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Abstract

Tax constitutes the principal source of government revenue and the beauty of any
government is for its citizen to voluntarily execute their tax obligations without much
coercion and harassment. However, tax compliance among SMEs in Kwara State is poor
such that they were being forced to pay either by locking up their business outfits or waylaid
during marketing or transportation of their products.. Therefore, this study evaluates the
Jactors that influences SMEs owners to willingly comply with tax obligation in llorin
metropolis. A cross sectional survey design was adopted and sample size of one hundred and
two (102) registered firms were selected — The primary data, which were collected through
self-administered questionnaire, were treated statistically using simple percentage and
probability multiple regression model (probit). The siudy reveals that all the variables. audit
probability and fine rate (APF), tax movale (TM), tax fairness (TF) as well as frust in
Government (TG) have positive significant effect on tax compliance in Ilorin metropolis

(prob =0.004), 0.0175, 0.0060 and 0.0260 respectively at 5% level of significance. The study

concludes that both deterrence (audit probability, fines and penalties) and socio-
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psychological factors (TM, TETG) exert significant impact on tax compliance in Kwara
State. However, it was recommended that: (i) Kwara State government and its tax
authorities should increase tax audit and penalty/ fines for non-compliance, (ii) build trust
in taxpayers by being honest with the use of tax proceeds. (iii) Also SMEs should be levied
bearable tax liability in order tom pave way for SME growth, give them beiter chances of
survival in a competitive market with a view to stimulate move tax compliance and

sustainable economic development in the stale.

Keywords: Taxation, Compliance, Deterrence, Trust, Morale
JEL CODE: MM4

Introduction

One important aspect of the country's finance is its potential revenue which
may be derived from various sources such as crude oil, agricultural produce,
imported and manufactured goods. Studies including, Torgler (2011); Akan and
Odita (2013); Lambe, (2015) have shown that taxes form major part of the
government revenue worldwide, but not every government has been able to
effectively exploit this great opportunity.

Tax revenue is an important instrument for economic growth and
development in any developing country and it goes a long way in making funds
available for the provision of public goods. However, the amounts of revenue
derivable from taxes for executing its expenditure programs depend on the
willingness of the taxpayers to comply with tax laws of the country (Abdulrasaq and
Adafula,2013).

Mukhlis, Utomo and Soesetyo (2014), stressed further that the size of a
country's tax revenue is determined by the extent of tax compliance of its
community, such that the larger the tax base and the greater the level of tax
compliance, the greater the country's ability to raise funds from taxes and vice-versa.
Thus, taxes constitute the principal source of government revenue and the beauty of
any government and any good tax system is for its citizen to voluntarily execute their
tax obligations without much coercion and harassment.

Fakile (2011) stated that Nigeria is governed by a federal system and the
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governments' fiscal power is based on a three-tier tax structure divided among the
Federal, State, and Local governments, each of which has different tax jurisdictions.
The federal government controls all the major sources of revenue like import and
excise duties, mining rents and royalties, petroleum profit tax and company income
tax, value added tax among other revenue sources.

Worthy of note is that State and local government taxes are minimal, hence,
this limits their ability to raise independent revenue and so they depend solely on
allocation from federation account. The downturn in the oil sector has put greater
pressure on the three-tiers of government to generate more revenue in order to meet
electoral promises in terms of provision of basic necessities and infrastructure for
the economic empowerment of its people. To achieve these goals, taxpayers needs to
pay their taxes willingly and timely.

On the contrary, Asaph (2008) and Alabede, Ariffin and Zaimah (2014)
revealed that there have been problems of low tax compliance in many developing
countries of which Nigeria is not an exception.

Given that states are components of the country, what is happening at the
country level must have emanated from among the states. What therefore could be
responsible for the compliance and invariably factors that may shape tax payers
bevaviour in Kwara State using Ilorin metropolis as a reference point.

This scenario led to the test of following hypotheses:

H_,: audit probability and fine rate has no significant impact on tax
compliance

H,,: tax morale has insignificant effect on tax compliance

H . tax fairness does not have significant effect on tax payers' compliance
and;

H_,: taxpayers' trust in govemment has no significant effect on tax

compliance

Non tax compliance is a continual and growing global problem in many

developing countries, including Nigeria; it had bedeviled the Nigeria tax system
right from the colonial time till date (Adegbie and Fakile, 2011). Kwara State 1s not
left out in these acts of non compliance which poses serious challenges to
mobilisation of tax revenues. Hence, there is the need to investigate the determinants
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of tax compliance establish the underlining factors which tax authorities have to be
aware of in a bid to increase the level of tax compliance and revenue in the State.

