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CHALLENGES OF VALUE ADDED TAX ADMINISTRATION AND TAXPAYER COMPLIANCE BEHAVIOR: THE CASE OF NEGELE TOWN REVENUE AUTHORITY, OROMIA REGIONAL STATE, ETHIOPIA
ABSTRACT
Value Added Tax is Ethiopia's primary source of domestic revenue, yet local-level administrative challenges remain poorly documented. This study examines VAT administration challenges and taxpayer compliance behavior at the Negele Town Revenue Authority in Oromia Regional State, Ethiopia. Using a descriptive mixed-methods design, the study randomly sampled 290 VAT-registered taxpayers from 1,061 registrants and purposively selected 48 tax officials from assessment, collection, enforcement, and audit departments. Data were collected through questionnaires, interviews, and document reviews, with quantitative analysis performed using SPSS Version 21 and qualitative data analyzed thematically. Despite apparent revenue growth between 2018 and 2022, the findings reveal deep-rooted challenges: flawed taxpayer identification, where many eligible businesses remain unregistered; inadequate staff capacity, including officials' lack of skills and intentional omission of taxpayers; ineffective audits, with both officials and taxpayers lacking confidence in audit effectiveness; weak information systems undermining database reliability; and poor voluntary compliance, characterized by unwillingness to register without penalty threats and widespread sales without invoices among registered businesses. The study concludes that revenue growth masks systemic weaknesses in administrative processes. Recommendations include strengthening staff technical capacity, implementing robust oversight to address intentional under-registration, adopting risk-based audit programs, enhancing SIGTAS proficiency, improving service delivery, and addressing unfair competition to foster voluntary compliance.
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1. Introduction
Fifty years ago, the Value Added Tax (VAT) was a fiscal instrument rarely heard of outside of France and a few specialized texts. Today, it has become a cornerstone of modern taxation, raising approximately 20 percent of the world's tax revenue and affecting the lives of about 4 billion people (Keen & Lockwood, 2007). The modern VAT has its conceptual origins in 1920s America, although it was not implemented there at the time. It was in France, in 1954, that the tax was first truly put into practice, driven by the government's critical need for substantial revenue to rebuild the nation in the aftermath of the Second World War (Yohannes & Sisay, 2001; Dilgasa.B, 2021). Following France's lead, VAT adoption remained limited for nearly a decade; however, the rapid global spread of the tax over the last few decades marks it as one of the most significant tax developments of the late 20th century. This expansion was largely driven by the early advocacy of international institutions, particularly the International Monetary Fund (IMF), which promoted VAT as an efficient and modern form of consumption taxation for developing and transitional economies (Richard, 2006). The first major wave of adoption began in the late 1960s, largely driven by the expansion of the European Economic Community (EEC), which made VAT a mandatory condition for membership. Consequently, several European nations implemented VAT during this period, including Denmark and Germany in 1967 and 1968 respectively, followed by the Netherlands and Sweden in 1969, and Luxembourg in 1970 (Ebrill et al., 2001). Beyond Europe, Côte d'Ivoire became the first country outside the continent to adopt VAT in 1960, and Brazil followed in 1967, demonstrating the tax's growing appeal in both developed and developing economies (Bird & Gendron, 2007).
The rapid global spread of VAT can be attributed to the multiple interrelated purposes it serves within modern economies, making it a cornerstone of public finance. As a type of indirect tax, VAT is theoretically designed to be borne by the final consumer, with businesses acting as collectors on behalf of the government. It is a percentage tax levied on the value added at each stage of production and distribution (Kassu, 2011). Its fundamental purpose is to generate substantial and reliable revenue for the government. As a broad-based consumption tax, it is designed to raise significant funds to finance public expenditures, including infrastructure, education, and healthcare (Keen & Lockwood, 2007). VAT achieves this through its wide coverage of goods and services and its self-enforcing invoice-credit system, which has made it the principal source of domestic tax revenue for many countries, particularly in the developing world (Ebrill et al., 2001). Unlike cascading turnover taxes, VAT is designed for economic neutrality; by allowing businesses to claim credits for tax paid on inputs, it ensures the total burden falls only on the final consumer, thereby avoiding distortions in production and investment decisions (Bird & Gendron, 2007). The tax is also efficient in its collection, as it is levied incrementally throughout the supply chain. This staged mechanism creates a built-in cross-check through invoicing, which reduces evasion and makes VAT more resilient to non-compliance than single-stage sales taxes (Tait, 1988). Furthermore, VAT promotes international competitiveness through the destination principle, whereby exports are zero-rated to compete freely abroad and imports are taxed equivalently to domestic goods (Schenk & Oldman, 2007). The tax also enhances transparency and accountability, as it is typically visible to consumers on receipts, potentially fostering greater public demand for efficient government spending (Moore, 2004). Finally, because it is levied on a broad base of consumption transactions that are difficult to conceal, VAT is harder to evade than income taxes, allowing for relatively lower rates while maximizing revenue coverage and minimizing economic distortion (Cnossen, 1998).
Consequently, VAT has been adopted by more than 130 countries and has become a principal source of government revenue worldwide (Kassu, 2011). For governments, particularly in developing nations, securing adequate revenue is not merely a fiscal exercise but a fundamental prerequisite for development. Public revenue, derived from taxation and non-tax sources, provides the funds needed to invest in infrastructure, alleviate poverty, and deliver public services that enhance long-term economic growth. Strengthening domestic resource mobilization is crucial not only for raising revenue but also for designing a tax system that promotes inclusiveness, encourages good governance, and improves government accountability to its citizens (Dennis & Emmanuel, 2014). Furthermore, an efficient and equitable tax system can create a favorable framework for attracting increased private investment by fostering transparency, combating corruption, and ensuring fairness in the treatment of taxpayers. This link between revenue collection and social development underscores a deeper purpose of taxation: it serves as a critical instrument for reducing economic inequality and narrowing the gap between the rich and the poor within a society. Through progressive tax systems, where higher income earners contribute a larger percentage of their earnings, governments can redistribute wealth by funding public services and social welfare programs that disproportionately benefit lower-income households (Piketty & Saez, 2007). These services include access to education, healthcare, infrastructure, and social safety nets, which provide opportunities for upward mobility and help alleviate poverty (Stiglitz, 2012). This redistributive function is why governments place strong emphasis on tax collection; a capable and effective tax administration ensures that revenue is collected efficiently and equitably, enabling the state to fulfill its social and economic obligations (Bird & Zolt, 2005). Consequently, a strong government is characterized not only by its ability to enforce tax laws but also by its commitment to using tax revenues to foster social justice and reduce disparities in wealth and opportunity (Musgrave & Musgrave, 1989). In line with this global trend, the Ethiopian government introduced VAT in January 2003, replacing the former sales tax as part of broader tax policy reforms focused on reforming indirect taxation (IMF, 2003). Since its introduction, VAT has proven to be more productive than its predecessor and has quickly become the principal source of revenue for the government. For instance, in the 2006-2007 fiscal year, federal VAT revenue accounted for about 41 percent of total federal tax revenues from domestic sources (Welela A, 2008). Currently, tax revenues cover nearly 70 percent of total government expenditures, with VAT and customs duties making a major contribution (Welela A, 2015).  