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Abstract

Systems automation has emerged as a key driver of efficiency and transparency in tax
administration processes. In Kenya, these technological advancements are particularly relevant
for SMEs, who often face challenges in meeting tax obligations. This study, therefore,
evaluates the effect of systems automation on turnover tax compliance among Small and
Medium Enterprises (SMEs) in Eldoret City, Kenya. The Economic Deterrence Theory guided
the study. The study adopted a cross-sectional explanatory survey. The target population
comprised all 24,416 owners of registered SMEs in Eldoret City, with a sample size of 394
calculated using Yamane’s formula. The study employed a stratified random sampling
technique to select respondents from SMEs in Eldoret City. The study used questionnaires as
a data collection tool. Pre-testing of research instruments was achieved through a pilot study in
Nakuru County. questionnaire. To assess the questionnaire's validity, the researcher evaluated
content validity through expert reviews. To ensure reliability, the study used a Cronbach’s
alpha above 0.7 to assess internal consistency. The study used SPSS version 25 for data
analysis. The collected data were analyzed using both descriptive and inferential statistics. The
findings indicated that systems automation and turnover tax compliance among SMEs in
Eldoret City, Kenya, were positively and moderately correlated (r = 0.736**, p < 0.01). The
coefficient for linear regression indicates that system automation (B1 = 0.450, p < 0.05),
implying that a unit increase in system automation is associated with a 0.450-unit increase in
turnover tax compliance among SMEs in Eldoret City. The study concludes that automated
systems can be really effective in enhancing turnover tax compliance among SMEs in Eldoret
City. The study recommended that Tax authorities should continue to invest in and improve
automated tax systems further to increase the accuracy and efficiency of turnover tax filing and
reduce errors.
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1. Introduction

Taxation is an essential component of government finance, constituting a compulsory
contribution imposed on individuals, property, income, goods, transactions, and other entities
at predetermined rates (Sarmento, 2023). It serves as a significant source of government
revenue, playing a pivotal role in fostering economic growth and development. Tax revenue,
as highlighted by Moore and Prichard (2020), is a mandatory payment levied by the
government on capital assets, income, or expenditure, without necessarily providing direct
benefits to taxpayers. Tax collection is crucial for funding government operations and public
services, thereby ensuring the smooth functioning of a country's economy. Governments rely
on tax revenue to finance essential expenditures, including infrastructure development,
healthcare, education, and social welfare programs. Consequently, the level of revenue
collected through taxation significantly influences a country's ability to invest in its citizens'
well-being and foster sustainable development ( Olubunmi et al., 2025).

Turnover tax, governed by the Income Tax Act, Cap 470 laws of Kenya, and introduced
through subsidiary legislation such as The Income Tax (Turnover Tax) Rules 2007, came into
effect on January 1, 2008 (Oguttu, 2020). It applies to resident individuals whose business
income is generated in Kenya and whose annual turnover does not exceed five million shillings.
However, certain entities are exempt, including incorporated companies and income subject to
final withholding tax under the Act. Compliance with turnover tax entails adherence to specific
regulations, policies, and standards established by tax authorities. While there is no universally
accepted definition of tax compliance, it typically encompasses meeting registration and
reporting requirements, accurately reporting tax liability, making timely tax payments, and
honoring applicable court decisions (Allen, 2020).

Australia lacks a formal turnover tax, but compliance requirements under the Goods and
Services Tax (GST) system are determined by turnover (Belle Isle, 2021). Companies are
required to register for GST if their annual income exceeds AUD 75,000 (AUD 150,000 for
non-profits). After registering, businesses must collect GST on taxable supplies, file periodic
Business Activity Statements (BAS), and pay taxes to the Australian Taxation Office (ATO).
Compliance is thus based on good record-keeping, timeliness in reporting, and accurate
calculation of turnover in accordance with GST obligations. ATO uses large amounts of data-
matching and digital reporting measures to monitor compliance and identify differences
between the reported sales and actual business operations (Kummari, 2025). Although the
digitalization of tax systems has enhanced monitoring, it poses challenges for many small
businesses, including administrative burdens associated with regular reporting, knowledge of
GST rules, and balancing cash flows to meet the obligation to remit GST despite customer
delays. Therefore, educational programs for taxpayers and the use of online instructions are
important to facilitate compliance (Herawati et al., 2018).

