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PUBLIC INTEREST STATEMENT
The purpose of this study was to evaluate how tax audits affected category "A" taxpayer compliance in the Kaffa Zone of the South West Ethiopian Regional State of Ethiopia. The government's primary source of funding is taxes, which it must collect in full in exchange for the community's participation in various services. Nonetheless, the degree of taxpayer compliance behavior supports this. Tax compliance is the act of paying taxes in a timely and sufficient manner, as well as abiding by the rules and regulations imposed by the government and tax authorities. The government experiences financial difficulties and is unable to offer the community's required services when taxpayers are not allowed to pay taxes in a timely and sufficient manner. Therefore, it is reasonable to evaluate the Impact of Tax Audit on Category "A" Taxpayer's Compliance in order to identify the underlying causes of the tax compliance issue. By offering significant recommendations for the government, tax authorities, and taxpayers that are necessary to address the issues by identifying key determinants and barriers, this research report may help lower the level of non-compliance. 
Description of study area
Based on the 2007 Census conducted by the CSA, this Zone has a total population of 2151,716, of whom 1411,778 are men and 739,938 women; 152,036 or 7.44% are urban inhabitants. The four largest ethnic groups reported in this Zone were the Kafficho (82.72%), the Bench (5.05%), the Amhara (3.67%), and the Oromo (3.5%); all other ethnic groups made up 5.09% of the population. Kafa is spoken as a first language by 82.49%, 4.18% speak Amharic, 5.13% Bench, and 3.43% speak Oromiffa; the remaining 4.77% spoke all other primary languages reported. 61.42% of the population said they practiced Ethiopian Orthodox Christianity, 24.84% were Protestants, 6.2% were Muslim, 5.37% practiced traditional beliefs, and 1.73% embraced Catholicism. In Kaffa zone, the total number of category “A” taxpayer is 896 (Kaffa Zone Revenue Department, 2024).
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Abstract
This study analyzed the effect of tax audits on tax compliance of category “A” tax payers in the Kaffa zone, Southwest Ethiopia. The data required for this study has been collected from primary sources via a questionnaire that was distributed to 25 employees of the revenue department and 92 category “A” taxpayers. Accordingly, all 25 questionnaires were distributed to tax auditors and 81 out of 92 questionnaires to taxpayers were returned and found to be usable for analysis. SPSS version 26 was used to process the primary data which was collected through a questionnaire. Cronbach’s Alpha test was performed to determine the reliability of the questionnaire as a tool to collect the necessary data. The data analysis was conducted through statistical techniques such as descriptive statistics, correlations, and multiple linear regressions. Accordingly, correlation regression reveals that all independent variables were positively correlated with the dependent variable. Moreover, the result from regression analysis shows that three independent variables (tax audit detection, number of audited files, and fine & penalty) were strongly and positively correlated with the dependent variable, while two variables (type of audit performed, and resource of tax audit) were insignificant to determine tax compliance in the study area. Therefore, the revenue department of Kaffa zone needs to revise its audit strategy and increase its auditing practice to improve tax compliance.