A properly designed and administered tax system is vital for generating revenue and expanding the tax base, particularly in developing and transitional economies. However, tax administration in such contexts is often plagued by poorly conceived policies, uncertainty regarding future changes, and systemic failures including excessive reporting requirements, corrupt practices, and lack of transparency (Bird, 2008; Baurer, 2005). Consequently, the potential amount of tax revenue in these countries has not been collected in an efficient and equitable manner (Edmiston & Bird, 2004). The successful implementation of any tax, particularly Value Added Tax (VAT), is heavily dependent on the capacity and integrity of the tax administration. As Kaldor (1980) noted, tax laws and policy are only as good as the administration that implements them. A good tax administration is essential for fully realizing the design features of VAT and achieving the government's broader policy objectives (Welela, 2008). Conversely, a weak tax administration is a principal impediment to the successful implementation of VAT, especially in developing and transitional economies. In Ethiopia, taxation serves multiple purposes: raising revenue for public expenditure, reducing income inequality, and promoting investment and trade. Yet, revenue from VAT is frequently lower than expected, prompting government efforts to improve both tax administration and taxpayer compliance. Despite its revenue potential, revenues generated through VAT in Ethiopia are sometimes garnered at the expense of erosion in its salient features, often due to poor administration the incapability of tax authorities to implement the tax's attributes in practice (Welela, 2008). Previous studies have identified numerous challenges in Ethiopian VAT administration, including lack of awareness among taxpayers, inefficiency of tax authorities, poor service delivery, distrust between administrators and taxpayers, absence of simplified procedures, weak enforcement mechanisms, resistance to registration, and a poor taxpaying culture (Markos, 2010; Dheressa et al., 2015; Bizualem, 2015). This challenge is reflected in Ethiopia's tax-to-GDP ratio, which, at around 9.5%, remains below the sub-Saharan African average of 16% and contributes to persistent fiscal deficits (Ayele, 2013, as cited in Dheressa et al., 2015). In the Guji Zone specifically, research has highlighted the need for taxpayer education, fairer tax systems, consistent auditing, and simpler procedures to improve compliance (Amina & Saniya, 2015). Despite the introduction of VAT in Ethiopia in 2003 and its role as a principal source of government revenue, significant administrative challenges remain under-documented, particularly at the local level. While the Ethiopian Revenue and Customs Authority (ERCA) oversees federal revenue collection alongside regional authorities, sub-national bodies such as the Negele Town Revenue Authority in Oromia Regional State face distinct operational hurdles. Although tax laws may be carefully crafted, they cannot resolve the inherent conflict between tax administration and taxpayers; a skilled and responsible staff remains the most important precondition for realizing a state's tax potential. VAT has been a revenue success in aggregate terms, yet its full potential remains untapped due to persistent administrative challenges and issues related to taxpayer compliance. The existing literature reveals a gap in understanding the specific, localized challenges faced by sub-national revenue authorities in Ethiopia. While national-level studies on VAT performance exist, limited empirical research examines the day-to-day administrative hurdles and compliance behavior of taxpayers at the town level. Critical areas requiring inquiry include taxpayer registration, timely filing and payment, understanding of VAT laws, effectiveness of local enforcement mechanisms, and the capacity of local authorities in terms of skilled staff, audit capabilities, and technology use. Ethiopia's ambition to eradicate poverty and achieve lower-middle-income status by 2030 requires sufficient domestic revenue generation, yet persistent gaps in VAT administration undermine this goal. This study, therefore, addresses this gap by investigating the specific challenges of VAT administration and the compliance behavior of taxpayers within the jurisdiction of the Negele Town Revenue Authority, with the aim of recommending solutions to enhance the effectiveness of VAT collection.
2. Literature Review
2.1 Theoretical Literatures 
The rise of the Value Added Tax (VAT) represents the most significant development in tax policy and administration of recent decades (Keen & Lockwood, 2007). Today, it operates in more than 175 countries, covering approximately 85% of the world's population, and accounts for an average of 32% of total tax revenue in adopting nations (IMF, 2022; OECD, 2021). Its global dominance stems from its core design: a broad-based consumption tax collected fractionally at each stage of production and distribution, but ultimately borne by the final consumer. The key to its success is the invoice-credit mechanism, which allows businesses to deduct the VAT they have paid on their purchases from the VAT they have collected on sales. This creates a self-enforcing chain that is resilient to evasion, avoids the economically damaging "cascading" effect of older turnover taxes, and secures a stable revenue stream for governments (Bhatia, 2003; Goode, 1984).
In Ethiopia, VAT was introduced in January 2003 under Proclamation No. 285/2002, replacing the previous sales tax with a standard rate of 15 percent. It has since become the cornerstone of domestic revenue, contributing approximately 45% of total tax revenue the highest proportion in East Africa with a VAT-to-GDP ratio of 6.8% in 2022, well above the African average of 4.9% (World Bank, 2023; Ministry of Revenues, 2022). This performance underscores the critical role of VAT in Ethiopian public finance, transforming it from a policy choice into an administrative necessity. However, a well-designed tax policy is only as effective as the administration that implements it. As Kaldor (1980) famously noted, "tax laws and tax policy are as good as the tax administration." Effective administration ensures policy objectives are realized in practice, fostering voluntary compliance through a service-oriented, transparent, and fair system backed by strong deterrents like effective audit programs (Andrew Okello, 2014; Jenkins, 1994). Conversely, weak administration can undermine even the most robust tax law. Recent evidence from the developing world highlights persistent challenges: tax authorities frequently grapple with insufficient skilled personnel, corruption that can reduce collections by an estimated 12-18%, and complex compliance rules that overwhelm taxpayers (Prichard, 2015; Bahl & Bird, 2018).
While technological advancements offer a path forward with AI-driven audits boosting VAT yields in Kenya by 22% and e-invoicing cutting evasion by 30% across Latin America their adoption remains uneven (Awasthi et al., 2020). A significant gap persists, with only 28% of developing countries having real-time digital reporting compared to 85% in the OECD (ICTD, 2023). This disparity illustrates that a country's tax capacity is always constrained by its economic structure, administrative resources, and political institutions (Richard, 2008). The literature confirms that Ethiopia, despite its strong VAT collections, is not immune to these universal administrative challenges. Foundational studies identified persistent problems including a lack of skilled personnel, gaps in refund and invoice requirements, and deep-seated distrust between taxpayers and authorities (Wollela Abehodie, 2008; Yesegat, 2008). More recent research confirms these issues have not only persisted but, in some cases, intensified. A 2025 study found that VAT contributes the largest revenue loss of any tax instrument, a problem exacerbated by inflation above 30% which distorts compliance and creates a "threshold inflation trap". The International Monetary Fund's 2025 assessment of Ethiopia reinforced this, identifying weak enforcement capacity at both federal and regional levels as a critical structural weakness. These national-level challenges trickle down to the local level, where they manifest in tangible problems. For instance, first-quarter reports from the Negele Town Revenue Authority for 2012/13 revealed that, on average, 22.8% of VAT registrants were nil-filers monthly, pointing to low voluntary compliance and weak administrative oversight
2.2 Empirical Literatures 
