businesses to self-
review and verify VAT submissions before reporting, reducing errors and increasing
compliance. Additionally, KRA should invest in building trust with taxpayers by
making dispute resolution mechanisms accessible and equitable. Ensuring that these
mechanisms are transparent, fair, and efficient will reinforce trust, which was found to
enhance the impact of negotiation, internal reviews, and ADR on compliance. For
taxpayers, adopting regular internal review practices and seeking constructive
resolution in disputes with KRA can improve VAT compliance while minimizing

potential disputes and penalties.

5.4.3 Theoretical Implications
The findings of this study provide support for the three primary theories adopted in the
study Conflict Management Theory, Unified Theory of Acceptance and Use of

Technology (UTAUT), and Social Interest Theory by revealing how these theories
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apply to VAT compliance dynamics among tax agents in Nairobi. Conflict
Management Theory emphasizes that effective negotiation and ADR mechanisms can
help resolve tax disputes constructively, thereby supporting the study’s findings that
both negotiation and ADR significantly impact VAT compliance. This theory was
further supported by the role of trust as a moderator, which suggests that well-managed
conflict and transparent resolutions can improve compliance behaviors when trust is
present. The UTAUT, which highlights the influence of facilitating conditions and user
acceptance on behavior, is reflected in the study’s finding that internal reviews
positively impact compliance; this suggests that facilitating conditions (like established
review mechanisms) encourage tax compliance. Lastly, Social Interest Theory, which
posits that societal cooperation and mutual trust benefit compliance behaviors, aligns
with the findings on trust as a moderating factor. Trust strengthens the positive effects
of negotiation, internal reviews, and ADR on VAT compliance, indicating that
taxpayers are more compliant when they perceive tax authorities as trustworthy, fair,

and interested in mutual benefit.

5.5 Suggestions for Future Research

The present study aimed to determine how trust influences the relationship between tax
dispute resolution mechanisms and tax compliance among tax agents in Nairobi
County, Kenya. The specific goals included investigating the roles of negotiation,
internal reviews, and alternative dispute resolution in influencing tax compliance within
this group. For future research, it would be beneficial to explore how the regulatory

framework affects VAT compliance.
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APPENDICES
Appendix I: Introduction Letter

Nancy Ndung’u

P.O. Box 19222

23" July, 2024.

Dear respondent,

RE: REQUEST TO FILL THE QUESTIONNAIRE

| am a postgraduate student at Kenya School of Revenue and Administration (KESRA).
| am currently on research work and the questionnaire has been designed to collect
information on: “Dispute Resolution Mechanisms, Trust and Value Added Tax

Compliance among Tax Agents in Nairobi County, Kenya”.

The information you provide will be used only for academic purposes and shall be kept

strictly confidential. Therefore, you are kindly requested to give accurate information.

Thank you for your cooperation.



Appendix I1: Questionnaire

SECTION A: VAT COMPLIANCE
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Please tick (V) the extent of agreement to each of the statements provided below:

Key: SA -Strongly Agree, A-Agree, N-Neutral, D-Disagree, SD- Strongly Disagree

Code Items SD|D|N |A|SA

VATCL1 | Real time update of taxpayer ledger account
has increased chances of accuracy and
transparency with regards to VAT payment
hence increasing revenue collections

VATC | Filing and payment of VAT has increased over

2 time

VATC3 | Electronic tax system has encouraged
voluntary compliance among tax payers hence
increasing revenue collections

VATC4 | With the use of i-Tax system, it is easy to
detect under declaration of VAT of among tax
payers

VATCS | Electronic tax system has enabled KRA to
detect unregistered tax payers




SECTION B: NEGOTIATION

Please tick (V) the extent of agreement to each of the statements provided below:
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Key: SA -Strongly Agree, A-Agree, N-Neutral, D-Disagree, SD- Strongly Disagree

Code

Items

SD

D

N

A

SA

NEG1

Negotiation is commonly used a dispute resolution

mechanism between taxpayers and KRA officials.

NEG2

Negotiation between parties includes both direct

and indirect communication

NEG3

Negotiation allows the parties to agree to an

outcome which is mutually satisfactory

NEG4

Negotiation ensures that the parties arrive at a “win

— win” solution to the dispute at hand.

NEG5

A negotiated settlement can be recorded in the form

of an agreement




SECTION C: INTERNAL REVIEW

Please tick (V) the extent of agreement to each of the statements provided below:
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Key: SA -Strongly Agree, A-Agree, N-Neutral, D-Disagree, SD- Strongly Disagree

Code | Items SD [D|N |A|SA
IR1 | The outcome of the internal review process is not
final and may be appealed in a court of law
IR2 | Tax payers should not be allowed to file for further
appeals within the tax administration

IR3 | Taxpayers can request another internal review
through an appeal’s agency

IR4 | Internal tax review system delivers timely, credible
decisions at a reasonable cost

IR5 | There is transparency that is hinged on the internal
tax reviews




SECTION D: ALTERNATIVE DISPUTE RESOLUTION (ADR)

Please tick (V) the extent of agreement to each of the statements provided below:
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Key: SA -Strongly Agree, A-Agree, N-Neutral, D-Disagree, SD- Strongly Disagree

Code | Items SDID|N|A|SA

ADR1 | The knowledge and awareness we have on
alternative dispute resolution has led to reduced
dispute resolution costs

ADR?2 | There is faster resolution process as well as
confidentiality due to our understanding of the
alternative dispute resolution mechanisms

ADR3 | Lack of knowledge had a substantial effect on the
use of alternative dispute resolution in solving a
conflict

ADR4 | Most taxpayers use alternative dispute resolution
methods to solve conflicts in tax field

SECTION E: TRUST

Please tick (V) the extent of agreement to each of the statements provided below:

Key: SA -Strongly Agree, A-Agree, N-Neutral, D-Disagree, SD- Strongly Disagree

Code | Items SD|D |N|A|SA
TR1 | Taxes are perceived to be distributed fairly
TR2 | All the citizens understand the law
TR3 | our organization believes that citizens hold
positive attitudes towards government
TR4 | our organization believes that our interaction with
authorities is trustworthy
TR5 | The tax office is fair in collecting tax
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SECTION F: BACKGROUND INFORMATION

1. What is your age?

Below 30years ()
30-40 ()
41-50 )
51-60 ()
Above 60 )

2. What is your highest education level:

Primary Certificate O
Diploma @)
Undergraduate @)
Postgraduate @)

Thank you for your Co-operation



Appendix I11: KESRA Letters

3 KENYA REVENUE PUBLIC
J)N AUTHORITY

ISO 9o01:2015 CERTIFIED

KENYA SCHOOL OF REVENUE ADMINISTRATION

REF: KESRA/NBI/036

3ot May 2024

TO: WHOM IT MAY CONCERN
Dear Sir/Madam,

RE: REQUEST FOR ASSI ANCY WANGECHI ND i )

REGISTRATION NO.: KESRA105/0068/2021 UNDERTAKING MASTERS AT
KESRA

This is to confirm that the above named is a student at Kenya School of Revenue Administration
(KESRA) Nairobi Campus pursuing Masters in Tax and Customs Administration.

The named student is undertaking Research on TOPIC: “Dispute resolution mechanism,
trust and VAT compliance among tax agents in Nairobi county, Kenya.”

The purpose of this letter is to request for your kind facilitation in enabling the student
progress in her research project by allowing access to any relevant information and/or
conduct interviews, which are relevant to the project.

Your support to the student in this regard will be highly appreciated.

¥ REVEN R
DEAN oF sTyp,

Tulipe Ushuru, Tujitegemee!
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