Keywords: Tax Audit, Taxpayer’s, and Compliance











1. Introduction 
Tax is an obligatory contribution to state revenue, imposed by the government on workers' income and business profits, or added to the cost of some goods, services, and transactions. It is an important source of income for government to finance different public expenditures. Government collects taxes in different forms. Taxation plays a critical role in financing public expenditures through income distribution. Tax is generally classified as direct and indirect tax having sub-classification under each category. The attempt of government to improve the lives of citizen requires sustainable source of income, of which tax is the major one. This can achieve when tax is compliance or the attempt of increasing tax revenue by government can be realized when the compliance level of tax payer is increased (Gelete, 2019). 
Likewise for most developing countries, taxation goes hand-in-hand with growth of an economy and taxes are lifeblood for the governments to deliver essential services and to bring about long-term investments in public goods (Dickinson, 2014).  In relation to this, government revenues sourced from various tax and non-tax receipts and one of the oldest and sustainable source of development finance is taxation. Taxation is one of the most important elements in managing national income, especially in developed world and thus, plays a key role in civilized societies. 
In Ethiopia, the authority having responsibility of collecting tax is revenue and Customs Authority (ERCA, 2010). It collects tax on behalf of the federal government of Ethiopia as well to secure and facilitate legitimate trade (Legesse, 2019). As FDRE come in to power in 1991, it makes some tax reforms in order to improve tax administration and revenue collection. Accordingly, the responsible body for implementing tax system reform in Ethiopia is Ethiopian revenue and custom authority (ERCA). This further reveal improvement in tax revenue of Ethiopia is highly dependent on strength of ERCA (Ethiopian Ministry of Revenue by its current name). Thus, tax system needs to develop compliance among taxpayers so as to increase the level of tax collected from them. One way to develop compliance among taxpayer is through making regular audit.
In Ethiopia, tax payers are categorized in to three groups depending on their level of annual income according to income tax proclamation No. 979/2016. They are category ‘A’, category ‘B’ and category ‘C’. Further “A” tax payers are whose annual gross income is above 1,000,000 ETB, category “B” is whose income is between 1,000,000ETB and 500,000ETB, and category “C” is whose annual gross business income is less than 500,000ETB. Moreover, Category “A” taxpayers liable for business income tax are required to keep books of account prepared in accordance with the financial accounting reporting standards and, in particular shall keep a record of the business assets and liabilities of the tax payer. The tax system of Ethiopia follows scheduler rather than all-inclusive personal income tax system implying different sources of personal incomes are taxed separately and subject to their own tax rate schedules, rather than being aggregated together and taxed according to the same tax schedule (Harris and Seid, 2021). 
Tax audit can be viewed as a review and/or examination of an organization or individual's accounts and financial information to ensure information is reported correctly according to the tax laws and to verify the reported amount of tax is correct or not (Melese, 2021). Through this way one can check whether the tax payer reported his/her liabilities correctly or not. According to Olaoye and Ekundayo, (2019) tax audit is believed to safeguard those returns are submitted by the tax payers to reduce the degree of tax avoidance and tax evasion, to ensure strict compliance with tax laws by tax payers and to ensure that the amount due is collected and remitted to government. Also, it plays a great role in increasing compliance among tax payers (Tarfa et al., 2020).  The rationale behind conducting tax audit is it will support the government in collecting appropriate tax revenue necessary for budget, maintaining economic and financial order and stability, to warrant that satisfactory returns are submitted by the tax payers, to minimize the degree of tax avoidance and tax evasion, to ensure strict compliance with tax laws by tax payers, to improve the degree of voluntary compliance by tax payers and to ensure that the amount due is collected and remitted to government (Mu'azu, 2012).
Audit is thought to improve tax administration and taxpayer compliance by influencing the behavior of taxpayer. According to Agumas (2016), audit plays a great role for identifying risky cases, detecting non-compliant taxpayers, imposing appropriate sanction in addition to its role of raising tax revenue. This all ascertain that tax audit is necessary as it serve as instrument to check the extent to which tax payers may have complied with the relevant statutory obligations of paying taxes as provided in provisions of the tax laws and rules (Karemera, 2019). 
According to Slemrod (2019), tax compliance refers to taxpayers’ decision to conform to tax laws and regulations by paying tax timely and accurately. Thus, tax payer’s decision to pay tax timely as well as accurately plays a great role in making the tax system of a given government sustainable. Abdu and Wondimu, (2019) explained tax compliance as taxpayers’ submission to the tax laws and rules of their respective country and act accordingly. If they respect the tax laws and rules, they will fill their tax burdens, declare nonexempt gain accurately, pays all collectable taxes at intervals the required amount even the follow-up actions from the authority is weak. Further, compliance with tax laws and rules is important to keep the system working for all and supporting the programs and services that improve lives. In addition to such factors, a tax audit is another variable that affects tax compliance (Olaoye and Ekundayo, 2019). Evidence shows that the real tax revenue performance of Ethiopia is deteriorating currently relative to its performance decades ago even though there is a year-on-year increase in its tax collections in nominal terms (Harris and Seid, 2021). This decline happened because of different factors, among which one is tax compliance which in turn is influenced by various factors. 
According to Abdu and Wondimu (2019), tax compliance in Kaffa zone was influenced by the education level of taxpayers, tax knowledge and awareness of taxpayers, simplicity of the tax system, attitude of taxpayers towards tax, perceived role of government expenditure, and rewarding scheme for loyal taxpayers. Yet, they examined factors of tax compliance with relation to revenue by only taking case of category “B” taxpayers; and also, doesn’t considered tax audit as a factor in their study. Thus, it is rationale to study taking the case of category “A” to fill the existing literature gap in the area. The numbers of category “A” taxpayers in Kaffa zone has been increasing from time to time. For instance, the number has increased to 902 in 2022/223(2015 E.C) from 840 since 2020/21(2013 E.C). 
However, the numbers of audited file as reported by Kaffa zone Revenue Department (RvD) (2023) indicated that there was no significant change from year to year as the reported number of tax avoidance is as 87, 86, and 42 in 2020/21, 2021/22, and 2022/23 respectively. Further, the amount of money which is avoided by tax payers and detected by audit is Birr11, 705,072.87 in 2020/21, Birr11, 857, 678 in 2021/21, and Birr 17,019,710.97 in 2022/23 (2015E.C). This indicates that the effect of tax audit on level of compliance calls for systematic investigation. Thus, this study was designed to examine the effect of tax audit on category “A” taxpayer’s compliance in Kaffa zone. Together with this, types and frequency of tax audit being performed, audit case selection methods, examination techniques being applied, and effectiveness of tax audit in terms of informative voluntary compliance was empirically examined with focus on category “A” tax payers of in the study area.
1.1. [bookmark: _Toc134705872]Statement of the problem 
Tax play’s significant role in financing development activities of developing countries including Ethiopia. Hence, major government expenditure is financed by income generated from this source. Further, the prior aim of government in developing country is attaining sustainable development which in turn requires sustainable source of finance. Tax is an important internal source of revenue to finance such public expenditures. Thus, revenue from this source needs to be sustainable in order to run sustainable development activities. However, this can be possible when taxpayers pay their income taxes according to the tax rules and regulation. This further shows that tax need to be compliance in order to finance all required expenditure of government. Implying public finance can be healthy when tax is compliance (Slemrod, 2019). But, tax compliance by itself influenced by different factors like tax administration of a given nation.
However, evidences show that tax administration capacity of least developed countries is very low. Because of this low capacity they face challenges when they tried to raise their tax revenue. Among such developing countries Ethiopia is one who faces difficulty in raising revenue to the level required for the promotion of economic growth. The tax collected in Ethiopia is lowest when compared to average of African tax revenues (Desta et al., 2022). According to Harris and Seid, (2021) the real value of tax revenue collected in Ethiopia is deteriorating year on year. Because of this problem, the country has been experienced a consistent surplus of public expenses over revenue for sufficiently long period of time. To finance such surplus expenses, the government increases its borrowing from foreign countries and currently the foreign debt of Ethiopia holds largest share of its GDP (Tegegne, 2021). 
Therefore, to reduce such burden the level of tax revenue needs to increase by increasing taxpayer’s compliance level. However, tax compliance among taxpayers is determined by numerous factors; of which one is tax audit. Tax audit affects taxpayer’s compliance through its impact on their behavior (Agumas, 2016). Hence, it is rationale to investigate the effect of tax audits on taxpayers' compliance to reveal the real effect as well as to recommend the right way to escape from problems related to tax collections and to increase tax revenue.
Bearing in mind the importance of improved tax compliance level for national income of a given country, scholars give more attention for researching factors affecting tax compliance level in their countries. Accordingly, their studies identified factors determining tax compliance level. For most studies in Ethiopia, tax compliance of taxpayers was influenced by education level of tax payers, tax knowledge and awareness of tax payers, simplicity of the tax system, attitude of tax payers towards tax, perceived role of government expenditure, rewarding scheme for loyal tax payers, tax rate, probability of detection, penalty rate, and reference group as well tax payers’ knowledge (Ahmed, (2013); Agumas, (2016); and Ayneshet, (2020).
However, factors of compliance vary from area to area and time to time and the studies generated varying outcomes.  For instance, study conducted by Agumas (2016) raveled that tax audit play a significant role in improving tax revenue and enhances overall taxpayer, helps to generate sufficient government revenue. In addition to raising government revenue from auditing practices, efficiently detecting non-compliant taxpayers, applying appropriate sanctions, and publicizing results of audit activity, taxpayers get the message that any attempt to avoid tax presents a high risk of detection and the penalty for non-compliant taxpayers is substantial (Agumas,2016). Study conducted by Abdu and Wondimu (2019) missed the variable tax audit that determines the level of taxpayer’s tax compliance (Olaoye and Ekundayo, 2019). 
However, the effect of tax audit on category “A” taxpayer’s compliance in Kaffa zone was not studied by previous researchers. For instance, previous studies conducted by Mesfin(2008); Abinet (2016); and Gitaru (2017) studied the effects of tax audit on revenue, significance and role of tax audit in increasing tax revenue, and effect of taxpayer education on tax compliance respectively. As all these studies suggests simply the relationship between tax audit practice and its effect on revenue generated by tax payers. Thus, the current study will bridge the existing literature gaps by including some of the previously omitted variables apart from examining effect of tax audit on category “A” taxpayer’s compliance in Kaffa zone. As far as the researcher’s knowledge is concerned, there is no independent study carried out by focusing on similar topics especially in category “A” in Kaffa zone. The issues of examining effect of tax audit on category “A” taxpayer’s compliance with particular focus in Kaffa zone together with the knowledge and the existing literature gap necessitated motivation for this study. Therefore, the researcher adopted cross sectional study design and the study was based on data that was collected from both tax auditor and officials of tax department from Kaffa zone as well woreda level revenue department. Additional primary data for triangulation were obtained from sample category “A” taxpayers in the study area.
1.2. [bookmark: _Toc134705873]Research questions 
This study attempted to answer the following basic research questions regarding the effect of tax audit on category “A” taxpayer’s compliance in Kaffa zone, Southwest Ethiopia. 
· What is the effect of type of tax audit done on tax payer’s compliance in the study area?
· What is the effect of audit detection of non-compliance on tax payer’s compliance?
· What is the effect of the number of audited files on category “A” taxpayer’s compliance?
· What is the effect of resource of tax audit on category “A” taxpayer’s compliance?
· What is the effect of fine and penalty on tax evasion on category “A” taxpayer’s compliance?
1.3. [bookmark: _Toc134705874]Objective of the study 
1.3.1. [bookmark: _Toc134705875]General objective 
The general objective of this study was to examining the effect of tax audit on compliance among taxpayers of category “A” in Kaffa zone, Southwest Ethiopia
1.3.2. [bookmark: _Toc134705876]Specific objectives 
· To examine the effect of type of tax audit done on tax payers’ compliance
· To study the effect of audit detection of non-compliance on tax payers’ compliance
· To evaluate the effect of number of audited files on category “A” taxpayer’s compliance
· To examine the effect of tax audit resource on category “A” taxpayer’s compliance
· To examine the effect of fine and penalty on category “A” taxpayer’s compliance
2. Literature review 
2.1. Theoretical Literature Review
2.1.1. [bookmark: _Toc45723265][bookmark: _Toc134705886] Concepts of tax
Various authorities and professionals in several ways have defined tax. Conceptually, taxes are a compulsory contribution made by individuals and corporate bodies to the government of a given country with view to complementing and/or providing income for the government (Aguolu, 2000). Tax is a form of compulsory levy imposed by the government or other tax raising body, on income, expenditure, or capital assets for which taxpayers receives nothing in return. Tax can also be explained in the form that "pecuniary burden lay upon individuals or property owners to support the government, a payment exacted by legislative authority. A tax is not a voluntary payment or donation, but an enforced contribution, exacted pursuant to legislative authority". Taxation is a term for when a taxing authority, usually a government, levies or imposes a financial obligation on its citizens or residents. Paying taxes to governments or officials has been a mainstay of civilization since ancient times. Taxation is differentiated from other forms of payment, such as market exchanges, in that taxation does not require consent and is not directly tied to any services rendered. The government compels taxation through an implicit or explicit threat of force. Taxation is legally different than extortion or a protection racket because the imposing institution is a government, not private actors.
Taxes are fundamental to the existence of governments, for the tax revenues help to finance the bulk of services that governments provide including education, welfare, public safety, infrastructure and other basic public services. Improved tax compliance amplifies the revenues available for supporting public services without increasing the current tax burden on compliant taxpayers (Bird and Casanegra, 1992).
Theoretically objective of imposing certain taxes on the public is to generate revenues for the government for public expenditure (Shanmugam, 2003; Lymer and Oats, 2009). However, there are other functions of taxes as suggested by Lymer and Oats (2009) including to reduce inequalities through a policy of redistribution of income and wealth so that income gap between the rich and the poor is not as significant. Tax systems are also designed for social purposes, such as discouraging certain activities which are considered undesirable and protecting the environment. For instance, the excise taxes on alcohol and tobacco are (at least partly) exercised to decrease consumption and thus encourage a healthier lifestyle. 
2.1.2. [bookmark: _Toc45723266][bookmark: _Toc134705887]Types of tax 
In a broader term, there are two types of taxes namely, direct taxes and indirect taxes. Taxes consist of direct tax or indirect tax, and may be paid in money or as its labor equivalent.
Direct tax: Direct taxes are one type of taxes an individual pays that are paid straight or directly to the government, such as income tax, poll tax, land tax, and personal property tax. Such direct taxes are computed based on the ability of the taxpayer to pay, which means that the higher their capability of paying is, the higher their taxes are. For example, in the case of income taxation, an individual who earns more pays higher taxes. It is computed as a percentage of the total income. Additionally, direct taxes are the responsibility of the individual and should be fulfilled by no one else but him.
Indirect tax: An indirect tax is a tax collected by an intermediary (such as a retail store) from the person who bears the ultimate economic burden of the tax (such as the customer). Indirect taxes are basically taxes that can be passed on to another entity or individual. An indirect tax is collected by one entity in the supply chain (usually a producer or retailer) and paid to the government, but it is passed on to the consumer as part of the purchase price of a good or service. They are usually imposed on a manufacturer or supplier who then passes on the tax to the consumer. An indirect tax may increase the price of a good so that consumers are actually paying the tax by paying more for the products. Indirect taxes are including customs duty, central excise duty, service tax, sales tax, Value Added Tax (VAT) and securities transaction tax. Indirect taxes are commonly used and imposed by the government in order to generate revenue. They are essentially fees that are levied equally upon taxpayers, no matter their income, so rich or poor, everyone has to pay them. But many consider them to be regressive taxes as they can bear a heavy burden on people with lower incomes who end up paying the same amount of tax as those who make a higher income. 
2.1.3. [bookmark: _Toc134705888][bookmark: _Toc45723268]Theories of Auditing 
There are several different theories that may explain the demand for audit services. Some of them are well known in research and some of them are more based on perceptions. Among them, the most commons are policeman theory, lending credibility theory, theory of inspired confidence, and agency theory. 
[bookmark: _Toc134705889]2.1.3.1. The Policeman Theory 
The policeman theory claims that the auditor is responsible for searching, discovering and preventing fraud. The policeman theory narrows auditor's responsibilities to prevention and detection of fraud.
[bookmark: _Toc134705890]2.1.3.2. The Lending Credibility Theory
The lending credibility theory suggests that the primary function of the audit is to add credibility to the financial statements. In this view the service that the auditors are selling to the clients is credibility. Audited financial statements are seen to have elements that increase the financial statement users’ confidence in the figures presented by the management (in the financial statement). The users are perceived to gain benefits from the increased credibility, these benefits are typically considered to be that the quality of investment decisions improve when they are based on reliable information.
[bookmark: _Toc134705891]2.1.3.3. The Theory of Inspired Confidence
The theory of inspired confidence (Theory of rational expectations) (Limperg, 1932) addresses both the demand and the supply for audit services. The demand for audit services is the direct consequence of the participation of third parties (interested parties of a company) in the company. These parties demand accountability from the management, in return for their investments in the company. Accountability is realized through the issuance of periodic financial reports. However, since this information provided by the management may be biased, and outside parties have no direct means of monitoring, an audit is required to assure the reliability of this information. With regard to the supply of audit assurance, Limperg (1932) suggests that the auditor should always strive to meet the public expectations.
[bookmark: _Toc134705892]2.1.3.4. The Agency Theory 
Agency theory (Watts and Zimmerman, 1978) suggests that the auditor is appointed in the interests of both the third parties as well as the management. A company is viewed as a web of contracts. Several groups (suppliers, bankers, customers, employees etc.) make some kind of contribution to the company for a given price. The task of the management is to coordinate these groups and contracts and try to optimize them: low price for purchased supplies, high price for sold goods, low interest rates for loans, high share prices and low wages for employees. In these relationships, management is the agent, which tries to gain contributions from principals (bankers, shareholders, employees etc). The most prominent and widely used audit theory is the agency theory.
2.1.4. [bookmark: _Toc134705893]Meaning and concepts of tax audit
Tax audit is an activity or a set of activities performed by tax auditors to determine at taxpayer’s correct tax liabilities for a particular accounting or tax period, by examining a taxpayer’s organization procedures and financial records in order to assess compliance to tax laws and verifying true, fair, and reliable, accuracy of tax returns, and financial statements (ERCA, 2010). 
It involves examination of financial statements, books of accounts and vouchers of a taxpayer by tax auditors to ascertain whether the taxpayer has accurately considered revenues and expenses when determining the taxes shown in the declarations as per the requirements of the tax laws. It also involves other approaches such as observation of premises, direct monitoring of receipts in cash businesses, use of mark-up techniques and analysis of key ratios (ERCA, 2014). Tax audit is the independent examination of the returns submitted by taxpayers to the relevant tax authorities to ascertain the level of tax compliance by taxpayers (Ebimobowei, 2013).
Tax audit is the examination of an individual or organization’s tax report by the relevant tax authorities in order to ascertain compliance with applicable tax laws and regulations of state. An audit will examine the issues seen as most substantial to achieving an accurate assessment of a tax payer’s tax liability. Generally, these issues will include any signs of significant unreported income (for example, as may be suggested by a very low ratio of net/gross business income ratio computed from a taxpayer’s return) or potentially over-claimed deduction items that may be apparent from an examination of a taxpayer’s tax return and other information (Kircher, 2008).
Tax audit is important because it assist the government in collecting appropriate tax revenue necessary for budget, maintain economic and financial order and stability, and ensures that the taxpayers submit satisfactory returns. Furthermore, to organize the degree of tax avoidance and tax evasion, to ensure strict compliance with tax laws by tax payers, to improve the degree of voluntary compliance by tax payers and to ensure that the amount due is collected and remitted to government tax audit is essential according to  Ola (2001). 