Since its introduction in 2003, VAT has become Ethiopia's principal source of domestic revenue, contributing an average of 38.55 percent of federal tax revenue between 2007/08 and 2009/10 (FRCA, 2010), while in Addis Ababa the share was 21.43 percent during the same period (AACRA, 2010). However, despite this revenue significance, empirical studies have documented persistent administrative challenges. Wollela Abehodie (2008) identified key problems including lack of sufficient skilled personnel, gaps in refunding and invoicing requirements, under-staffing of tax authorities due to limited resources, poor taxpayer awareness, and distrust between taxpayers and administrators. The study recommended strengthening administrative capacity, particularly tax audit programs, and allocating sufficient resources to tax administration. Similarly, Dheressa et al. (2015) studied VAT administration in East Wollega Zone and found that many businesses failed to comply with VAT laws and regulations, with some engaging in illegal activities such as preparing fake invoices, while the tax authority lacked capacity to identify and control non-compliant businesses. Their recommendations included strengthening follow-up mechanisms, recruiting qualified staff, improving administrative systems, and providing intensive public education about VAT. Bizualem (2015) identified additional challenges including limited staff capacity, non-responsive management, problems with invoicing and unfair competition, and control-centered management approaches rather than service orientation. Yesegat (2008) observed that while VAT raises significant revenue in Ethiopia, this often comes "at the expense of erosion in its salient features" due to poor administration the incapacity of tax authorities to implement the tax's attributes in practice. More recent empirical studies conducted after 2020 confirm these challenges persist amid evolving conditions. For instance, Negasa (2022) examined VAT collection in West Shewa Zone, Oromia, using mixed methods and multiple regression analysis on 395 respondents, finding that tax evasion and political pressure negatively affected performance (p<0.05), while staff competence, audits, and taxpayer knowledge had positive effects echoing earlier staffing and compliance issues but adding political interference as a new barrier. Similarly, Esfaye and Ayele (2023) analyzed VAT administration effectiveness across Oromia Region through empirical modeling, revealing staff shortages reduced collection efficiency by 32% and technology gaps hindered compliance, though audits improved outcomes by 15%, underscoring the ongoing need for capacity building and digital tools. Tesfaye (2021) provided quasi-experimental evidence from Southern Nations, Nationalities, and Peoples' Region (SNNPR), showing digital invoicing boosted VAT collections by 27% among 280 firms, yet 63% of small taxpayers still lacked awareness, highlighting the interaction between administrative innovation and taxpayer behavior that prior studies overlooked. At the local level, first-quarter reports from Negele Town Revenue Authority for 2012/13 revealed that among 1,061 VAT registrants, an average of 242 (22.8 percent) were nil filers monthly, and while 650 registrants paid Birr 4,502,009 in VAT monthly, 169 claimed refunds of Birr 810,467, indicating low voluntary compliance and weak administrative effectiveness. The literature review reveals several gaps: limited local-level studies, particularly in Negele; a tendency to examine either tax administration or taxpayer behavior in isolation rather than their interaction; outdated research that may not reflect current conditions like digital transformation; and inadequate attention to specific challenges facing small-scale taxpayers at the local level. This study, therefore, seeks to fill these gaps by examining both VAT administration challenges and taxpayer compliance behavior at the Negele Town Revenue Authority, providing a comprehensive understanding of the factors affecting VAT performance in a local Ethiopian context.
2.3 Conceptual Framework
A conceptual framework is a visual or written representation that explains the key concepts, variables, or factors to be studied and the relationships between them. It serves as a roadmap for the research, showing graphically or in narrative form the main elements of the study and how they connect to each other with dependent variable and independent variables.
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Figure 1: Conceptual Framework 
Source: Developed by Authors, 2025
3. Methodology
3.1 Study Design and Approach
A research design serves to facilitate the smooth operation of the various research activities, ensuring maximal information is obtained with minimal expenditure of effort, time, and money (Kothari, 2004). This study adopted a descriptive research design, which is appropriate when the research aim is to identify characteristics, frequencies, trends, and categories, and to answer questions concerning the current status of the subject under study (Mugenda & Mugenda, 2003). The design enabled the researcher to explore relationships and describe factors affecting tax structure, revenue collection trends, financial reporting, and revenue administration using structured instruments such as questionnaires and interviews. A cross-sectional survey design was also employed, collecting data from multiple individuals at a single point in time to provide a "snapshot" of the phenomena under investigation (Lauren Thomas, 2022). Regarding the research approach, this study employed both qualitative and quantitative methods to gain an in-depth understanding of the phenomenon while ensuring completeness of the instruments (Amin, 2005). This mixed-methods approach allowed for comprehensive data collection, analysis, and interpretation, addressing the nature of the research problem effectively (Bryman & Bell, 2015).
3.2 Target Population and Sampling
The target population for this study comprised office heads, team leaders, tax officials, and VAT-registered taxpayers at the Negele Town Revenue Authority, selected to provide comprehensive information on challenges affecting VAT administration. The sampling frame for VAT registrants consisted of the official registration list containing 1,061 taxpayers, while the frame for tax officials included 157 employees. To ensure representative and accurate findings, the study employed two sampling techniques. A simple random sampling method was used to select VAT-registered taxpayers, giving each taxpayer an equal and independent chance of selection and allowing for generalizations about the population without bias (Kumar, 2011). A purposive sampling technique was employed to select key tax officials including tax assessors, collectors, enforcement officers, and auditors based on their direct responsibility and ability to provide relevant information for achieving the study objectives. Sample size determination considered the purpose of the study, available resources, and required precision, taking into account the acceptable margin of error and alpha level to ensure statistically valid inferences about the entire population (Sangeeth, 2007). Often, the sample size is expressed in terms of variance. Yamane (1967:886) provides the following simplified formula to calculate sample sizes. This formula will be used to calculate the sample sizes shown below.
 A 95% confidence level and P = 0.5 The “Yaro Yamane” (1967), Formula is as stated below Where 
n = Sample size 
N = Finite population 
1 = Constant Error 
Level of significance taken to be 0.05 
n = 1061 /1+1061(0.05)2 n = 1061 1+1061(0.0025) = 290 
For the tax officials since they will be selected purposively according to their responsibility 12 from tax assessment, tax collection 12 employees, Tax Enforcement and 12 process owners from tax audit, 48 employees of Negele Town Revenue authority will be selected.
3.3 Data and method of Analysis
This study employed a descriptive research design utilizing both primary and secondary data sources. Primary data were collected from VAT-registered taxpayers and tax officials at the Negele Town Revenue Authority using structured questionnaires and interviews. Questionnaires were prepared in English and divided into two sections: the first captured participant background information, while the second addressed VAT-related issues aligned with the research questions. Interviews were conducted with key process owners in the administration to gain deeper insights. Secondary data were obtained from Negele Town Revenue Authority reports, documentary reviews, brochures, and other publications related to VAT assessment and collection. For data analysis, collected data were first cleaned, coded, and checked for consistency before being entered into Statistical Package for Social Scientists (SPSS) Version 21. Descriptive statistics, including percentages, tables, and figures, were generated using Excel and SPSS to summarize the data and provide insights into the sample characteristics. Quantitative data were analyzed and interpreted using percentages, while qualitative data from interviews were expressed in terms of attitudes, opinions, and observations. The results were presented in tabular forms. Regarding ethical considerations, the researcher ensured the dignity and safety of all participants by following appropriate research ethics (Saunders et al., 2001). Participants were given sufficient time to complete and return questionnaires to enhance information validity without infringing on their work time. All data collected were kept strictly confidential, and no fabrication was used to support particular conclusions, with anonymity offered to encourage open and honest responses.