2.Review of Literature
Conceptual Clarification

Tax is a civic contribution imposed by the government on her subjects
(individual and corporate bodies) with a view to financing its core responsibilities of
ensuring optimum public welfare socially, economically and politically (Kabiel and
Nwokah, 2009).The study of the teachings of Christianity, Islam and other
prominent religions in the world shows that tax is a religious duty which is based on
social and civil responsibilities (Agbetunde, 2010). The religious backing for tax
payment could also be found in Mathew: Chapter 22 verve 21, Mark: Chapter 12
verse 17 and Quran Chapter 6 verse 141 where it was summarized that what belong to
Caesar must be given to Caesar and Zakat (tax) must be paid when there is income
and must be paid on the day of harvest (i.e. as at when due)

Soyode and kajola, (2006) in their own submission view tax as a compulsory
extraction of money by a public authority for public purposes. Lambe, (2015)
describe taxes as an important fiscal policy tool for growth and development, in other
words, tax is a levy on income of persons or companies, which provides definite
source of revenue for government expenditures. Nightingale (2001) identified six
reasons for taxation to include provision of public goods, redistribution of income
and wealth, promotion of social and economic welfare, economic stability and
harmonization and regulation.

Taxation is therefore a system of mobilizing money for the benefit of the

generality of the people within a particular society, by means of contributions from

individual persons or corporate bodies hence, if tax revenue is efficiently managed, it

will assist the government in providing basic amenities for its citizens.

Tax compliance can be defined as the degree of willingness with tax laws and
administration that can be achieved without the immediate threat or actual
application of enforcement activity (Fakile, 2011). Also, Asaph, (2008) defined tax
compliance as true reporting of the tax base, correct computation of the liability

(accuracy), filing of the returns in time, and timely payment of the amounts due
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(timeliness) and of which contrary leads to non-compliance.

McBarnet, (2001) divided tax compliance into three different forms first; he
defined committed compliance as a form of compliance which refers the taxpayers'
willingness to pay their taxes without any complaints. Secondly, he added
capitulative compliance as reluctantly giving in and paying taxes. Lastly, creative
compliance is defined as engagements to take advantage of the gaps in the tax law,
possibilities of lowering the income level or to arrange a new expenditure policy
according to tax obligations by not violating the obligatory base.

Kirchler (2007) defined tax non-compliance as the failure of taxpayer to
meet tax obligations whether the act is done intentionally or unintentionally and that
this may occur through failure to file tax returns, misreporting taxable income or
misreporting of allowable subtractions from taxable income or tax due such as
exemptions, deductions, tax credit among others. Akan and Odita, (2013) stated that
there are tax protesters and tax resisters. Tax protesters attempt to evade the payment

of tax using frivolous interpretations of tax laws, whilst tax resisters refuse to pay tax
for some conscientious reasons (because they do not wantto support the government
or some of its activities).

Tax non-compliance is a universal phenomenon hindering efficient tax

revenue productivity in both developing and developed countries (Alabede, Ariffin

and Kamil, 2011).This means that the higher the tax payers' compliance the higher
the revenue, and the more likely government will put in place developmental plans
for the enhancement of the living standard of the people.

Determinants of tax compliance have been studied by various researchers,
such as Kirchler, (2007); Nichita, (201 2); Alabede, (2014) among others. Thisisas a
result of the importance of these determinants in aiding tax levying and provision of
public goods. Kirchler, (2007) provided a thorough description of the determinants
of tax compliance dividing them into three categories; social psychological
determinants comprising attitudes, different types of norms, fairness, perception as
well as motivational features relating to tax compliance, political determinants such
as complexity of law and tax sysiem or fiscal policy, and economic determinants

such as rational decision making process, and the effects of audits fines, tax rates,

income on tax behaviuor.
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Nichita, (2012) in her study grouped the factors into five categories
including: (i) economic factors comprising audit probability, fines, tax rates,
income; (ii) political-legislative-which are the complexity of fiscal legislation,
instability of regulations, excessive regulation; (iii) socio-psychological- includes
attitudes, norms, perceptions, motivational postures, trust in authorities, power of
authorities: (iv) Zax morale which is intrinsic motivation of paying tax levies and (v)
neurological factors- which are physical states corresponding to emotions, like
happiness.

Nichita, (2012), stated that the classical economic model of tax evasion as
developed by Allingham and Sandmo, (1972) assumes there are four different
determinants that shape taxpayers' behavior such as audit probability, fines, tax rates
and income. This model argues that tax compliance depends only on enforcement,
given that the declared income is a positive function of the penalty and the
probability of being caught.

According to Kirchler, (2007) a tax audit is an investigation made by the tax
authority in order to verify the accuracy of tax returns and attempt to detect non-
compliance behaviour and activities while audit probability is defined as the number
of tax returns assessed (audited) divided by the number of tax returns received. Very
few tax payers will like to be involved with tax audits for fear of being caught and
penalized. The execution of penalties is important as the economic model further
states that tax evasion decreases when audit probability and fines increases.

Mckerchar, (2001) stated that a marginal tax rate is determined by the
amount of taxable income, and that a higher tax rates compared to the level of
income will lead to non-compliance. Although, economic deterrence models are
relevant in shaping compliance behavior, but other behavioral factors have also been
found to influence compliance decisions.

(ii) Tax Morale

Tax morale is an intrinsic motivation for individual to pay taxes (Torgler,
2007). It relates to taxpayers' attitude or the moral obligation to pay taxes which
influences their behavior.