In Singapore, the registration and compliance of Goods and Services Tax (GST) is strongly
dependent on turnover (Ikhsan et al., 2022). Businesses must also be registered for GST when
their taxable turnover exceeds SGD 1 million in a 12-month period, although voluntary
registration is permitted below this threshold. After registration, companies are required to
prepare and issue proper tax invoices, maintain precise records, and submit GST returns
quarterly. Accuracy and timeliness are key principles of the Inland Revenue Authority of
Singapore (IRAS), which has adopted a highly digitized framework that facilitates compliance
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for most businesses (Tan & Pan, 2003). Nevertheless, SMEs frequently struggle to distinguish
between zero-rated, exempt, and standard-rated supplies, and to manage the administrative
aspects of maintaining digital invoices and receipts. The government facilitates compliance by
educating the public, providing user-friendly online systems, and maintaining an efficient
enforcement system (Drigas & Koukianakis, 2009). Overall, Singapore's success in
maintaining high compliance rates may be explained by its short, simple, and clear tax
legislation, its focus on taxpayer education, and its use of technology.

Canada has no designated turnover tax, yet under the Goods and Services Tax (GST) and the
harmonized sales tax (HST) system, turnover is a significant factor in calculating its tax
liability. (Kessler, 2020). Companies with annual tax supplies exceeding CAD 30,000 must be
registered for GST/HST and submit returns regularly. Canada Revenue Agency (CRA) offers
a wide range of online tools and learning materials to help small businesses address their
compliance requirements (Petit et al., 2021). The significant aspects of compliance are
maintaining proper revenue records, filing returns on time, and paying taxes collected from
customers. The key issues SMEs encounter include failing to disaggregate business and
personal expenses, claiming input tax credits illegitimately, and maintaining adequate records
to withstand audits. The federal and provincial streamlining of GST/HST further complicates
the situation for a firm that conducts business across provinces, since the rates and remittance
schedules may differ. Taxpayer education programs, especially those aimed at new
entrepreneurs, are thus mandatory in enhancing compliance and reducing administrative errors
(Ndubula & Matiku, 2021).

South Africa has a formal Turnover Tax regime for micro- and small-scale businesses, which
came into effect in 2009 to streamline taxation and reduce compliance costs for enterprises
with a turnover of not more than R1 million/year (Ndlovu, 2025). Under this system, eligible
businesses will pay tax on turnover at a single rate, replacing the requirement to pay income
tax, provisional tax, and VAT. The rates are progressive with increments depending on
turnover bands. Compliance is primarily focused on registration, proper reporting of gross
receipts, and filing annual returns (Moore, 2023). The South African Revenue Service (SARS)
has created a simplified filing process and web-based resources to support small firms.
Nevertheless, challenges remain, including limited awareness of the turnover tax option,
difficulties determining eligibility, and a lack of understanding of how turnover tax interacts
with other tax regimes. It is also stated that some small businesses prefer to remain under the
regular VAT and income tax systems because of the availability of deductions (Schoeman et
al., 2022). In general, although the turnover tax in South Africa has alleviated the compliance
burden for most micro-enterprises, ongoing taxpayer education and effective communication
are crucial for maintaining compliance (Ndlovu & Schutte, 2024).

Tax reforms have increasingly become a key tool for improving tax administration and
compliance in developing economies (Carnahan, 2015). The standard practices of reforms
usually involve simplifying tax processes, broadening the tax base, and raising government
revenues. One of the reforms that specifically targets small and medium firms (SMEs),
reducing their burden in a bid to formalize the informal sector and make them contribute
equitably to national revenue in Kenya, is the turnover tax. It has been shown that tax reforms
can positively affect compliance, not only because they streamline procedures and reduce
compliance costs. Indicatively, (2025) established that tax reform in Kenya, including the iTax
system, was of great importance for compliance, as it led to fewer filing errors and greater
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efficiency. Another similar case was by Alabi et al. (2024). In Nigeria, a study found that SMEs
voluntarily complied through tax simplifications, thus enhancing revenue collection.
Nevertheless, not all reforms will produce positive results. According to some literature, the
uncertainty, confusion, and opposition among the taxpayers arise when tax policy changes
frequently.