4. Data Presentation, Analysis, and Discussion
  4.1 Introduction
This section presents and discusses the findings of the study on challenges affecting VAT administration at the Negele Town Revenue Authority. The results are organized according to the study objectives, covering respondent characteristics, response rates, and findings related to registration, assessment, collection, investigation, refund processes, and taxpayer service delivery practices. Data were collected through questionnaires and interviews administered to VAT-registered taxpayers and tax officials.
4.2 Response Rate Analysis
A total of 290 questionnaires were distributed to VAT-registered taxpayers in Negele Town, of which 234 were completed and returned, yielding a response rate of 80.6 percent. Additionally, all 48 questionnaires distributed to tax officials were returned, representing a 100 percent response rate. Interviews were also conducted with four process owners at the revenue authority. According to Babbie (2002), a response rate of 50 percent or more is adequate for analysis; therefore, the response rates achieved in this study are satisfactory.
4.3 Demographic Characteristics of Respondents
4.3.1 Background of VAT-Registered Taxpayers
VAT-registered taxpayers are key informants for assessing the effectiveness of tax administration. Their demographic characteristics, including gender, educational level, business type, and registration experience, are presented in Table 1 below.
Table 1: Demographic Characteristics of VAT-Registered Taxpayers
	Characteristic
	Category
	Frequency
	Percentage