Most taxpayers’ report their tax liabilities more accurately if they believe that the tax administration has the capacity to detect any unreported liabilities and that heavy penalty might be applied when they are detected (Biber, 2010). Thus, tax audit results in increased tax revenue in two ways: (1) directly through assessment of additional taxes; and (2) indirectly by discouraging underreporting of liabilities by all taxpayers. Moreover, Barreca and Ramachandran (2004) noted that the purpose of tax audit is to check the evasion of tax and ensure compliance in accordance with the laws and regulations.
2.1.4.1. [bookmark: _Toc45723269][bookmark: _Toc134705894]Types of tax audit	
Audit is the examination of accounting documents and of supporting evidence for the purpose of reaching an opinion concerning their propriety. It is an examination intended to serve as a basis for an expression of opinion regarding the fairness, consistency, and conformity with accepted accounting principles of statement prepared by a corporation or other entity for submission to the public or to other interested parties. Tax audit is therefore a means of ensuring compliance with the tax laws. 

As Harrison and Krelove (2005), ERCA (2014), Ebrill et al., (2001), Biber (2010) and OECD (2006) typical range tax audit program in a function-based administration includes desk audit or verification, field audit, registration check, record keeping audit, refund audit, issue-oriented audit, comprehensive or full audit and fraud investigation. The following briefly reviews these tax audit types.
Desk audit or verification: This type of audit can be conducted in relation to specific issue audits of a small enterprise or employee when the auditor is confident that all necessary Information can be determined by accompanying the examination in the office. Based on (1) basic ratios comparing (with previous periods or other taxpayers in similar industries) and (2) by crosschecking of information included in the taxpayer files. It involves basic checks conducted at the tax office when the auditor is confident that all necessary information can be ascertained through in-office examination. Information technology (IT) systems should provide strong support for these verifications. It is usually carried out annually and can be used as a first examination of declarations, analyzing ratios and cross checking information to determine if further investigation is warranted (ERCA, 2014).
Field Audit: It is a detailed examination of taxpayers’ books and records to determine whether the correct amounts were reported on the tax returns. The auditor tries to select the place that is most appropriate under the circumstances and most convenient for them Harrison and Krelove (2005).
Registration check: It is a quick check on businesses to establish that they are correctly registered for all their taxpaying obligations. It uses the form of unannounced visits to taxpayer’s premises to detect businesses operating outside the tax system. Stated, during this visit, the tax officer ensures that the taxpayer: (1) has a basic understanding of their obligations; (2) keeps appropriate records (book keeping review should be mandatory in case of voluntary compliance when the turnover of the taxpayer is below the registration threshold); (3) issues proper invoices when required by law. This type of visit is a quick check on businesses to establish that they are correctly registered. It should not take more than half a day Ebrill et al., (2001).