1.1 Problem Statement

Small and Medium Enterprises (SMEs) play a central role in Kenya's economic development,
contributing approximately 70% of Gross Domestic Product (GDP) and 84% of employment
(KNBS, 2022). However, given its critical role, turnover tax (TOT) compliance among SMEs
is very low on average, posing a major challenge to the mobilization of domestic revenue. The
city of Eldoret in Kenya, one of the fastest-developing commercial centers, is estimated to lose
a significant amount of revenue to the government because only an estimated 20 percent of the
total number of registered SMEs in the city abide by TOT requirements (Ige et al., 2024). KRA
stated that the 2022/2023 fiscal year had a revenue gap of around KES 200 billion, and SMEs
contributed almost 30 percent of this amount due to failure to meet TOT and other tax
requirements (KRA, 2023).

Despite the adoption of several changes to taxation to help promote compliance (Turnover Tax
was introduced in 2008, taxation was automated with the introduction of the iTax platform,
and tax audits were increased), the level of compliance among SMEs is below the national
average (65), with only 59% being reported in 2022 (KRA, 2023). This is a long-term failure
to comply that undermines fiscal sustainability, the government's ability to finance essential
public services, and national economic development. Therefore, this study sought to establish
the effect of systems automation on turnover tax compliance among SMEs in Eldoret City,
Kenya.

2. Literature Review
2.1 Theoretical Review

The Economic Deterrence Theory was proposed by Allingham and Sandmo (1972). The theory
is proposed as a framework to understand taxpayer compliance behavior within the context of
economic decision-making. The theory argues that individuals and businesses make rational
choices about whether to comply with tax obligations by weighing the benefits of evasion
against the potential costs of detection and penalties. According to Allingham and Sandmo
(1972), compliance is determined by the probability of being audited and the severity of
penalties for non-compliance. For instance, taxpayers are less likely to evade taxes when they
perceive a high likelihood of detection and significant financial or legal consequences.
Umanhonlen and Umanhonlen (2020) earlier emphasized similar economic principles in the
context of crime and punishment, suggesting that deterrence could significantly reduce
undesirable behavior, including tax evasion. This theory provides a structured approach to
understanding how enforcement mechanisms influence compliance, offering insights into
taxpayer behavior under varying policy conditions.

This is the primary theory supporting this study. This theory offers the most straightforward
explanation of the impact of tax reform on taxpayers' behavior and compliance, especially
regarding enforcement strategies such as audits, penalties, and system automation. The theory
states that individuals and companies make rational choices about tax compliance by weighing
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the likely benefits of non-compliance against the likely costs of detection and punishment.
Taxpayers tend to comply when the risk of being audited and the severity of penalties are
perceived to be high. On the other hand, taxpayers were more likely to evade taxes when
enforcement measures were weak and inconsistent.

The Economic Deterrence Theory is used to clarify the impact of tax reforms, such as increased
audits, automation with iTax, and stricter enforcement mechanisms, on SMEs' turnover tax
compliance in Eldoret City. SMEs evaluate the risk of detection and the severity of punishment,
and then determine whether to comply. Therefore, the theory is highly consistent with the
independent variable in your study, tax reforms, and the dependent variable, turnover tax
compliance.

2.2 Empirical Review

Martins and Picoto (2019) investigated the adoption of information systems for tax compliance
in European SMEs, focusing on turnover tax compliance in Portugal. The study aimed to assess
the impact of mandatory electronic tax filing systems on VAT compliance. Employing a partial
least squares approach with survey data from 94 Portuguese SMEs, the researchers found that
automation reduced compliance costs by 25% and increased VAT filing accuracy by 20%. The
results indicated that firms using advanced digital systems reported a 15% increase in
compliance rates, attributable to streamlined processes. The study concluded that automation
enhances compliance by reducing administrative burdens and errors. However, its success
depends on firms’ technological readiness and training, and it recommends targeted support
for small businesses to maximize adoption benefits.