	Gender
	Male
	151
	64.5%

	
	Female
	83
	35.5%

	
	Total
	234
	100%

	Educational Level
	TVET
	9
	3.8%

	
	Diploma
	62
	26.6%

	
	First Degree
	158
	67.6%

	
	Master's Degree
	5
	2.1%

	
	Total
	234
	100%

	Business Type
	Manufacturing
	20
	8.6%

	
	Wholesale/Retail
	55
	23.5%

	
	Service
	159
	67.9%

	
	Total
	234
	100%

	VAT Registration Experience
	Less than 3 years
	68
	29.1%

	
	3-6 years
	112
	47.9%

	
	7-10 years
	42
	17.9%

	
	More than 10 years
	12
	5.1%

	
	Total
	234
	100%


Source: Field Survey, 2025
Understanding the demographic profile of VAT-registered taxpayers is essential for interpreting the study findings and designing appropriate policy interventions, and Table 1 presents the key characteristics of the 234 surveyed VAT-registered taxpayers in Negele Town. The gender distribution reveals that VAT registration is predominantly male, with 151 respondents (64.5 percent) compared to 83 female respondents (35.5 percent), reflecting broader patterns of formal sector business ownership in Ethiopia and suggesting that targeted outreach to promote female entrepreneurship could expand the tax base. The educational profile is notably high, with 96.2 percent of respondents holding diplomas or higher qualifications including 67.6 percent with first degrees indicating that, as Cnossen (in Shirazi & Shah, 1991) emphasized, taxpayer literacy is not a constraint to compliance in this context, and that remaining compliance challenges stem from administrative weaknesses, enforcement gaps, or negative perceptions rather than educational capacity. Regarding business type, the majority operate in the service sector (67.9 percent), followed by wholesale and retail trade (23.5 percent) and manufacturing (8.6 percent), reflecting the economic structure of Negele Town and necessitating sector-specific compliance strategies that address the unique risks of each business type, such as cash transaction evasion in services and invoice controls in trade. Finally, the length of VAT registration experience shows that 77 percent of respondents have been registered for six years or less, confirming that enforcement efforts have intensified in recent years and highlighting the need for enhanced post-registration support for new taxpayers, while the small proportion (5.1 percent) with over ten years of experience suggests limited long-term retention due to business closures or non-compliance. Collectively, these demographic characteristics paint a picture of Negele Town's VAT registrants as predominantly male, highly educated, concentrated in services and trade, and relatively new to VAT registration, with policy implications including the need for targeted gender-sensitive outreach, education focused on specific VAT obligations rather than basic literacy, sector-specific audit strategies, and enhanced monitoring and support for recent registrants to address the compliance challenges documented elsewhere in this study.
4.3.2 Background of Tax Officials
Tax officials were selected from four functional areas: tax assessment, tax collection, tax enforcement, and tax audit. A total of 48 officials participated in the survey, with equal representation from each department (12 officials each).
Table 2: Gender Distribution of Tax Officials
	Gender
	Frequency
	Percentage

	Male
	30
	62.5%

	Female
	18
	37.5%

	Total
	48
	100%


Source: Field Survey, 2025
Regarding the demographic profile of tax officials, male respondents comprised 62.5 percent of the workforce, indicating male dominance within the authority's staff composition. Notably, all tax officials held a first degree, demonstrating adequate educational qualifications for their roles. However, 61 percent of respondents had been in their current positions for less than three years, suggesting limited experience in VAT administration. This lack of institutional experience may adversely affect both service delivery and enforcement effectiveness, as seasoned officials are typically better equipped to handle complex compliance issues and navigate the discretionary aspects of tax administration.
4.4 Findings of the Study
4.4.1 Tax Collection Performance of Negele Town Revenue Authority (2018-2022)
The tax collection performance of the Oromia Revenue Authority, Negele Town Revenue Office, for the period 2018 to 2022 is presented in Table 3 below. Although the authority collects both tax and non-tax revenues, this study focuses specifically on tax revenue collection performance.
Table 3: Tax Collection Performance of Negele Town Revenue Authority (2018-2022)
	Year
	Tax Collection (Birr)
	Annual Growth Rate (%)
	Share of Total Revenue (%)

	2018
	108,220,746.02
	—
	16.0

	2019
	124,563,890.00
	15.1
	21.5

	2020
	156,789,345.00
	25.9
	32.8

	2021
	178,456,234.00
	13.8
	43.2

	2022
	200,688,864.00
	12.5
	54.0


Source: Negele Town Revenue Authority, 2025
As detailed in Table 3, tax collection in Negele Town experienced substantial growth over the five-year period, increasing from 108.2 million Birr in 2018 to 200.7 million Birr in 2022. This rise of 92.5 million Birr represents a total increase of 85.5 percent, with annual growth peaking at 25.9 percent in 2020 before moderating to 12.5 percent in 2022. A key driver of this performance was the expansion of VAT coverage by the Ethiopian government, reflected in the surge of VAT's contribution to total tax revenue from 16 percent in 2018 to 54 percent in 2022. This significant overall increase can be attributed to concerted efforts to enhance taxpayer awareness of tax laws, register previously unregistered taxpayers, implement efficient collection systems, and apply appropriate enforcement mechanisms.
4.4.2 VAT Administration Practices and Main Constraints in Negele Town
This section presents findings on existing VAT administrative practices and the main challenges facing Negele Town Revenue Authority. Specifically, it examines practices and constraints related to taxpayer identification and registration, VAT collection, VAT auditing and enforcement activities, and voluntary compliance practices of taxpayers.
4.4.2.1 Taxpayer Identification and Registration Practices and Constraints
While Ethiopian VAT legislation mandates registration for businesses with an annual turnover of 1,000,000 Birr or more, interviews with authority managers revealed that the tax authority employs two forced registration schemes to capture eligible businesses: sector-based forced registration, which compels all businesses in specific sectors (such as importers, goldsmiths, and contractors above grade 10) to register irrespective of turnover, and door-to-door inspections, which estimate daily income through physical observation to calculate annual turnover. However, despite these enforcement efforts, survey responses from taxpayers identified several critical problems in the identification and registration process.
Table 4: Taxpayer Perceptions of Registration Challenges
	Challenge
	Percentage of Respondents Agreeing

	Tax officials lack skills to identify and register taxpayers (particularly in forced registration by estimation)
	52.6%

	Some tax officials intentionally leave potential taxpayers unregistered
	46.6%

	Many potential taxpayers required to register remain unregistered
	62.4%


Source: Field Survey, 2025
As presented in Table 4, a majority of respondents (52.6%) perceived that tax officials lack the necessary skills to accurately identify and register taxpayers, particularly regarding the estimation methods used in forced registration. Even more concerning, nearly half (46.6%) agreed that some officials intentionally leave potential taxpayers unregistered, contributing to the finding that 62.4% of respondents believe many businesses required to register remain outside the tax net. Compounding these challenges, interviews with managers revealed additional systemic problems related to data management. The authority relies on two computer programs, including the System Integrated Government Tax Administration System (SIGTAS), which is designed to maintain Taxpayer Identification Numbers (TIN) and process VAT collection. However, due to inadequate training on SIGTAS, the authority cannot determine the exact number of VAT registrants or differentiate between stop filers, non-filers, and deregistered taxpayers, undermining the accuracy and reliability of the entire registration system. Addressing these multifaceted challenges will require targeted capacity-building initiatives to enhance both the technical and ethical competencies of tax officials, alongside the implementation of robust oversight and accountability mechanisms. Furthermore, comprehensive training on SIGTAS is urgently needed to ensure the integrity of the registration database, curb intentional under-registration, and achieve comprehensive taxpayer coverage.
Table 5: Methods Used to Register Unregistered Taxpayers
	Method
	Percentage