Advisory Audit: A visit to newly established businesses advising them of their obligations in terms of tax types, filing of declarations, payment of amounts due, and records to be maintained risk of audit and sanctions of noncompliance.
Record keeping Audit: Is a check on enterprises that may have a reputation of not keeping adequate records? The visit would point out the obligations of the taxpayer with regard to keeping of records and the on sequences of failing to do so. 
Refund Audit: Verifying the taxpayer’s right to a refund prior to processing the refund. Usually under taken for first refund claims as well as where the refund claim varies significantly from established patterns and trends. Refund audit carried out particularly for new registrants in addition it should emphasis only on the period covered by the claim Ebrill et al. (2001).
Issue-oriented audit: It should be directed at verifying items for which errors have been detected in returns (atypical ratios, gross revenues, comparison of gross sales to imports). It focuses on single tax type and covers no more than one or two reporting periods Biber (2010). 
 Single-issue audits: This type of audit focused on a single tax type, single aspect or a single period; given their narrow scope, single-issue audits typically take less time to conduct and can be used to review large numbers of taxpayers involved in similar schemes to conceal noncompliance. For instance, it may confine to one item of potential noncompliance that may be apparent from examination of a taxpayer’s return. The auditor may be only examining whether the taxpayer has met obligations in respect of employment tax, VAT, or examining a specific expense claim Biber (2010).
Comprehensive or full audit: This audit covers all tax obligations over a number of tax periods, or extended to several years up to the limit provided for in the law. The objective is to determine the correct tax liability for a tax return as a whole. This audit is time consuming and costly to undertake, it requires considerable resources and reduces the rate coverage of taxpayers that could otherwise be achieved by a more varied mix of audit types (ERCA, 2014).
2.1.5. [bookmark: _Toc134705895]Taxation in Ethiopia
The 1995 Constitution of the Federal Democratic Republic of Ethiopia (FDRE) classifies taxation power into three: as those assigned exclusively to the federal government, regional states, and concurrently to both regional and federal governments. As per the constitution, regional states have the power to levy and collect taxes from sources assigned to them. Ethiopian Revenue and Customs Authority (ERCA/EMR) are responsible for administration of revenues that belong exclusively to federal government and those concurrently owned. Regional revenue authorities are entrusted with responsibility of administering taxes assigned (World Bank, 2016)
According to Ethiopian proclamation number 285/2002, taxpayers are classified into three major categories based on the type of their legal obligations for records keeping: Category “A” Taxpayers, Category “B” Taxpayers and Category “C” Taxpayers. However, for the purpose of this study, only category “A” was substantiated
Category “A” taxpayers: Category “A” taxpayer being a company or any other person having an annual gross income of Birr 1,000,000 or more; As of Ethiopian Tax Proclamation, 979/2016 category “A” taxpayers as any company incorporated under the laws of Ethiopia or in a foreign country and any business having an annual turnover of Birr 1,000,000 or more, have the obligations to recording their business activities in the books of journal and ledger and keeping the supporting documents. 
Category “B” taxpayers: Category “B” taxpayer being a person, other than a Company, having an annual gross income of Birr 500,000 or more but less than 1,000,000 and; Unless not already classified in category “A”, any business having an annual turnover of over Birr 500,000 would be classified under Category “B” taxpayers. This category of taxpayers should submit to the Revenue Authority profit and loss statement at end of the year similar to category ‘A’ taxpayers.
Category “C” taxpayers: Category “C” taxpayer being a person other than a Company, having an annual gross income of less than Birr 500,000.
According to this legislation, there are four schedules of income, namely: income from employment (schedule A), income from rental of buildings (schedule B), and business profit (Schedule C) and other income (schedule D). A further look at the income tax under schedule C (business profit tax) shows that the tax is imposed on profit obtained from an entrepreneurial activity. It is chargeable at rates ranging from 10 to 35 percent if the taxpayer an individual (unincorporated entity) and 30 percent on profits earned by a body (World Bank Group, 2016).
With regard to declaration of business income, categories A and B the tax is assessed based on the profit and loss statement prepared in accordance with the Generally Accepted Accounting Principles (GAAP) subject to the specific rules as provided in the income tax legislation (World Bank Group, 2016). In accordance with income tax proclamation no 979/2016, category “A” tax payers shall prepare and submit balance sheet and profit and loss statement within 4 month from the end of the tax payers tax year. Category “B” tax payers within 2 months from the tax payers’ tax years. Category “C” tax payers within 1 month from the tax payers tax year.
2.1.6. [bookmark: _Toc134705896]Concepts of tax compliance
According to James and Alley (2002), tax compliance refers to the willingness of individuals to act in accordance with both the spirit and the letter of the tax law and administration without the application of enforcement activity. Tax compliance is defined as the accurate reporting of income and claiming of expenses in accordance with stipulated laws. Thus, failure of to accurately pay tax is considered corporate tax non-compliance (Noor et al., 2014).
Tax compliance, simply put, means adherence to tax reporting requirements; that is, that the taxpayer files all required tax returns at the proper time and that the returns accurately report tax liability in accordance with the tax laws, regulations, and court decisions applicable at the time the return is filed (Alm et al., 2010; Slemrod, 2019).
2.1.7. [bookmark: _Toc134705897]Determinants of tax compliance 
Tax compliance determinants from a social perspective relates to taxpayers’ willingness to comply with tax laws in response to other people’s behavior and their social environment (i.e. the government, friends and family members) (Torgler, 2007). 
[bookmark: _Toc134705898]2.1.7.1. Tax Audit
A tax audit is an examination of whether a taxpayer has correctly reported its tax liability and fulfilled other obligations. It is often more detailed and extensive than other types of examination, such as general desk checks, compliance visits, or document matching programs (Organization for Economic Co-operation and Development [OECD], 2006). 
It is an activity or a set of activities performed by tax auditors to determine at taxpayer’s correct tax liabilities for a particular accounting or tax period, by examining a taxpayer’s organization procedures and financial records in order to assess compliance to tax laws and verifying true, fair, and reliable, accuracy of tax returns, and financial statements (ERCA, 2010). 
It involves examination of financial statements, books of accounts and vouchers of a taxpayer by tax auditors to ascertain whether the taxpayer has accurately considered revenues and expenses when determining the taxes shown in the declarations as per the requirements of the tax laws. It also involves other approaches such as observation of premises, direct monitoring of receipts in cash businesses, use of mark-up techniques and analysis of key ratios (ERCA, 2014). Tax audit is the independent examination of the returns submitted by taxpayers to the relevant tax authorities to ascertain the level of tax compliance by taxpayers (Ebimobowei, 2013).
2.2. [bookmark: _Toc45723270][bookmark: _Toc134705899]Empirical Literature
There are several theoretical and empirical studies on the nexus between tax audit and tax compliance. These studies provide mixed reactions on the relationship between tax audit and tax compliance. For instance, Hai and See (2011) identified factors that influence tax compliance such as age of tax payers, gender of tax payers, education level of tax payers, income of tax payers, occupation of tax payers, peers’ or other taxpayers’ influence, ethics, legal sanction, complexity, relationship with taxation authority, income sources, perceived fairness of the tax system, possibility of being audited, and tax rate. Various researchers have listed factors that influenced tax compliance, such as demographic, income, compliance cost, and tax agents (Mohani, 2001), in addition to moral factors (Noor et al., 2014). 
Agumas (2016) studied impact of tax audit on improving taxpayer’s compliance evidenced on empirically from ERCA at Federal level. The researcher used secondary data through reviewing and detail investigation of ERCA data from 2001/02 to 2014/15. 
Another study by Gelete (2019) founds that tax audit is significant factor influencing tax compliance. The study was conducted with the objective of assessing the effect of tax audit on tax compliance in case of Burayu City administration revenue authority. To achieve the stated objective data were collected from selected all tax auditors in revenue office of the study area. the result of the study shows that; tax rate, probability of being audited, capacity on tax audit function of tax auditors were found to significant factors of tax compliance. Thus, if tax audit were conducted by competent auditors, and supported by automation, it would have resulted in improved compliance level. Tax compliance positively influenced by probability of tax audit, tax knowledge, fines/penalties and education in Addis Ababa, Bole sub-city (Ephrem, 2016).  
Study by Karemera, (2019) conducted empirical analysis concerning the impact of tax audit on taxpayer’s compliance in Rwanda. For this study, the researcher applied descriptive analysis using the fact that a descriptive research design is used to describe the data and characteristic about what is being studied. He collected data from 113 tax auditors. Accordingly, the result of the study reveals that; tax audit plays role in achieving targeted revenue, that tax audit reduces the problems of tax evasion. The Pearson correlation coefficient reveals that there is a positive moderate relationship between tax audit and tax compliance in the study area. Evidence from Nigeria Ekiti state shows that tax compliance was influenced by tax audit (Olaoye and Ekundayo, 2019). Further, the result of their study reveals that; desk audit, field audit, back duty audit and registration audit was significant factors of tax compliance in their study area.
An empirical study by Mesfin (2008), examined the effects of tax audit on revenue generation in Federal Inland Revenue Service. They try to determine the relationship between the tax audit and revenue generation in Federal Inland Revenue Service. The Data collected through questionnaire and review of several publications that are relevant to the study, was presented using tables and percentages; for the test of hypotheses and ANOVA. The study revealed that tax audit has significant effects on revenue generation of Federal Inland Revenue Service. 
This means that an increase in tax audit increases revenue generation from taxes; an increase in tax audit increases tax bases for the government and an increase in tax audit reduce tax fraud in the tax system. This is in part in agreement with there is a positive relationship between the audit and the voluntary compliance. 
Abinet (2016) also study on the basic concepts of tax audit, and analyze the significance and role of tax audit in increasing tax revenue and in strengthening tax administration capacity. Data collection methods adopted includes questionnaires and in-depth interviews. The results of the study show that, tax audit practice as seen in Addis Ababa City Administration carried out mainly based on internal documents produced by taxpayers. It is clear that, documents internally produced cannot be a reliable source of information. 
Ayneshet (2020) studied impact of tax Audit on tax compliance with reference to category “A” taxpayers: A Case Study in Hawassa City Administration, South Nations, Nationalities and Peoples’ Regional State of Ethiopia. The study specifically sought the effect of tax audit, fines and penalties, and tax education and knowledge on tax compliance the study used descriptive statistical tools and correlation and multiple regressions analysis were used in analyzing the data collected. The findings showed that probability of tax audit, and tax knowledge and education have positive effect on level of tax compliance. Similarly, fines/penalties have positive effect on level of tax compliances. The study provides some preliminary evidence that of tax audit, imposing fines and provision of tax knowledge and education will improve tax compliance. 
Akalu (2016) conducted a survey on determinants of tax compliance behavior of large corporate taxpayers in Ethiopia. The data required for this research was collected from both primary and secondary sources. Primary data were collected directly from tax payers through researcher-administered questionnaire survey method and focus group discussion. Secondary data collected from relevant legislation enacted in connection with the topic, tax journals, as well as published articles. In addition, the researcher also applied his personal knowledge he gained from working in ERCA. The results revealed that business size, business age and tax psychological cost consistently influence the likelihood of tax non-compliance behavior in the areas of under-reporting income, over-claiming expenses and overall non-compliance. Nonetheless, business sector, tax complexity, fairness in the tax rate/tax system and tax deterrence sanctions have an insignificant relationship with the non-compliance behavior of corporate taxpayers. 
[bookmark: _Toc45723273]The level of education received by taxpayers is main factor that contributes to the understanding about taxation especially concerning the laws and regulations of taxation (Eriksen and Fallan, 1996). Tax knowledge is a critical element in a voluntary compliance within tax system. If the taxpayer knows the purpose and how it will be used for the government to intended public expenditures, this improves the amount of tax revenue that collected without compliance cost (Mustafa and Humta, 2021). The absence of tax knowledge may lead to noncompliance behavior among taxpayers. This can be takes place either purposefully or unintentionally.
The relationship between gender and tax compliance is toward the argument that female tax payers are more compliant than their counterpart. In the findings of Tadesse and Goitom (2014) the female taxpayers were more compliant than male taxpayer. Also, the finding of Mohan (2001) and (Amina and Saniya, 2015) were consistent with Tadesse that male taxpayer has less complaints than female’s taxpayer. Niway and Wondwossen (2016) also concluded that a female was more complaints. Efeeloo and Dick (2018) also concluded females are more compliant.
Verboon and Goslinga (2009) investigated on the relation between fairness consideration and tax compliance attitude and intentions. The researchers used the variable of personal norms, procedural and distributive justice, tax compliance attitude and intention to comply with tax regulations. Finding of the study indicate that distributive fairness positively affects both tax compliance and intention. And the result shows that to promote tax compliance among small business taxpayers tax authorities could take corrective action to ensure that taxpayer identifies tax system as fair. These also positively affect the tax administration as it affects tax compliance.
The tax rules should be simple, understandable and clear in so as to enhance tax compliance. Taxpayer education will enhance the level of voluntary tax compliance and reduce tax evasion. A tax system may be complex and thus with greater compliance costs for many reasons and in many ways. The immediate costs of complexity cannot be measured by looking solely at the existing tax rules and regulation themselves. The main basis of compliance cost involves taxpayers’ performance, often involving recordkeeping, so estimates of incremental paperwork costs are usually more validity than the counts of the number of pages of rules (Kaplow, 1994). Some complexity arises from poor rule writing, which involves a pure waste that cannot be easily understandable. Other complexity arises from the rules that consciously deviate from tax principles so as to subsidize or benefited certain activities and groups these cause the complexity for other tax payers. If the law of tax becomes problematic, it is difficult to administer the tax system because of its difficult to measure the performance of the authority. Tax complexity, usually arises due to the increased sophistication in the tax law without taking into account the tax payer’s understanding (Richardson and Sawyer, 2001).
Service was an act, or performance, of people offered by one party to another. In addition, a service is an economic activity that creates value and provides benefits for clients at specific times and places, with the result of bringing about a desired change, in or on behalf of, the recipient of the service (Lovelock, 2004). According to OECD (2012) complexity of tax laws coupled with the relatively large populations of taxpayers to be administered mean that all revenue bodies must rely substantially on taxpayers’ voluntary compliance to achieve the outcomes expected of them. It is axiomatic that to achieve high levels of voluntary compliance, taxpayers and their representatives must have a good standard of services to help them determine their obligations under the laws and to complete the steps required to acquit those obligations.
2.3. [bookmark: _Toc134705900][bookmark: _Toc45723280]Summary
This section reviews both theoretical and empirical literatures regarding different theories of tax, types of tax, audit and its system as well practice and principle. Empirically, most studies focused on tax administrations and its challenges with few paying attentions on tax audit on tax compliance. However, almost no studies on examine the effect of tax audit on category “A” taxpayer’s compliance in Kaffa zone, Southwest Ethiopia.
Reviewed pieces of literature in the above section reveal important concepts about the effect of tax audits on compliance levels. Accordingly, the existing evidence shows tax compliance is/was influenced by several factors. Among the factors influencing the tax compliance level of category “A” taxpayer, one is a tax audit. Further; the existing literature regarding factors influencing taxpayer’s compliance level shows that probability of being audited, tax rate, number of audited files, and tax audit resources were among the major influencing factors of taxpayer’s compliance level. Moreover, the factors vary across areas and time as shown by the literature. This further implies that the factor that is significantly influencing taxpayer compliance level in one area and time is/was insignificant to determine it in another area as well as time. Thus, it is rationale to conduct area and time-specific studies to fill the existing literature gap. 
2.4. [bookmark: _Toc134705901]Conceptual framework
Tax compliance has been an important subject of research in developed and developing countries. Since each country has its own approach to managing tax compliance levels and each has different tax laws and regulations, factors affecting tax compliance behavior appear to vary among countries. This study conceptualizes that tax compliance could be affected by tax audit type, tax audit detection of non-compliance, number audited files, tax audit resources, and fine & penalty. This study assumes that the factors under discussion have a direct influence on tax compliance among Category “A” tax payers in Kaffa zone. Based on the theoretical and empirical literature reviewed so far, the following conceptual framework is developed for the current study.  