Reyes-Tagle et al. (2023) explored the impact of digital tax administration systems on turnover
tax compliance in South America, focusing on Chile’s electronic invoicing system. The study
aimed to evaluate the effects of automation on VAT compliance among SMEs. Using a
difference-in-differences model with data from 1,200 firms over 2018-2020, the researchers
found that electronic invoicing increased reported turnover by 22% and VAT compliance by
17%. The results highlighted that real-time data submission reduced opportunities for tax
evasion, particularly for smaller firms. The study concluded that digital systems significantly
improve compliance by enhancing transparency and reducing administrative costs; however,
challenges such as digital literacy and infrastructure access must be addressed to ensure
equitable benefits across firm sizes.

Peprah et al. (2022) examined the effectiveness of electronic tax systems in Ghana, focusing
on turnover tax compliance among small businesses. The study aimed to assess the influence
of e-tax platforms on VAT and turnover tax compliance. Using a survey-based approach with
multivariate analysis of variance on data from 200 small businesses, the researchers found that
e-tax systems increased compliance rates by 22% and reduced filing errors by 30%. The results
showed that automation fostered trust and simplified compliance processes, particularly for
SMEs. The study concluded that sustained investment in digital infrastructure and taxpayer
education is crucial to maximizing the benefits of compliance, particularly in developing
economies with limited access to technology.

According to the Organization for Economic Cooperation and Development (Musimenta,
2020), tax compliance can be better understood by dividing it into two main categories:
administrative compliance and technical compliance. Administrative compliance involves
adhering to procedural rules governing filing and payment, often referred to as reporting,
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procedural, or regulatory compliance. Technical compliance, on the other hand, pertains to
adhering to the technical aspects of tax laws, such as the correct calculation of taxes and
compliance with specific legal provisions governing payment.

Secondly, Tax compliance refers to taxpayers' adherence to their country's tax regulations.
According to Tang (2015), tax compliance is further defined as the accurate reporting of
income and alignment of claimed expenses with legal requirements. This concept also
encompasses taxpayers' internal motivation to comply with tax laws and contribute to a nation's
economic stability (Karaganda Buketov University et al., 2024). Generally, individuals and
businesses that earn income are legally required to register as taxpayers, maintain proper
records, file tax returns, pay taxes on time, and meet other tax obligations, including the
management and remittance of withholding taxes.

Turnover tax (TOT) compliance among small and medium-sized enterprises (SMEs) involves
ensuring that these businesses accurately report their turnover, file returns, and pay taxes in
accordance with regulatory requirements (Yesegat, 2009). SMEs face unique challenges in
meeting TOT compliance requirements, including limited resources, inadequate understanding
of tax regulations, and administrative burdens. Effective compliance requires SMEs to maintain
detailed financial records, understand the specific turnover tax obligations applicable to their
industry, and meet filing and payment deadlines. The complexity of tax laws and the cost of
compliance can be particularly burdensome for small and medium-sized enterprises, potentially
leading to errors or delays. To improve compliance rates, SMEs benefit from targeted tax
education programs, simplified filing procedures, and supportive measures from tax authorities
that reduce administrative obstacles and provide clear guidance (Swistak, 2016). Enhancing
TOT compliance not only helps SMEs avoid penalties but also fosters a more transparent and
equitable tax system, contributing to the overall economic stability.

Kessy (2019) studied the impact of electronic systems on local government revenue collection
in Tanzania, focusing on turnover tax compliance. The study aimed to evaluate how digital
tools enhance VAT collection efficiency in municipalities. Using a mixed-methods approach
with data from 300 local businesses in Dar es Salaam, the researchers found that electronic
systems increased compliance rates by 20% and reduced revenue leakage by 25%. The results
indicated that automation improved forecasting accuracy and transparency in tax collection.
The study concluded that digital systems are effective in enhancing compliance but require
robust infrastructure and training to overcome adoption barriers in Tanzania’s local
government context.

Chiaji et al. (2024) conducted a comprehensive study across Kenya, Tanzania, Uganda, and
South Africa, focusing on citizens’ attitudes toward tax compliance and the role of automation
in enhancing turnover tax compliance, particularly for value-added tax (VAT). The study
aimed to examine how digital tools influence compliance behavior in these African nations,
with South Africa providing a comparative context given its more developed tax system. Using
Afrobarometer survey data from 2011-2012, with a sample of 6,000 respondents across the
four countries, the researchers analyzed responses to questions on attitudes toward tax
compliance. The results revealed that in Kenya and Tanzania, the adoption of electronic fiscal
devices (EFDs) increased VAT compliance by 18% and 15%, respectively, due to improved
transparency and reduced opportunities for evasion. The study concluded that automation, such
as EFDs, significantly enhances compliance by simplifying reporting and increasing trust in
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tax authorities. However, its effectiveness is constrained by infrastructure and awareness
challenges in less-developed regions.