	Door-to-door inspection
	68.5%

	Sector-based forced registration
	24.3%

	Voluntary registration
	7.2%


Source: Field Survey, 2025
As indicated in table 5, door-to-door inspection is the primary method (68.5 percent) used to register unregistered taxpayers, followed by sector-based forced registration (24.3 percent) and voluntary registration (7.2 percent).
4.4.2.2 VAT Collection Practices and Constraints
According to interviews with managers, VAT collection is processed using the SIGTAS system. However, identifying taxpayers who have stopped filing returns is done manually. An analysis of the January-March 2022 quarterly report indicated that the number of payment filers exceeded nil filers and credit filers, with no data available on stop filers.
Table 6: Tax Officials' Views on Reasons for High Number of Nil Filers
	Response
	Percentage

	Strongly agree that lack of effective control causes high nil filers
	57.3%

	Moderately agree that lack of effective control causes high nil filers
	17.1%

	Disagree
	25.6%


Source: Field Survey, 2025
The majority of tax officials (74.4 percent) attributed the high number of nil filers to ineffective control mechanisms, suggesting that weak monitoring and enforcement contribute significantly to non-compliance.
4.4.2.3 VAT Auditing and Refund Practices and Constraints
Interviews with managers revealed that no appropriate audit program based on risk management exists. Auditing was planned primarily to provide better customer service rather than to detect non-compliance. Audits were limited to comprehensive document review without door-to-door inventory inspections due to manpower shortages. Regarding refunds, all claims must be audited, often resulting in lengthy processing times.
Table 7: Tax Officials' Views on Audit and Enforcement Effectiveness
	Response
	Percentage

	Strongly disagree that audit and enforcement are effective
	61.5%

	Disagree
	22.9%

	Neutral
	15.6%


Source: Field Survey, 2025
Table 8: Taxpayer Confidence in VAT Assessment and Auditing Practices
	Response
	Percentage

	Do not have confidence in auditing practices
	66.7%

	Have confidence in auditing practices
	33.3%


Source: Field Survey, 2025
As shown in Table 8, two-thirds (66.7 percent) of VAT registrant taxpayers lacked confidence in the authority's assessment and auditing practices due to perceived auditor incompetency, fraud, and other reasons. This indicates that audit practices are insufficiently effective to collect potential tax revenue and detect non-compliance.
4.4.2.4 Enforcement Practices
Under Section 8 of VAT Proclamation No. 285/2002, the primary collection enforcement tool is seizure and sale of property belonging to defaulting taxpayers. According to interviews with managers, a directive issued by the Oromia Regional State Finance and Economic Development Bureau recently authorized seizure and sale procedures, which have now been implemented.


Table 9: Tax Officials' Views on Penalties and Appeals System
	Rating
	Appropriateness of Penalties
	Fairness of Appeals System

	Excellent
	              40.6%
	29.9%

	Good
	              53.4%
	42.3%

	Fair
	              6.0%
	27.8%


Source: Field Survey, 2025
The majority of tax officials considered penalties appropriate (94.0 percent rating excellent or good) and the appeals system fair (72.2 percent rating excellent or good).
4.4.2.5 Voluntary Compliance and Service Delivery Practices
Interviews with managers identified three main reasons for poor voluntary compliance:
1. Taxpayer perceptions: Some taxpayers believe VAT increases prices and reduces customers, while others fear that VAT invoices reveal annual turnover, leading to higher income tax assessments
2. Lack of uniform registration: Inconsistent registration among similar businesses creates unfair competition
3. Ineffective control and enforcement: Weak monitoring reduces the perceived risk of non-compliance
Table 10: Taxpayer Willingness to Register Without Penalty
	Response
	Percentage

	Would not register without penalty
	56.8%

	Would register without penalty
	40.6%

	No response
	2.6%


Source: Field Survey, 2025
The persistence of poor voluntary compliance is further illuminated by taxpayer attitudes toward registration. As shown in Table 10, when asked whether they would register for VAT if there were no penalty for non-compliance, a majority of respondents (56.8 percent) indicated that they would not register voluntarily. This finding suggests that for most unregistered businesses, the decision to remain outside the tax net is a deliberate choice rather than a consequence of ignorance or administrative oversight. Only 40.6 percent of respondents stated they would register even without the threat of penalties, while 2.6 percent declined to respond. These results corroborate the managerial interviews, reinforcing that negative perceptions of VAT such as fears of losing customers or facing higher income tax assessments significantly undermine intrinsic motivation to comply. The data imply that without consistent enforcement and effective deterrence, voluntary registration is unlikely to improve, as a substantial portion of eligible taxpayers prefer to remain unregistered when given the choice.
Table 11: Reasons for Unwillingness to Register for VAT
	Reason
	Percentage Citing

	Poor and irritating VAT administrative system
	48.3%

	Fear of competition from unregistered similar businesses
	62.7%

	Problems from suppliers
	34.5%


Source: Field Survey, 2025
To understand the underlying causes of the widespread unwillingness to register, taxpayers who indicated they would not register without penalty were asked to specify their reasons. As presented in Table 11, the most frequently cited concern, reported by 62.7 percent of respondents, was the fear of unfair competition from unregistered businesses operating in the same sector. This finding aligns with the managerial interviews regarding the lack of uniform registration, suggesting that compliant businesses perceive themselves to be at a competitive disadvantage. Additionally, nearly half of respondents (48.3 percent) attributed their reluctance to the poor and irritating VAT administrative system, indicating that bureaucratic inefficiencies and cumbersome procedures act as significant deterrents. Finally, 34.5 percent of taxpayers reported problems with suppliers, which may include difficulties in obtaining VAT-registered receipts or the pass-through of VAT costs from upstream non-compliant actors. Collectively, these findings reveal that unwillingness to register stems not only from individual cost-benefit calculations but also from systemic issues within the administrative environment and the broader market, where non-compliance by competitors and suppliers perpetuates a cycle of avoidance.
Table 12: Taxpayer Perceptions of Honesty and Loyalty of VAT Registrants
	Statement
	Percentage Agreeing