[bookmark: _Toc116986678]Figure 2.1: Conceptual framework 
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3. Methodology  
3.1 [bookmark: _Toc80327608][bookmark: _Toc108079203][bookmark: _Toc134705905]Research Design
[bookmark: _Toc80327609]This study adopted explanatory designs to collect data through questionnaire as a tool of data collection to examine the effect of tax audit on category “A” taxpayer’s compliance. The basic assumption is that the explanatory research design has the advantage of measuring current attitudes or practices. It also provides information in a short period of time, such as the time required for administering the survey and collecting the information (Stevens and Wrenn, 2013). Accordingly, this study employed explanatory research design since its aim was to investigate the effect of tax audit on category “A” taxpayer’s compliance in Kaffa zone which was not investigated before.
3.2. [bookmark: _Toc134705906]Research Approach
Research approaches are generally classified as qualitative, quantitative, and mixed. Researchers can follow different approach which suits their data. Most cross-sectional studies are quantitative in nature since data are gathered through interviews, questionnaires, and focus groups over a certain period in time which may be in the past or the present, and then analyze the results. However, some data under cross sectional are qualitative. 
3.3. [bookmark: _Toc108079204][bookmark: _Toc134705907]Sources of data and Methods of data collection  
[bookmark: _Toc108079206]In this study, both primary and secondary sources were used. The primary source involves the use of questionnaire; the questionnaire was distributed to sample respondents of the Kaffa zone revenue department employees (auditors), employees from woreda revenue offices, as well employees of two town administration revenue department and category “A” taxpayers in each woredas and town administrations. On the other hand, secondary data collected from annual reports of Kaffa zone revenue department through document review, as well by looking in to national revenue reports, published and unpublished documents related to the effect of tax audit on category “A” taxpayer’s compliance level. 
3.4. [bookmark: _Toc134705908]Target population, Sample size and Sampling Techniques
For this study, the population under consideration was both tax auditors who are working in the revenue office of the Kaffa zone and category “A” taxpayers. Hence, the target population for this study was employees in the revenue office of Kaffa Zone revenue department, six woreda revenue offices, and two town administration revenue offices in general and employees under the audit department was the unit of the target population; and category “A” taxpayers in six woredas and two town administrations of Kaffa zone. According to Kaffa Zone Revenue Department (2022), the total number of tax auditors in the Kaffa zone revenue and customs authority branch office is 25, and category “A” taxpayers is 896. 
[bookmark: _Toc124408698]Thus, the sample for this study was drawn from both employees of nine revenue offices (department) and taxpayers under each office in the Kaffa zone. This study employed a census sampling for selecting sample employees i.e., studies every unit, everyone, or everything in a population and it is known as a complete enumeration. This is because the number of tax auditors and officials in the Kaffa zone branch office of Revenue Department is very low; thus, possible to census all. Thus, this study used a census sampling technique and a total of 25 tax auditors and senior officials of the tax audit department at the branch office was a sample for this study. However, concerning taxpayers it is difficult to census the entire population since their number large. Hence, sample respondent is determined using sample size calculation formula developed by Taro Yamane (Yamane, 1967). 
        [image: ]

Where:  n is – Sample size 
             N is Total population the researcher will use 6% sampling error 
Hence, the sample size for this study is computed as follow.
                           =896/1+896*0.062
                            =896/4.23= 211.82 ~212
Besides, as the target population is heterogeneous in nature (sectors), proportional stratified sampling will be applied to select sample respondents from different sectors. Hence, strata will be formed by grouping similar sectors in one group. Accordingly, sample respondents will be selected from each stratum proportionally.



[bookmark: _Toc134705978]Table 3. 1: Sample size determination 
	No 
	Woreda/Town admn
	Total no of taxpayer
	Proportion 
	Sample 

	1
	Bonga 
	478
	478(213)/896
	114

	2
	Gesha
	138
	138(213)/896
	33

	3
	Gimbo
	147
	147(213)/896
	35

	4
	Gawata
	46
	46(213)/896
	11

	5
	Daka_Town admn
	48
	48(213)/896
	11

	6
	Chena
	33
	33(213)/896
	8

	7
	Shisho Inde 
	4
	4(213)/896
	1

	8
	Tello
	2
	2(213)/896
	-

	
	Total 
	896
	
	213

	


3.5. [bookmark: _Toc134705909]Method of Data Analysis
In this study the researcher used both descriptive and inferential methods of data analysis. Under descriptive analysis, data from both tax auditors and taxpayers were presented using tables, graphs, charts, frequency, percentages, mean, and other central tendency measures. Hence, this part of analysis helps us to understand the features of a specific data set by giving short summaries about the sample and measures of the data. It was used to reduce the data in to a summary format by tabulation and measure of central tendency. Moreover; as the number of independent variables is more than one, multiple linear regression model was employed.  SPSS software version 26 was used to analyze collected data.
3.5.1. [bookmark: _Toc134705910]Model specification
Regarding inferential statistics, multiple linear regression model was used to analyze and establish the relationship and effect of independent variables on dependent variable. Further, Pearson correlation analysis was employed to establish whether there exist a significant association between dependent and independent variables; whereas, multiple linear regression was used show the effect of stated independent variables on category “A” taxpayer’s compliance. The rationale behind using multiple linear regressions was that the explanatory variable is more than one which was used as factor of taxpayer’s compliance. 
Multiple linear regression analysis is a major statistical tool for predicting the unknown value of a variable from the known value of other variables. And it is about finding a relationship between variables and forming a model. The model for this study was developed using more than one explanatory variable or predictors (Tax audit type being performed by tax authority, number of audited files, resources of tax audit, Tax audit detection of non-compliance, and fine penalty), which have expected influences on category “A” taxpayer’s compliance level in the study area. 
Further, this study used multiple linear regression following similar studies that employed this method to analyze the influence of the above hypothesized variables on taxpayers’ compliance level having information collected using 5-point Likert Scale from tax auditing department employees of Revenue and custom authority in their respective areas (Ephrem, (2016); Gelete, (2019); and Ayneshet, (2020)) among others. Moreover, the computed mean value for each variable (dependent and independent) is continuous in number; hence, conformable for multiple linear regression. 
Accordingly, multiple linear regression equation for this study can be written (specified) in a form of; TC= βo + β1TAT + β2TAD+ β3NAF+ β4TAR + β5FP + ε
Where, TC = Tax payers compliance level             
        β1 – β4 = Coefficient of independent variables
         TAT= Tax audit type being performed by tax authority
        TAD= Tax audit detection of non-compliance 
        NAF= Number of audited files
        TAR= Tax audit resources
         FP = Fine and Penalty 
           ε = Error term of the model
3.5.2. [bookmark: _Toc134705911]Definition of variables and expected signs 
[bookmark: _Toc12907401][bookmark: _Toc49712933]Dependent variable: Dependent variable for this study is tax compliance (TC). The variable was measured by a continuous number which was obtained from responses using five level likert scale questions.  Tax compliance refers to being aware of and observing the state, federal and international tax laws and requirements set forth by government officials and other taxing authorities by taxpayer’s (Agumas, 2016; and Gelete, 2019). However, tax compliance is/was influenced by different factors in different areas and times. Accordingly, by reviewing different literatures regarding factors influencing tax compliance, this study identifies several variables which influences tax compliance. However, this study used four most significant variables as independent variables (factors) expected to influence tax compliance in the study area.
Independent variables: Through reviewing different related theoretical and empirical evidences, different factors were identified as factors of tax compliance. Among them, this study used only four variables which were related with tax audit and tax compliance as well as significantly influencing factors of tax compliance as independent variables.
Tax audit type being performed by tax authority (TAT): It is fact that tax audit is a means of ensuring compliance with the tax laws. With this regard the purpose of tax audit is to maintain confidence in the integrity of self-assessment system. It helps to improve voluntary compliance by detecting and bring to book those who do not pay the correct amount of tax (Adesina, 2005). Modern tax system has developed range of audit “products” to provide a more tailored response to the risk being addressed through the audit activity. Various terminologies have evolved to describe different types of tax audit activity; Audits can differ in their scope and the level of intensity to which they are conducted. In this study tax audit type being performed by particular tax authority is assumed to influence tax payer’s compliance. When tax authority implements different audit products it will be convenient to tax payers in one hand or another. Thus, it can be measured by likert response in terms of audit product ranges. Thus, the higher the number of audit product implemented, the higher will be the number of complainants and it is expected to have positive association.
Tax audit detection of non-compliance (TAD): It is true that when tax audit detects non-compliant taxpayers, those non-compliant taxpayers fear for fines and penalties associated with their action.  Strong audit detection is good enough to expose non-compliant taxpayers and has a great role increasing performance of tax authority in terms generating expected tax income.  In this study, tax audit detection of non-compliant is expected to increase the number of compliant taxpayers. Thus, positive relationship between audit detection of non-compliance and number of compliant taxpayers of category “A” is expected in Kaffa zone revenue department. 
Number of audited files (NAF): Highest number of audited files represents most taxpayers are audited. Thus, it is believed that as taxpayers are audited their behavior will be changed to positive from negative regarding paying income tax. This is because if significant number of files are audited, there will be high probability of detecting tax avoidance problems (Agumas, 2016). In line with this, this study expects positive effect of number of audited file ton ax compliance in the study area.
Resources of tax audit function (TAR): Efficient utilization of resource is another factor of tax compliance. Tax audit activity requires different resources and even resources are available their efficient allocation matters for making tax compliance at its good stage. Thus, if tax audit resources are available and used efficiently, it will lead to increased compliance (Gelete, 2019). Therefore, this study expects positive impact from the variable resource of tax audit function on tax compliance.
Fine and penalty (TP): The fines that occurred due to non-compliance. If the cost of compliance is more than non-compliance the taxpayer intended develop non-complaining behavior.  Indirectly this discourages the taxpayers to pay their tax liabilities according the schedule formed by tax regulating body (tax authority). And if the cost of compliance is less than the cost of non-compliance the payers intended to become voluntary payers. This is because penalties and offences are high when compared to cost of complaints. It measured as penalties are high, when the cost of voluntary compliance is greater than non-compliance and low, if the cost of voluntary compliance less than non-compliance.  Hence, fine and penalty is expected to increase taxpayer’s compliance with tax rules and regulations. Thus, positive effect is expected in this study.
[bookmark: _Toc97672185][bookmark: _Toc134705979]Table 3. 2:  Variables used in the model, their names together with expected sign
	Variable description 
	Symbol 
	Nature of variable
	Expected sign