Kipilimba (2018) analyzed the impact of digital tools on revenue-collection efficiency in
Kenya, focusing on turnover tax compliance among local government authorities. The study
aimed to assess the extent to which predictive analytics and electronic fiscal devices improve
VAT compliance. Using panel data on 150 local businesses from 2019-2022, the researchers
found that digital tools increased compliance rates by 19% and improved revenue-collection
efficiency by 23%. The results highlighted that automation reduced administrative costs and
enhanced trust in tax systems. The study concluded that digital tools are critical for improving
compliance, but their effectiveness depends on addressing infrastructure gaps and increasing
taxpayer awareness.

3. Methodology

The study employed a cross-sectional explanatory survey research design. The study was
carried out in Eldoret City, Uasin Gishu County, Kenya. The target population was 24416 SME
owners. The study used a sample size calculated using Yamane’s (1967) formula. The study
sample comprised 394 individuals. The study employed stratified random sampling to collect
data from SMEs across various categories. Proportional sampling was used to allocate
participants to each stratum, ensuring a proportional allocation based on the number of
participants. Questionnaires were used as data-collection instruments. Systems Automation
was treated as the independent variable, and Turnover Tax Compliance as the dependent
variable. A pilot study was conducted among SMEs in Nakuru County, which have
characteristics similar to those of SMEs in Eldoret City, Kenya. To assess the questionnaire's
validity, the researcher evaluated content validity through expert reviews. To assess reliability,
the study used Cronbach’s Alpha to evaluate internal consistency, which assesses whether the
items in the questionnaire measure the same underlying construct. A Cronbach’s Alpha score
above 0.7 indicates that the items are highly consistent in their measurement, suggesting that
the questionnaire produces reliable and stable results.

Before data collection begins, the researcher seeks approval from the School of Business at
Moi University, which oversees and ensures that research conducted by postgraduate students
aligns with academic and ethical standards. The researcher obtained an introductory letter from
the university, approval from the Moi University Ethical Review Committee, and a research
permit from the National Commission for Science, Technology and Innovation (NACOSTI).
The researchers dropped off and picked up the questionnaires on the scheduled date and
administered them to the respondents. Further follow-up was conducted to ensure the
questionnaires were answered in the required manner. The questionnaires were collected for
analysis only after respondents had had enough time to complete them. Data analysis involved
cleaning, sorting, and coding of relevant data from the participants. SPSS version 25 was used
for data analysis, which generated information from the data into an observable pattern of
occurrence. The collected data were analysed using both descriptive and inferential statistics.
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4. Results and Discussion
4.1 Descriptive Analysis
4.1.1 Descriptive Statistics on Systems Automation

The study sought to find out the effect of systems automation on turnover tax compliance
among SME:s in Eldoret City, Kenya. Analysis of the response mean scores was conducted on
a continuous scale, where <1.5 represents strongly disagree, 1.5-2.4 represents disagree, 2.5-
3.4 represents neutral, 3.5-4.5 represents agree, and>4.5 represents strongly agree. A standard
deviation below 2 indicates that a few respondents deviated from the mean. A total of 5
statements were used to find out the effect of systems automation on turnover tax compliance
among SME:s in Eldoret City, Kenya. Results are presented in Table 1.