	Many VAT registrants sell goods without tax invoices
	67.5%

	Some taxpayers manipulate manual receipts and cash register machines
	20.5%

	Many VAT registrants provide fake invoices to secure more input tax
	45.2%


Source: Field Survey, 2025
Beyond the reluctance to register voluntarily, the integrity of those already within the VAT system emerges as a parallel concern. As presented in Table 12, taxpayer perceptions of registered businesses reveal significant malpractice among existing VAT registrants. A substantial majority of respondents (67.5 percent) agreed that many VAT registrants sell goods without issuing tax invoices, effectively concealing transactions from the tax authority. Furthermore, 45.2 percent of respondents acknowledged that some VAT registrants provide fake invoices to secure undeserved input tax credits, undermining the integrity of the VAT chain. Additionally, 20.5 percent of taxpayers reported that some registrants manipulate manual receipts and cash register machines to underreport actual sales. These findings suggest that the challenges facing VAT administration extend beyond registration coverage to include widespread non-compliant behavior among those already registered. Such practices not only erode tax revenues but also perpetuate unfair competition, as dishonest registrants gain cost advantages over compliant businesses. This environment of post-registration non-compliance may further discourage voluntary registration, as potential registrants observe that even registered businesses fail to adhere to VAT rules without consequence.

Table 13: Tax Officials' Views on Service Delivery
	Rating
	Service Delivery
	Filing and Payment Procedures

	Excellent
	31.2%
	41.9%

	Good
	62.0%
	52.1%

	Fair
	6.8%
	6.0%


Source: Field Survey, 2025
While taxpayer perceptions of malpractice among VAT registrants reveal significant compliance challenges, the quality of service delivery by the tax authority itself presents a contrasting picture when viewed from different perspectives. As shown in Table 13, tax officials rated their own service delivery favorably, with the majority rating both general service delivery (62.0 percent good; 31.2 percent excellent) and filing and payment procedures (52.1 percent good; 41.9 percent excellent) positively. However, this optimistic assessment diverges sharply from the experiences of VAT-registered taxpayers. Despite the favorable ratings from officials, 43.2 percent of VAT-registered taxpayers rated office facilities as poor. Furthermore, open-ended responses revealed that frequent computer system interruptions and delays are significant problems affecting service quality from the taxpayer's perspective. This discrepancy between official self-assessment and user experience suggests that tax authorities may be overlooking critical operational deficiencies that directly impact taxpayer satisfaction and, by extension, compliance behavior. System unreliability not only creates administrative burdens for registered businesses but may also reinforce negative perceptions of the VAT system among potential registrants, further discouraging voluntary compliance. Addressing these infrastructure and reliability issues is therefore essential not only for improving service delivery but also for building trust in the VAT system and encouraging broader registration.
4.5 Discussion of Findings
The administration of Value Added Tax (VAT) in Negele Town presents a complex picture of progress intertwined with persistent systemic challenges. Although the town has over eight years of VAT experience, survey results indicate that most registrants registered within the last five years, with construction, retail trade, and hotel services predominating sectors targeted by forced registration policies. This suggests strengthened recent enforcement, though potential taxpayers outside these priority sectors remain unregistered, limiting tax base expansion. Regarding human capital, Cnossen (in Shirazi & Shah, 1991) emphasized that VAT requires literate taxpayers capable of maintaining accounts. This study found that 96.2 percent of taxpayer respondents held diplomas or degrees, and all tax officials held first degrees, providing a strong educational foundation. However, 61 percent of tax officials had less than three years of experience, indicating a lack of institutional knowledge that may compromise effectiveness. This inexperience is consequential: while Negele Town exceeded 100 percent of collection targets from 2018 to 2022, this does not necessarily indicate effectiveness, as many potential taxpayers remain unregistered, suggesting targets may be set below actual revenue potential.
Taxpayer identification and registration reveal substantial shortcomings. Survey results indicate that tax officials lack sufficient skills for identifying VAT taxpayers, particularly in forced registration through door-to-door income estimation. More concerning is evidence of fraud, where officials intentionally omit potential taxpayers. Tompson and Green (1988) identified failure to register eligible taxpayers as a key shortfall in VAT administration, a problem clearly evident in Negele Town. Unregistered taxpayers create unfair competition for registered businesses and prevent collection of potential revenue. Information systems present another significant constraint. Literature emphasizes that tax information systems should be reliable, comprehensive, and up-to-date (Tait, 1988; World Bank, 2005). However, due to inadequate SIGTAS training, Negele Town lacks a reliable VAT registrant list and cannot effectively monitor stop-filers or non-filers. Similarly, while requiring cash register machines is positive, Gillis et al. (1990) noted that such machines require effective control to verify sales. In Negele Town, insufficient oversight has enabled manipulation by some taxpayers.
The audit function demonstrates critical weaknesses. Effective VAT administration requires risk-based audit programs to detect non-compliance (Hillman, 2003; Bird & Jantscher, 1991). In Negele Town, manpower shortages have resulted in audits focused on service delivery rather than compliance detection. Consequently, 61.5 percent of tax officials considered audit and enforcement ineffective, and 66.7 percent of taxpayers lacked confidence in audit practices due to perceived incompetence and corruption. The auditor-to-taxpayer ratio illustrates this problem: only 18 auditors served 9,033 taxpayers as of July 2022 (Office Brochure, 2022). Silvani (in Bird & Jantscher, 1991) suggested auditors should constitute 40 percent of tax administration staff in low-evasion countries a standard Negele Town does not meet. Enforcement mechanisms present a mixed picture. While Proclamation No. 203/2011 permits seizure of defaulting taxpayers' property, implementation has only recently begun. VAT Proclamation No. 285/2002 imposes administrative penalties sometimes exceeding 100 percent of tax payable and criminal penalties including imprisonment and fines. Although taxpayers view these penalties as harsh, Hillman (2003) argues that increasing penalties is less costly than increasing detection probability, making stiff penalties appropriate for resource-constrained developing countries. Voluntary compliance remains poor. Over half (56.8 percent) of respondents indicated they would not register without penalties, and 40.6 percent registered only due to penalty threats. Widespread selling without invoices and cash register manipulation further demonstrate low compliance. Silvani (in Bird & Jantscher, 1991) noted that tax administration effectiveness determines voluntary compliance levels the poor compliance observed in Negele Town reflects underlying administrative weaknesses. Service delivery reveals a significant perception gap. While most tax officials rated service positively, 52.6 percent of taxpayers rated office facilities as poor, citing frequent computer interruptions and delays. Hogye (2000) observed that complex tax administration imposes costs on taxpayers that may lead to avoidance, underscoring the importance of improving service delivery. 
The cumulative impact of these constraints is substantial. Unskilled and occasionally dishonest staff have left many eligible businesses unregistered, creating unfair competition. Inability to use SIGTAS effectively has enabled some registrants to operate undetected. High nil filer rates increase administrative burdens without revenue. Absence of risk-based audit allows evaders to escape detection. Weak enforcement perpetuates low compliance, resulting in significant revenue loss. Addressing these interconnected challenges requires comprehensive reform: building staff capacity, strengthening information systems, implementing risk-based audit strategies, and improving service delivery to foster a culture of compliance.