	Tax compliance
	TC
	Continuous
	

	Independent variables

	Tax audit type being performed
	TAT
	Continuous
	+

	Tax audit detection of non-compliance
	TAD
	Continuous
	+

	Number of audited files      
	NAF
	Continuous
	+

	Resources of tax audit function
	TAR
	Continuous
	+

	Fine and penalty
	FP
	Continuous
	+


3.6. [bookmark: _Toc134705912]Pre-testing (validity and reliability)
Reliability and validity are concepts used to evaluate the quality of research. They indicate how well a method, technique or test measures something. Reliability is about the consistency of a measure, and validity is about the accuracy of a measure. It’s important to consider reliability and validity when you are creating your research design, planning your methods, and writing up your results, especially in quantitative research.
3.6.1. [bookmark: _Toc134705913]Validity test 
Validity refers to how accurately a method measures what it is planned to measure. If research has high validity that means it produces results that correspond to real properties, characteristics, and variations in the physical or social world (Drost, 2011). According to Pallant (2016), validity of a scale refers to the degree to which it measures what it is supposed to measure. Unfortunately, there is no one clear-cut indicator of a scale’s validity. The validation of a scale involves the collection of empirical evidence concerning its use. The validity of test reveals the degree to which a measuring instrument measures what it is intended to measure. Thus, to do that the prepared questionnaires was reviewed by two advisors (principal and co-advisor) and if there missed points they will be incorporated depending on their reviews and similarly if there are unnecessary points incorporated, they will be discarded.  
3.6.2. [bookmark: _Toc134705914]Reliability test
[bookmark: _Toc87399923]Reliability refers to how consistently a method measure something. If the same result can be consistently achieved by using the same methods under the same circumstances, the measurement is considered reliable. Further, reliability is the degree to which a measurement is consistent with similar results over time. Also, measurements that lack reliability also lack validity. Reliable measurements show stability when tests are repeated with similar outcomes (Ojo, 2003). Reliability of the research instrument involves the consistency of the result obtained with the instrument and if the instrument gives similar, close or the same result if the study is repeated under the same assumptions (Osuagwu, 2006). Reliability test can be check by observing result of alpha from Cronbach’s alpha test; this is relating each measurement item with the other measurement item so as to obtain the average inter relationship for all the paired associations. According to Ojo (2003) acceptable reliability should fall between 0.70 and above. A high value of Cronbach’s alpha test means that the stability, reliability and certainty of the instrument used in measurement is very assured.

4. [bookmark: _Toc134705916]DATA ANALYSIS AND PRESENTATION
[bookmark: _Toc114779869][bookmark: _Toc134705918]4.1. Descriptive Analysis 
[bookmark: _Toc134705919]4.1.1. Demographic Characteristics of Respondents 
The first part of the questionnaire consists of the demographic characteristics of respondents. This part of the questionnaire requested a limited amount of information related to personal and demographic status of the respondents. Accordingly, the following demographic profiles about the respondents were summarized and described in the subsequent table. These variables include; gender, age, education level, field of study, and experience both in revenue office and audit department. 
[bookmark: _Toc126763522]Table 4. 1: Demographic characteristics of sample respondent
	Variables
	Category
	No
	Percent

	Age
	<=25
	2
	8

	
	26-35
	11
	44

	
	36-50
	10
	40

	
	>50
	2
	8

	Sex
	Male
	18
	72

	
	Female
	7
	28

	Level of Education
	College Diploma
	1
	4

	
	Degree
	18
	72

	
	Masters
	6
	24

	Field of Study
	Accounting
	13
	52

	
	Economics
	6
	24

	
	Management
	4
	16

	
	Other
	2
	8

	Experience in Revenue Dep’t
	<=2 year
	2
	8

	
	2-5 years
	9
	36

	
	5-10 years
	9
	36

	
	Above 10 years
	5
	20

	Total
	25
	100


Source: Own survey, 2022/23

The researcher sought to investigate the distribution of respondents by gender. Findings revealed that 72% of respondents were male and 28% of respondents were female as shown in table above. This means that majority of the employees of the organization were males. Likewise, age of sample respondents was investigated. Findings revealed that 8% of respondents were below 25 years, 44% of respondents were between 26-35 years, 40% of respondents were between 36-50 years, while the rest 8% of respondents were above 50 years. This means majority of respondents were between the ages of 26-50 years old.
Similarly, the level of education attained by sample employees was reported. Consequently, the findings revealed that 1 respondent representing 4% of the total sample respondent have studied up to college, 18 respondents have a Bachelor’s Degree representing 72% of the sample size, and the rest 6 (24%) respondents have a Master’s Degree. This means the organization consists of well-educated manpower. Also, their field of study was investigated.  Consequently, the result revealed that 52% out of the total studied accounting and finance, 24% studied economics, 16% studied management, and the rest 8% studied other fields. In addition to the field of study, they reported their experience in the organization as revenue department employees in general and auditing department workers respectively. Accordingly, the majority (36%) worked in the revenue department for about 2-10 years (both 2-5 and 6-10 years are about 36% respectively), and the rest 8% and 20% worked for about below 2years and above 10 years respectively. 
[bookmark: _Toc134705920]4.1.2. Perception of Tax Auditors on Tax Audit 
[bookmark: _Toc126763523]Table 4. 2: Perception of auditors toward the purpose of tax audit 
	Perception of Auditor
	No
	Percent

	Achieving the targeted revenue
	9
	36

	Improving taxpayers’ compliance level
	14
	56

	Other
	2
	8

	Total 
	25
	100


Source: Own survey, 2022/23
Moreover, the types of tax audits implemented in the study area were investigated. In line with this, the response from the sample employee shows that the most frequently used audit type is comprehensive audit, record keeping audit and field audit, while sometimes desk audit was implemented in the revenue department of the Kaffa zone by tax collectors. Further, the purpose of conducting audits as perceived by tax auditors was investigated. Subsequently, the majority of the sample respondents (56%) responded as the primary purpose of tax audit is improving taxpayer’s compliance level, about 36% responded as achieving the targeted revenue of the authority, and the rest 8% states other reasons as the purpose of conducting a tax audit. In addition to that; they express their insight on tax audits regarding solving tax avoidance and evasion. Accordingly, above half of the tax auditor of the study area believes that tax audit solves the problems of tax evasion, avoidance, and other irregularities.
[bookmark: _Toc134705921]4.1.3. Descriptive Statistics of Variables 
In order to analyze the respondents overall tax auditing effect on tax payers compliance level, 22 questions were grouped into the five tax auditing related variables, which are under type of audit, audit detection, number of audited files, resource of tax audit, and fine & penalty. In order to analyze the level of agreement of the respondents towards different variables, the researcher used descriptive statistics of mean and standard deviation. The mean indicates to what extent the sample group agrees or disagrees with the different statements in average. The higher the mean the more the respondents agree with the statement while the lower the mean the more the respondents disagree with the statement. In addition, standard deviation shows the variability of an observed response. The results are presented below in table. 
[bookmark: _Toc126763524]Table 4. 3: Descriptive statistics of tax compliance 
	Statements (Tax Compliance)
	Mean
	Std. Deviation

	There is room for taxpayers to evade tax since the amount of taxable income and profit is declared by the taxpayer
	2.5200
	1.47535

	It is not wrong or illegal to omit or understate the taxable income as reporting taxable income is up to taxpayer’s
	3.3600
	1.43991

	If the tax authority has limited capability to investigate all income reported to them, so people have an opportunity to not report their exact income
	3.6400
	1.11355

	Frequent tax audit encourages taxpayers to fully comply with tax laws and regulations
	3.6800
	1.10755

	Appropriate and timely tax audit promotes reporting compliance of taxpayers
	3.4000
	1.29099


Source: Own survey, 2022/23

Descriptive result presented in above table shows that, respondents were agreed with above three questions in relation with tax compliance while neutral with two questions according to Mohammed, (2016). Mohammed, (2016) states that when the computed mean value of 5 level likert scale falls between 3.41-4.20, it represents on average respondents were agreed with the idea under consideration. Thus, from above table, respondents were agreed with that it is not wrong to understate the taxable income since reporting taxable income is up to taxpayer’s (3.36), limited ability of tax authority to investigate all income reported to them creates opportunity for taxpayers to evade tax (3.64), and similarly agreed with the idea frequent tax audit encourages taxpayers to fully comply with tax laws and regulations (3.68). However, they were neutral about declaring taxable income and profit is up to taxpayer it allows taxpayer to evade tax (2.52) and appropriate and timely tax audit promotes compliance of taxpayers (3.40). 
[bookmark: _Toc126763525]Table 4. 4:  Descriptive statistics of audit type in relation with tax compliance 
	Statements
	Mean
	Std. Deviation

	There is desk audit or verification in our office based on the nature of the business
	3.7600
	.92556

	There is field audit done by our office based on the nature of the business and whenever it is necessary
	3.8000
	1.22474

	There is record keeping audit, refund audit, issue-oriented audit done by our office based on the nature of the business and whenever it is necessary
	3.5600
	1.00333

	There is registration check done by our office based on the nature of the business and whenever it is necessary
	3.8800
	1.16619

	There is comprehensive or full audit and fraud investigation done by our office based on the nature of the business and whenever it is necessary
	3.8400
	1.17898


Source: Own survey, 2022/23
The descriptive regression analysis result from above table shows that; majority of the respondents agreed that there is desk audit in their office, field audit, record keeping audit, registration check, and comprehensive audit is conducted when necessary (3.76, 3.80, 3.56, 3.88, and 3.84) respectively.  Hence, with their limitations type of audit play’s role in improving tax compliance level in the study area. 
[bookmark: _Toc126763526]Table 4. 5: Descriptive statistics of audit detection in relation with tax compliance 
	Statements
	Mean
	Std. Deviation

	Tax audit is properly done by our office based on the principles of taxation
	3.4000
	1.55456

	Tax audit system being done by our office is effective enough in detecting tax evasion of taxpayers
	3.8800
	1.01325

	Tax audit system being done by our office is effective enough in detecting non-compliant taxpayers
	3.5600
	1.15758

	Tax audit system being done by our office is completely free from error with no bias for the interest of taxpayers
	3.7200
	  1.24231		1.24231

	Tax audit system being done by our office is aimed to discourage non –compliant payers and encourage 
	3.7600
	.87939


Source: Own survey, 2022/23
Mean score values from above table shows us that audit detection is necessary for refining taxpayers’ compliance level. More specifically, respondents agreed with that the audit system being done by our office is effective enough in detecting tax evasion of taxpayers (3.88), in detecting non-compliant taxpayers (3.56), completely free from error with no bias for the interest of taxpayers (3.72), and they conducted audit with the aim of reducing non-compliant behavior & encouraging compliant taxpayers in their respective offices (3.76). They believe that a cumulative motive is to increase voluntary compliant so as to maximize tax revenue. However, they are neutral regarding whether their office properly conducted audit based on the principles of taxation (3.40). 