Table 1: Systems automation

Research question SD D N A SA Mean  Stdv
1. Systems automation has improved the F 2 40 1 156 15 3 88 118
accuracy of turnover tax filing. ’ ’
. . % 64 116 137 453 334
2. Systems automation has 1ncr§as§d the ease F 14 54 1 136 129 391 118
and speed of tax return submission.
o/ a1 187 297 1205 1274
3. Automation has reduced errors and F 2 41 14 145 122 3.88 1.20
misreporting in turnover tax declarations. ' '
) % 64 119 41 472 9 355
4. Adopting automated systems has g o451 154 106 377 124
increased my business’s consistency in
meeting turnover tax deadlines. o g1 131 32 448 308
5. The use of automated platforms has F 2.9 5 4. . 136 11.6 374 130
minimized the costs associated with ' '
turnover tax compliance % ] 4 157 26 395 337
6. Automation has increased fairness by F 23 53 14 167 97 379 118
standardizing turnover tax compliance ' '
procedures across SMEs. o, 6.7 125 41 485 282

The study results in Table 1 indicated that 271(78.7%) of the respondents agreed that systems
automation has improved the accuracy of turnover tax filing. In contrast, 62(18.0%) of the
respondents disagreed that systems automation has improved the accuracy of turnover tax
filing. The mean of 3.88 indicates that respondents agreed that system automation improved
the accuracy of turnover tax filings. The standard deviation of 1.18, which is below 2, indicates
that a few of the respondents deviated from the mean of 3.88. These findings agreed with
ANAN University Kwall, Nigeria et al. (2025)that increased utilization of e-filing, e-payment,
ITAS, and Tax-Pro-Max platforms significantly predicts revenue generation (f = 0.243, p =
0.016) and compliance rates (B = 0.280, p = 0.005), while higher automation adoption is
moderately associated with perceptions of enhanced transparency (y*(1) = 9.112, p = 0.003;
Cramer’s V = 0.3006).

Similarly, 265 (77.0%) of the participants agreed that systems automation has increased the
ease and speed of tax return submission, whereas 68 (19.8%) disagreed. With a mean rating of
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3.91, the findings indicate that respondents agreed that system automation has increased the
ease and speed of tax return submission. The standard deviation of 1.18, which is below 2,
indicates that a few of the respondents deviated from the mean of 3.91. The study findings
concur with those of Cooper et al. (2019), who found that tax automation improved registration
and payment compliance in Nigeria, but not filing and reporting compliance, due to the
complexity of using the electronic platform.

Furthermore, the study revealed that 267 (77.7%) respondents agreed that automation has
reduced errors and misreporting in turnover tax declarations. On the other hand, 63(18.3%)
disagreed that automation has reduced errors and misreporting in turnover tax declarations. The
mean rating of 3.88 indicates that respondents agreed that automation has reduced errors and
misreporting in turnover tax declarations, and the standard deviation of 1.20, which is below
2, indicates that a few respondents deviated from the mean. These findings concur with Luty,
(2021) who found that Tax compliance costs, penalties, and interest costs significantly
influence revenue collection.

The majority of respondents, 260 (75.6%), agreed that adopting automated systems has
increased their business’s consistency in meeting turnover tax deadlines. Furthermore,
73(21.2%) disagreed that adopting automated systems has increased their business’s
consistency in meeting turnover tax deadlines. With a mean rating of 3.77, respondents agreed
that adopting automated systems has increased their business’s consistency in meeting turnover
tax deadlines. The standard deviation of 1.24, which is below 2, indicates that a few of the
respondents deviated from the mean of 3.77.

Moreover, 252 (73.2%) respondents agreed that the use of automated platforms has reduced
the costs associated with turnover tax compliance. Conversely, 83(24.1%) disagreed that the
use of automated platforms has minimized the costs associated with turnover tax compliance.
The mean rating of 3.74 indicates that the respondents agreed that the use of automated
platforms has minimized the costs associated with turnover tax compliance. The standard
deviation of 1.30, which is below 2, indicates that a few of the respondents deviated from the
mean of 3.74. The study findings concur with Tanimu(2024) who show a 50% decrease in time
spent on tax-related tasks and a 40% reduction in error rates when using Taxpoynt compared
to traditional methods. User responses indicate high satisfaction with the platform's user-
friendly interface, available on mobile devices and in web browsers.