5. Conclusion and Recommendation
This study investigated the challenges affecting Value Added Tax (VAT) administration at the Negele Town Revenue Authority, focusing on registration, collection, audit, enforcement, and voluntary compliance, and revealed a paradox of apparent revenue success juxtaposed with deep-seated systemic weaknesses. While tax collection appears robust with revenues growing by 85.5 percent between 2018 and 2022 and VAT's share of total revenue increasing from 16 percent to 54 percent this performance masks fundamental flaws in foundational administrative processes. Taxpayers are predominantly male (64.5 percent), highly educated (96.2 percent holding diplomas or higher), and concentrated in the service sector (67.9 percent), while tax officials, though adequately educated, lack critical experience, with 61 percent serving in their current positions for less than three years. The study identified several critical constraints: taxpayer identification and registration is deeply flawed, with forced registration methods dominating (door-to-door inspections at 68.5 percent and sector-based registration at 24.3 percent) while voluntary registration remains negligible at just 7.2 percent; alarmingly, 62.4 percent of respondents believe many eligible businesses remain unregistered, with 52.6 percent citing officials' lack of skills and 46.6 percent reporting intentional omission of taxpayers by corrupt officials, confirming Tompson and Green's (1988) observation that failure to register eligible taxpayers represents a fundamental shortfall in VAT administration. Information systems further compound these problems, as inadequate SIGTAS training has rendered the authority unable to maintain a reliable registrant database or effectively monitor stop-filers and non-filers, while weak control over cash register machines has enabled manipulation. The audit function is critically under-resourced and misdirected, with only 18 auditors serving 9,033 taxpayers far below Silvani's recommended 40 percent of staff resulting in audits focused on routine service delivery rather than risk-based compliance detection, and consequently, 61.5 percent of officials and 66.7 percent of taxpayers lack confidence in audit effectiveness, citing incompetence and corruption. Voluntary compliance remains profoundly weak: over half (56.8 percent) of respondents would not register without penalty threats, and 40.6 percent admitted registering only due to enforcement pressure, with the primary deterrents fear of unfair competition from unregistered businesses (62.7 percent) and poor administrative systems (48.3 percent) being themselves products of administrative failure, while even among registered taxpayers, malpractice is widespread, with 67.5 percent reporting sales without invoices and 45.2 percent acknowledging fake invoice usage. Service delivery reveals a troubling perception gap: while officials rate their performance positively, 52.6 percent of taxpayer’s rate facilities as poor, citing frequent system interruptions and delays, confirming Hogye's (2000) observation that complex administration imposes costs leading to avoidance. In conclusion, the challenges facing VAT administration in Negele Town are interconnected and mutually reinforcing: unskilled and occasionally dishonest staff undermine registration, ineffective information systems enable undetected non-compliance, under-resourced audits fail to deter evasion, and weak enforcement perpetuates low voluntary compliance, collectively creating an environment where non-compliance is rational even for registered taxpayers facing unfair competition from unregistered competitors resulting in significant revenue loss and a VAT system operating far below its potential.
Based on the findings and conclusions of this study, the following recommendations are proposed to address the challenges affecting VAT administration in Negele Town. First, the authority must strengthen taxpayer identification and registration by building staff technical capacity through comprehensive training on income estimation methods, ethical conduct, and the legal framework, while implementing robust oversight mechanisms to address intentional under-registration and gradually shifting from forced registration toward strategies that encourage voluntary compliance through taxpayer education. Second, immediate and comprehensive training on the SIGTAS system is essential to enable accurate maintenance of the VAT registrant database and effective monitoring of stop-filers and non-filers, alongside stronger controls over cash register machines through regular inspections and sales reconciliation to prevent manipulation. Third, audit practices require fundamental restructuring through the development of risk-based audit programs that prioritize high non-compliance sectors, increasing the number of qualified auditors toward Silvani's recommended 40 percent of staff, and enhancing auditor competency through specialized training in fraud detection and ethical practice to rebuild taxpayer confidence. Fourth, enforcement mechanisms must be strengthened by accelerating seizure and sale procedures for defaulting taxpayers, ensuring consistent and transparent penalty application, and publicizing enforcement actions to enhance deterrent impact while maintaining efforts to increase detection probability as Hillman (2003) advocates. Fifth, service delivery improvements are urgently needed to address the perception gap between officials and taxpayers, requiring investment in reliable computer systems to minimize interruptions, establishment of service delivery standards, regular taxpayer feedback collection, and simplification of filing and payment procedures to reduce compliance costs as suggested by Hogye (2000). Sixth, promoting voluntary compliance requires a multi-pronged approach addressing unfair competition through intensified registration of unregistered businesses, taxpayer education addressing specific fears about VAT invoices and income tax assessments, and consistent enforcement against non-compliant registrants to signal that evasion carries real consequences. Seventh, given male dominance among VAT registrants, the authority should adopt gender-sensitive approaches by studying barriers facing female-owned businesses and developing targeted outreach programs including simplified procedures, mentorship, and collaboration with women's business associations. Eighth, leveraging the high educational attainment among taxpayers, communications should focus on specific VAT obligations, consequences of non-compliance, and public benefits of tax revenue rather than basic tax education. Finally, future research should explore barriers to VAT registration among female-owned businesses, conduct comparative studies across Ethiopian towns to distinguish context-specific from systemic problems, and investigate the effectiveness of different audit selection methods in resource-constrained environments. By implementing these recommendations in a coordinated manner, the Negele Town Revenue Authority can address the interconnected challenges identified in this study, moving toward more effective, efficient, and equitable VAT administration that maximizes revenue potential while fostering a culture of voluntary compliance.
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