[bookmark: _Toc126763527]Table 4. 6: Descriptive statistics of number of audited files in relation with tax compliance 
	Statements
	Mean
	Std. Deviation

	Large number of audited during a given tax collection time is believed to reduce tax evasion
	3.6800
	1.06927

	Distinguishing misreported files will enable tax authority to revise its tax collection producer to make tax compliance at its good stage
	3.9200
	1.25565

	Providing necessary information to taxpayers regarding the provision of services and utilization of tax revenues will increase tax compliance
	3.8000
	1.11803

	Conducting tax audit on significant number of taxpayer will aware taxpayers even not audited about the crime of avoiding tax hence increase compliance level
	3.8000
	1.11803



Source: Own survey, 2022/23
Table 4. 6 show the relationship between a number of audited file and taxpayer’s compliance level in the study area. Accordingly the result of descriptive analysis shows that, majority of employees under Kaffa zone revenue department believe that large number of audited file during a given tax collection time reduces tax evasion (3.68), detecting misreported files will enable tax authority to revise its tax collection procedure to make tax compliance at its good stage (3.92), also they agreed with that timely information provision for taxpayers regarding the delivery of services and utilization of tax revenues will increase tax compliance (3.80), and additionally they approved that conducting tax audit on significant number of taxpayer will aware taxpayers even not audited about the crime of avoiding tax hence increase compliance level (3.80). 
[bookmark: _Toc126763528]Table 4. 7: Descriptive statistics of resource of tax audit in relation with tax compliance 
	Statements
	Mean
	Std. Deviation

	Auditing is associated with well-organized structure and suitable office for tax audit functions
	3.7200
	1.10000

	If the authority has significant human resource for tax audit, achieving targeted revenue by increasing tax compliance
	3.4400
	1.22746

	Having enough materials and equipment required for tax audit is necessary to increase taxpayer compliance
	3.8800
	.83267

	Allocating enough budget for tax audit function will encourage tax audit and then creates tax compliance
	3.9200
	1.07703

	Using technology for tax audit will make auditing activity smooth and efficient
	3.5600
	1.29357


Source: Own survey, 2022/23
From descriptive analysis above, findings revealed that majority of the respondents agreed with the effect of tax audit resource on tax auditing activity, hence tax compliance. Further, they agreed with that well-organized structure and suitable office for tax audit functions is important to bring tax compliance (3.72); also agreed with the importance of human resource for tax audit, enough materials and equipment required for tax audit, sufficient budget, and using technology for tax audit will make auditing activity smooth and efficient 3.44, 3.88, 3.92, and 3.56 respectively. Therefore, in general resource used for auditing affects taxpayers’ compliance level, or sufficient auditing resource is required for improvement of taxpayers’ compliance level in the study area. 
[bookmark: _Toc126763529]Table 4. 8: Descriptive statistics of Fine & Penalty in relation with tax compliance 
	Statements
	Mean
	Std. Deviation

	Imposing strong penalty on taxpayer who evade tax would deter people from evading tax
	3.8400
	1.02794

	Tax payers who possess an awareness of the penalties for non-compliance are more compliant than those who do not possess such awareness
	3.2400
	1.42244

	Absence of penalty or any legal enforcement creates a possibility that tax payers may not pay tax accordingly
	3.7200
	1.10000


Source: Own survey, 2022/23
Finally, the researcher investigated the impact of fines & penalties on tax compliance. Accordingly, respondents agreed with imposing a strong penalty on taxpayers who evade tax will improve tax compliance (3.84); and also they agreed with the absence of a penalty or any legal enforcement creates a possibility that taxpayers may not pay tax accordingly (3.72). While respondents were neutral concerning having awareness about fines & penalties by taxpayers leads to the timely payment of tax (3.24). 
[bookmark: _Toc134705922]4.1.4. Perception of Taxpayers for Tax Audit 
In addition to tax auditors, data were collected from category “A” taxpayers in the study area. Although the objective of this study was examining the effect of tax audit on tax compliance which is directly related with tax auditors, it is better to triangulate the data from tax auditor by gathering data from taxpayers for accuracy. In line with this, current study collected data from selected sample category “A” taxpayers. Further, questionnaire was prepared for taxpayers concerning their perception toward tax audit in relation with compliance. The result from responses of sample taxpayer is presented below in table. 
[bookmark: _Toc126763530]Table 4. 9: Perception of taxpayer towards tax audit 
	Perception of Taxpayer
		Category 	
	No 
	Percent

	Tax audit improves compliance for tax laws
	Yes 
	48
	59.23

	
	No 
	33
	40.77

	The effect of tax evasion 
	Deterioration of government revenue
	30
	37.03

	
	Reduce economic growth
	26
	32.09

	
	Expansion of corruption
	22
	27.16

	
	Other 
		3
	3.70

	Ha  Have a know-how of tax rules & regulations
	Yes 
	52
	64.20

	
	No 
	29
	35.80

	What   Factors of tax evasion 
	High tax rate                
	20
	24.70

	
	Unfairness of tax system         
	39
	48.15

	
	Low probability of getting caught
	17
	20.99

	
	Lack of ability to pay      
	5
	6.17

	Total 
	81
	100


Source: Own survey, 2022/23
As shown in table above 48(59.23%) taxpayer responds as tax audit improves their compliance to tax laws, while the rest 33(40.77%) doesn’t agree with the idea of conducting tax audit improves compliance level. The result further reveals that, tax audit is necessary instrument to improve taxpayers’ compliance level as majority responds ‘yes’ for audit improves compliance level. Also, taxpayers forwarded their perception regarding the effect of tax evasion. Accordingly; majority (30/37.03%) believes that tax avoidance/evasion reduces government revenue, 26(32.10%) perceived deterioration of economic growth as major factor, and others (22/27.16%) considers expansion of corruption as the effect of tax evasion, while the rest 3(3.7%) specified other factors as effects of tax evasion in the study area 
Additionally, majority (64.2%) responds as they have knowhow about tax rules and regulations.  Finally, they expressed their opinion concerning the factors of tax evasion. The highest proportion of sample respondents (48.15%) answers as unfairness of tax system is the factor behind tax evasion followed by high tax rate (24.69%), low probability of getting caught by audit (20.99%), and lack of ability to pay (6.17%). Thus; the descriptive statistics above shows that, taxpayers in Kaffa zone have a knowhow of tax rules and regulation although submitting to it remains under question. Also, they believe that tax is important source revenue for government and tax evasion affects government revenue, economic growth and contributes for the expansion of corruption. To the end, unfairness of tax system with high tax rate, low auditing practice, and inability to pay tax were factors of tax evasion in the study area. 
[bookmark: _Toc114779872][bookmark: _Toc134705923]4.1.5. Reliability and Validity Analysis 
Before regressing inferential analysis, it is necessary to test the reliability and validity of the conformability of instruments used for analysis and the quality gathered data for analysis. Further, the internal consistency or reliability of the measurement items under each variable or construct is an important test of sound measurement. Reliability is fundamentally concerned with issues of consistency of measures. Different techniques can be used to measure the internal consistency of a given data, but the most common and good technique is to use Cronbach's Alpha. Using this measure, one can indicate the data is internally consistent when its value is higher than 0.7 and the reverse is true (Singh and Masuku, 2014). In line with this, the Cronbach's Alpha for current study was found to be 0.711 which is higher than 0.7 implying reliable. The average computed coefficient for all items under each variable is presented in table below. 


[bookmark: _Toc114517000][bookmark: _Toc126763531]Table 4. 10: Reliability test
	Reliability Statistics

	Cronbach's Alpha
	N of Items

	.711
	27


                       Source: Own survey, 2022/23
[bookmark: _Toc134705924]4.1.6. Correlation Analysis 
The result of this study shows that there is positive and significant correlation between tax compliance and type of audit, audit detection, number of audited files, resource of tax audit, and fine & penalty in the study area. Further, the positive and significant relationship shows that the better tax compliance among category “A” taxpayer in Kaffa zone revenue department is highly dependent on such variable in similar direction. 
Moreover, correlation analysis is a statistical method used to measure the strength of the linear relationship between two variables and compute their association. Thus, it is used to quantify the degree to which two variables are related.  According to Senthilnathan, (2019) correlation analysis helps one to proof the closeness of two variables. Accordingly, this study employed correlation analysis to investigate the strength of relationships between the studied variables. Further, according to Marczyk et al., (2010), correlations are perhaps the most basic and most useful measure of association between two or more variables. Further, correlation coefficient (which is represented by small letter_r) range from -1 to +1, implying strong negative and positive correlations among variables under consideration respectively. The computed correlation coefficients are presented below in table.






[bookmark: _Toc126763532]Table 4. 11: Correlation analysis 
	Correlations

	
	Tax Compliance
	Tax Audit Type
	Tax Audit Detection
	Number of Audited Files
	Tax Audit Resource
	Fine and Penalty

	Tax Compliance
	Pearson Correlation
	1
	.772**
	.901**
	.910**
	.823**
	.695**

	
	Sig. (2-tailed)
	
	.000
	.000
	.000
	.000
	.000

	Tax Audit Type
	Pearson Correlation
	.772**
	1
	.698**
	.715**
	.679**
	.421*

	
	Sig. (2-tailed)
	.000
	
	.000
	.000
	.000
	.036

	Tax Audit Detection
	Pearson Correlation
	.901**
	.698**
	1
	.823**
	.767**
	.607**

	
	Sig. (2-tailed)
	.000
	.000
	
	.000
	.000
	.001

	Number of Audited Files
	Pearson Correlation
	.910**
	.715**
	.823**
	1
	.785**
	.599**

	
	Sig. (2-tailed)
	.000
	.000
	.000
	
	.000
	.002

	Tax Audit Resource
	Pearson Correlation
	.823**
	.679**
	.767**
	.785**
	1
	.540**

	
	Sig. (2-tailed)
	.000
	.000
	.000
	.000
	
	.005

	Fine and Penalty
	Pearson Correlation
	.695**
	.421*
	.607**
	.599**
	.540**
	1

	
	Sig. (2-tailed)
	.000
	.036
	.001
	.002
	.005
	

	
	N
	25
	25
	25
	25
	25
	25

	**. Correlation is significant at the 0.01 level (2-tailed).

	*. Correlation is significant at the 0.05 level (2-tailed).