Lastly, 264(76.7%) of the respondents agreed that automation has increased fairness by
standardizing turnover tax compliance procedures across SMEs. Additionally, 66(19.2%)
disagreed that automation has increased fairness by standardizing turnover tax compliance
procedures across SMEs. The mean rating of 3.79 indicates that respondents agreed that
automation has increased fairness by standardizing turnover tax compliance procedures across
SMEs. The standard deviation of 1.18, which is below 2, indicates that a few of the respondents
deviated from the mean of 3.79. These findings agreed with the study done by Oritsematosan
Faith Dudu et al.(2024) who noted that machine learning and predictive analytics are Al
technologies that enable fintech firms to automate tax reporting, compliance monitoring,
auditing, and monitoring. Such Al-based systems have the capacity to minimize compliance
expenses, improve precision, and enhance the openness of tax operations, thus enhancing the
net efficiency of the tax reporting procedure.
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4.1.2 Descriptive Statistics on Turnover Tax Compliance

The study sought to determine the level of turnover tax compliance among small and medium-
sized enterprises in Eldoret City, Kenya. Analysis of the response mean scores was conducted
on the continuous scale: <1.5 representing strongly disagree; 1.5-2.4 representing disagree; 2.5-
3.4 representing neutral; 3.5-4.5 representing agree; and finally >4.5 representing strongly
agree. A standard deviation below 2 indicates that a few respondents deviated from the mean.
A total of 5 statements were used to determine turnover tax compliance among small and
medium enterprises in Eldoret City, Kenya. Results are presented in Table 2.

Table 2: Turnover tax compliance

Statement SD D N A SA Mean Stdv

1. My business has consistently F 30 56 11 146 101 3.67 129

comphgd with  turnover tax % 87 163 32 424 294
regulations over the past year.

2. My Dbusiness regularly files F 26 49 14 136 119 3.79 1.26
turnover tax returns on time.

% 7.6 142 4.1 395 34.6

3. My business has faced challenges F 35 54 16 136 103 3.63 1.33

in  maintaining turnover tax
compliance due to the complexity Yo 102 157 4.7 395 299

4. My business is committed to F 32 53 9 144 106 3.69 1.30

fﬁr?;ii%ta,{ulliwscomphance with 93 154 26 419 308

5. My business staff are adequately F 38 42 13 152 99 3.67 131

trained on turnover tax .
requirements % 11.0 122 3.8 442 2838

According to Table 2, 247(71.8%) of the respondents agreed that their business has consistently
complied with turnover tax regulations over the past year. Furthermore, 86 (25.0%) disagreed
that their business has consistently complied with turnover tax regulations over the past year.
The mean rating of 3.67 indicates that the respondent agreed that their business has consistently
complied with turnover tax regulations over the past year. The standard deviation of 1.29,
which is below 2, indicates that a few of the respondents deviated from the mean of 3.67. These
findings agreed with Gwokyalya and Okumu, 2023) indicate that SB taxpayers are uncertain
about the nature of the presumptive tax, that it is assessed based on annual sales, indicators
used to determine gross turnover, and their actual tax liability.

Secondly, 255(74.1%) of the respondents agreed that their business regularly files turnover tax
returns on time. The study further reveals that 75(21.8%) disagreed that their business regularly
files turnover tax returns on time. The mean rating of 3.79 shows that the respondents agreed
that their business regularly files turnover tax returns on time. The standard deviation of 1.26,
which is below 2, indicates that a few of the respondents deviated from the mean of 3.79. These
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findings are consistent with the study done by (2024), which shows that customer knowledge,
the convenience of payment, the Attitude of taxpayers, and penalties and fines were strongly
significant, with substantial negative correlations between taxpayer registrations and
corruption in TOT collection.

The study further revealed that 239 (69.4%) respondents agreed that their businesses have faced
challenges in maintaining turnover tax compliance due to the complexity of tax laws.
Additionally, 89(25.9%) disagreed that their business has faced challenges in maintaining
turnover tax compliance due to the complexity of tax laws. The mean rating of 3.63 indicates
that respondents agreed that their businesses have faced challenges in maintaining turnover tax
compliance due to the complexity of tax laws. The standard deviation of 1.33, which is below
2, indicates that a few of the respondents deviated from the mean of 3.63. Findings align with
those of Daniel and Faustin (2019), who found that 75.7% of respondents agreed they know
the tax laws, and 78.7% agreed they know the tax incentives available to SMEs. The results
further revealed that wear and tear, loss carried forward, and value-added tax (VAT) refund
were the most common tax incentives available to Rwandan SMEs, with 100, 94.1, and 95.6%,
respectively.