Source: Own survey, 2022/23

The result of this study shows that there is positive and significant correlation between compliance and all independent variables (type of audit, audit detection of non-compliant, number of audited files, resource of tax audit, and fine & penalty). This positive and significant relationship shows that the better tax compliance of Kaffa zone revenue department is highly dependent on auditors’ type of audit, audit detection of non-compliant, number of audited files, resource of tax audit, and fine & penalty.  
[bookmark: _Toc134705925] 4.2. Inferential analysis 
In addition to descriptive analysis, inferential analysis was conducted in current study. A Multiple linear regression model was used to predict tax compliance in this study as a model of inferential analysis. The prediction was carried out basing on the effect of the five independent factors: tax audit type, tax audit detection, number of audited files, resource of tax audit and fine& penalty. Moreover, the β coefficients for each independent variables generated from the model was subjected to a t-test, in order to test each of the hypotheses under study. The study thus came up with a model summary, the ANOVA and the regression model as presented in tables below. Further, the result shows that the adjusted R-square with a value of 0.914 implies that about 91.4% of the changes in tax compliance could only be explained by five independent variables incorporated in the model; while the rest 8.6% of the changes in tax compliance could be explained by other factors not included in the model.

	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	1
	.965a
	.932
	.914
	.17379
	1.598

	a. Predictors: (Constant), Fine and Penalty, Tax Audit Type, Tax Audit Resource, Tax Audit Detection, Number of Audited Files

	b. Dependent Variable: Tax Compliance



The ANOVA model in table below showed that the regression model was also adequate. The effect size of the regression model was shown to be over 52 that contributed by the residual mean sum of squares. The F-ratio was 52.166. This represented the effect size of the regression model and was significant with a p-value of 0.000




	ANOVAa

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	7.878
	5
	1.576
	52.166
	.000b

	
	Residual
	.574
	19
	.030
	
	

	
	Total
	8.452
	24
	
	
	

	a. Dependent Variable: Tax Compliance

	b. Predictors: (Constant), Fine and Penalty, Tax Audit Type, Tax Audit Resource, Tax Audit Detection, Number of Audited Files



The table below shows us that each of the predicted parameters (coefficients) in relation to the independent factors were significant in predicting tax compliance in the study area.

[bookmark: _Toc126763533]Table 4. 12: Regression analysis 
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	-.535
	.298
	
	-1.795
	.089
	
	

	
	Tax Audit Type
	.161
	.096
	.153
	1.676
	.110
	.430
	2.325

	
	Tax Audit Detection
	.311
	.114
	.321
	2.725
	.013
	.258
	3.872

	
	Number of Audited Files
	.376
	.130
	.355
	2.903
	.009
	.240
	4.174

	
	Tax Audit Resource
	.117
	.117
	.105
	.995
	.332
	.323
	3.092

	
	Fine and Penalty
	.171
	.079
	.168
	2.161
	.044
	.593
	1.687

	a. Dependent Variable: Tax Compliance


Source: Own survey, 2022/23

The result from above table reveals that out of five independent variable expected to predict tax compliance level in the study area only three (tax audit detection, number of audited files, and fine & penalty) were found to be significant to determine taxpayers compliance to tax laws in the study area. The interpretation of such significant variable is presented as follows. 
As can be observed from the above table, the standardized coefficient of tax audit detection (β2=0.321, p=0.013) was significant to predict tax compliance. Thus, we accept alternative hypothesis 2(two) which says audit detection influences tax compliance in the study area. Further; the result shows that a unit increase in audit detection leads to a 0.321 unit increase in tax compliance. Moreover, correlation analysis (r= 0.901) shows that the there is a strong association between audit detection with the level of tax compliance in the study area. This positive and significant effect of audit detection on tax compliance may be because taxpayers fear penalties imposed on tax evasion when detected. Moreover, the result is as expected earlier.  
The coefficient for the number of audited files was found to be significant to determine tax compliance (β3=0.355, p=0.009). Hence, we accept alternative hypothesis 3(three) which states the number of audited files influences tax compliance.  These further reveals that as the number of audited files increases taxpayers’ compliance level increases in the study area. More specifically, a unit increase in the number of audited files leads to a 0.355 unit increase in compliance level.  The result is as expected earlier. Moreover, the finding of this study is in line with the work of Agumas, (2016) who states that as a significant number of files are audited there will be a high probability of detecting tax avoidance problems and hence improve compliance. 
Another strong variable determining tax compliance in the study area is fine and penalty. The result of current study shows that there is positive correlation between fine and penalty and tax compliance in Kaffa zone revenue department (r=0.695). Further, the regression analysis result (β5=0.168, p=0.044) reveals that a unit increases in fine and penalty lead to 0.168 unit increase in taxpayers’ compliance for tax laws. Therefore, we accept alternative hypothesis 5(five) which states that fine and penalty influences tax compliance in Kaffa zone revenue department. This finding is similar with the finding of Ephrem, (2016) who argues fines reduce the cases of tax evasion thus encouraging tax compliance, and penalties has an impact on tax compliance because the higher the penalty the greater the discouragement for potential tax evasion. Also, the result is as expected before.

5. [bookmark: _Toc134705927]CONCLUSION AND RECOMMENDATION
[bookmark: _Toc134705928]5.1. Conclusion 
Tax is an obligatory contribution to state revenue, imposed by the government on workers' income and business profits, or added to the cost of some goods, services, and transactions. Moreover, tax plays a significant role in financing the development activities of developing countries including Ethiopia. However, this can be achieved when taxpayers are compliant with the laws of tax and pay appropriate taxes according to their income and profits. Hence, examining the compliance of taxpayers is necessary to know the existing situation of taxpayers’ compliance level in the study area. In line with this current study was conducted to examine the effect of tax audit on compliance among category “A” taxpayers in the Kaffa zone, Southwest Ethiopia. 
To achieve the objectives and address the research questions of this study, the necessary information was collected from tax auditors in the study area. Also, additional data were collected from category “A” taxpayers for triangulation. Thus, the data for this study was primary and supported by some secondary published and unpublished data. After deciding on data sources, the sample size was determined. As the number of tax auditors in the Kaffa zone is manageable to survey the entire population, the census was used to collect data from tax auditors. Regarding taxpayers, 10% of total taxpayers were considered as samples as information is used for triangulation. Therefore, this study mainly relied on primary data collected from tax auditors which were supported by data from taxpayers and some secondary published and unpublished sources. 
Accordingly, 25 questionnaires were distributed to tax auditors and all 25 returned back and found to be usable for analysis. However, out of 92 questionnaires distributed to category “A” taxpayers only 81 were returned back and used for descriptive analysis. For the matter of accuracy, reliability and validity of the collected data for analysis was checked by using appropriate diagnostic methods like Cronbach’s alpha. Accordingly, both descriptive and inferential analyses were employed to analyze the influence of hypothesized factors on the tax compliance in the study area. 
The result from descriptive statistics shows that; the majorities were male implying the sex proportion of sample respondents inclined toward males. Regarding their age, the majority of tax auditors are in the age group of 26-50 years. This further shows a higher number of employees in the Kaffa zone revenue department are younger. Similarly; the result for the level of education attained by the sample respondent reveals that above average holders of BA Degree implying the highest proportion of employees in Kaffa zone revenue department is first Degree graduate from different public and private universities and colleges. Of those respondents, the greater part graduated with a business-related course like accounting, economics, and management. Likewise, respondents reported their years of experience in the revenue department since experience helps them to conduct tax audits in a better manner. Further, the result of this study shows that about 72% of respondents have an experience of 2-10 years in the revenue department. 
Besides, the main objective of this study was examining the effect of tax audit on tax compliance of category “A” taxpayers in Kaffa zone. To achieve this objective, multiple linear regression was used as appropriate inferential statistics taking the mean score of both dependent and independent variables as continuous. But; before using the result from this model, diagnostic tests were performed to check for the goodness of fit for the model and the result of diagnostic test shows the model fits well. Thus, the result of multiple linear regression reveals that dependent variable was influenced by the hypothesized factors. Moreover, the compliance level of taxpayers in Kaffa zone was positively and significantly influenced by audit detection of non-compliant, number of audited files, and fine & penalty. In addition to that, the result of correlation regression between dependent and all five independent variables shows that there is positive correlation between compliance and audit type, audit detection, number of audited files, resource of tax audit, and fine & penalty. 
[bookmark: _Toc134705929]5.2. Recommendation 
Based on the above findings, this study recommends the following points to be implemented in order to improve the compliance level of category “A” taxpayer’s in Kaffa zone. 
· The result of current study reveals that the number of audited file influences taxpayer’s compliance level in the study area. This implies that, as auditing activities taken by the revenue department of the zone increases the compliance level of taxpayers with tax rules and regulations. In addition to that as significant numbers of files are audited, there is high probability of detecting non-compliant taxpayer’s. This is also witnessed with the finding of this study which shows that audit detection improves compliance level in the study area. Therefore, the revenue department of Kaffa zone needs to revise its auditing strategy and conduct regular tax audit to audit large number of tax files and to detect non-compliant taxpayers
· Moreover, imposing fine and penalty on non-compliant taxpayer is recommended to improve the compliance level of taxpayer in the study area. thus, appropriate fine and penalties ought to be imposed on non-compliant taxpayers
[bookmark: _Toc134705930]5.3. Further research area
This study mainly relied on the effect of tax audit on tax compliance level. However, evidences show that several factors are affect tax payers’ voluntary compliance behavior.  Accordingly, the result of this study shows that tax audit is among the factors affecting voluntary compliance of tax payers in Kaffa zone, Southwest Ethiopia. Thus, upcoming researchers can conduct similar study by incorporating more other variables in to the model that are expected to affect taxpayers’ compliance level. 
Further, this study only investigated the effect of tax audit on compliance level of category “A” taxpayers. However, there are other taxpayers categorized under “B” and “C”. therefore, future researchers can change the sample population to category “B” and Category “C” taxpayers by increasing the sample size and then make a comparative study between taxpayers with book of accounts and taxpayers who have no book of accounts; to find out if there are any significant difference between these groups of taxpayers’ attitudes towards taxation.
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