Furthermore, 250 (72.7%) respondents agreed that their business is committed to ensuring full
compliance with turnover tax laws. Additionally, 85(24.7%) disagreed that their business is
committed to ensuring full compliance with turnover tax laws. The mean rating of 3.69
indicates that the respondents agreed that their business is committed to ensuring full
compliance with turnover tax laws. The standard deviation of 1.30, which is below 2, indicates
that a few of the respondents deviated from the mean of 3.69. The results agreed with the study
done by Tarmidi(2019) that the need for certainty and the importance attached to tax
compliance have positive effects on the quality of an internal tax control framework.

Finally, 251 (73.0%) of the respondents agreed that their business staff is adequately trained in
turnover tax requirements, whereas 80 (23.2%) disagreed. The mean rating of 3.67 indicates
that the respondents agreed that their business staff is adequately trained on turnover tax
requirements. The standard deviation of 1.31, which is below 2, indicates that a few of the
respondents deviated from the mean of 3.67. The study findings align with the study done by
Kumi and Kwasi Bannor (2023) found tax reporting knowledge, tax calculating knowledge,
and tax payment knowledge to be the key factors influencing agrochemical traders’ tax
knowledge. It was also revealed that age, religion, and marital status positively influence
traders' tax morale.

4.2 Correlation Analysis

Pearson correlation analysis was carried out to show the strength and direction of the
association between independent and dependent variables. Table 3 presents the results.
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Table 3: Correlation Analysis Results

Turnover tax Systems automation
combpliance

Turnover tax compliance ~ Pearson Correlation 1

Sig. (2-tailed)

Systems automation Pearson Correlation  .736%* 1
Sig. (2-tailed) .000
N 344 344

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

The study findings in Table 3 indicated that systems automation and turnover tax compliance
among SMEs in Eldoret City, Kenya, were positively, moderately, and statistically
significantly correlated (r = 0.736**, p < 0.01). According to Orodho (2003), a strong
correlation indicates that two or more variables are highly related, whereas a weak or low
correlation indicates that the variables are only weakly related.

4.3 Regression Analysis

Linear regression analysis was run to establish the effect of the independent variable on the
dependent variable.

Table 4: Regression Model Coefficients

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Beta
Error
(Constant) .595 133 4.477 .000
System automation 450 .044 471 10.226 .000

The study results indicated that system automation had a positive and significant effect on
turnover tax compliance (Bl = 0.450, p < 0.05). This implies that a unit increase in system
automation was associated with a 0.450-unit increase in turnover tax compliance among SMEs
in Eldoret City.

4.4 Hypothesis Testing of the effect of systems automation on turnover tax compliance
among SME:s in Eldoret City

Hypothesis Ho: stated that systems automation has no significant effect on turnover tax
compliance among SMEs in Eldoret City, Kenya. The study results revealed that systems
automation has a positive and significant effect on turnover tax compliance among SMEs in
Eldoret City, Kenya (1 = 0.450, p < 0.05), thereby rejecting the null hypothesis (HO1). These
findings, which agree with Azmi et al. (2016), suggest that the TOE framework is helpful for
examining factors that affect SMEs' IT adoption decisions; the influence of perceived
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compatibility, complexity, relative advantage, and mimetic and regulatory pressure is
important for the adoption of a value-added tax (VAT)-compliant accounting system.

5. Conclusion

The study concludes that automated systems can be really effective in enhancing turnover tax
compliance among SMEs in Eldoret City. Most respondents agreed that automation improves
filing accuracy, accelerates the filing process, and minimizes mistakes and omissions. Also,
tax audits are accompanied by automation that raises taxpayers' awareness and provides a
motivating force for filing faithfully and maintaining proper records. A combination of these
factors constitutes positive contributors to compliance behavior.

6. Recommendations

Tax authorities should continue to invest in and improve automated tax systems further to
increase the accuracy and efficiency of turnover tax filing and reduce errors. Regular updates
and user-friendly interfaces will encourage greater adoption among SME:s.

Engagement between tax authorities and SMEs through forums, workshops, and feedback
mechanisms can help identify challenges in tax compliance and tailor reforms accordingly.
This collaboration will foster a cooperative environment and improve voluntary compliance.
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