Pope and Mohdali, (2010) argue that tax morale is mostly influenced by elements in
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the external environment namely government, the tax authority and society as well
as an individual's own attitudes shaped by moral and religious beliefs. Individual
attitudes are considered as moral and religious beliefs.

Studies including Asaph, (2008); Fakile, (2011) have shown that the
determinants of tax morale encompasses all the non-enforceable aspects of tax
compliance either extrinsic (external) or intrinsic (internal). Therefore, tax morale is
a major determinant that influences taxpayers to comply voluntarily with tax laws.
Tax morale emphasizes that taxpayers' internal motivation, social norms, personal
values, cognitive processes and sense of moral obligation to pay taxes can help to
explain the motivation for voluntary tax compliance.

Thus, positive morale may signal higher voluntary compliance while
negative morale will signal lower voluntary compliance (Modugu, Eragbeh and
Izedonmi, 2012). It is then anﬁcipated that through a better understanding of tax
morale, tax compliance can be improved.

(iii) Perception of Tax Fairness

The extent to which the tax payers perceive a tax system to be fair influences
their attitude to pay taxes (Abdulrasaq and Adafula, 2013). However, Alabede,
Ariffin, and Idris, (2011) postulated that, a tax payer whose motive is to demonstrate
his beliefs in a system will evaluate the fairness of the systems with objectivity
whereas the taxpayer whose attitude is motivated by what benefit to derive from the
system may label the tax system fair only if he is benefiting from it. The complexity
oftax laws could also influence the compliance of tax payers.

Cummings (2005) stated that individuals believe that tax system that treats
everyone equally, implementing horizontal justice is considered as fair while the
quality comes when people can see that tax revenues are being used to provide
valuable goods and services in an efficient way. Therefore, an unfair tax system

could enhance the incentives to rationalise cheating.

(iv)Trust in Government and Tax System

Trust is a predictor of voluntary compliance, which is achieved without

enforcement, based on taxpayers' willingness to act in the interest of their peers and




perform their duties as citizens in response to authorities' trustworthiness. Likewise,
power is a predictor for enforced compliance, which is achieved through
enforcement strategies (audits, penalties), based on taxpayers' risk and penalty
aversion (kirchler, Hoezl and Wahl, 2008).

Winnicki (2013) stated that a well-ordered tax structure Increases the trust in
government, decreasing the incentives to get involved in illegal tax activities. The
confidence in the state and willingness to comply increases as the perception of a
strong judiciary system is more common. People are more willing to comply when
they are treated equally by the tax law and state authorities and eager to contribute
with a government that is willing to spend their money in a proper way and increasing
the welfare of the society

The efficiency of the tax authorities in collecting revenues, tracing frauds and
penalizing tax offenders is important to keep tax compliance high. These aspects of
trust and administrators efficiency have stronger effect on individual, than
enforcement methods used by governments.

Theoretical Framework

This study is based on deterrence model and expectancy theories of
motivation.The deterrence theory focused on the degree to which punitive fines and
increased audits or stricter enforcement could serve to deter tax non-compliance. It
was founded by Becker, 1968 and it is always referred to as the Beckerian economics
of crime model. The model argues that tax compliance depends only on enforcement,
given that the declared income is a positive function of the penalty and the probability
of being caught. In this respect, increasing the probability of tax audits and Imposing
a large penalty rate in case of evasion would help the government to reduce tax
evasion. Economic models clearly predict that higher penalties and audit
probabilities should discourage non-compliance. Alabede, Ariffin and Idris, (2011)
further stressed that this theory of tax compliance makes taxpayers to pay tax as a
result of fear and sanctions. Hence, the need for enforcement would reduce non
compliance.

The expectancy theory of motivation on the other hand argued that the
strength of a tendency to acts depend on the strength of an expectation that an acts
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will be followed by a given outcome and on the attractiveness of that outcome to the
individual (Oyadonghan and Igbeng, 2013). This means that the extent to which tax
payers comply with tax payments depends on the attractiveness of the benefit
received from the state. Although the social political theory of taxation does not
promise any benefit on the tax payer, it necessitated tax payment as a civil duty or
responsibility without expecting a commensurate benefit or none from the
government.

However, the relationship between taxpayers and state can be seen as a
relational or psychological contract which involves strong emotional ties and
loyalties (Winnicki, 2013). Individual sees payment of tax as a means of
contributing their quota to the cost of providing social goods by government (Appah
and Oyadoghan, 2011). Therefore, the expectation of tax payers is that government
will make provision of social goods and services a priority since an individual

cannot provide public goods by themselves.

Methodological Review of Literature

A number of studies have investigated the factors that can influence tax
compliance both within and outside the country. Cummings, (2005) used both
survey and field experiment to investigate the effects of cultural norms on
compliance. Results showed that, the observed differences in tax compliance levels
of Europeans countries under study can be explained by differences in the fairness of
tax administration, in the perceived fiscal exchange, and in the overall attitude
towards the respective governments.

Abdulrazaq and Adafula, (201 3) evaluated taxpayers' attitude and 1ts
influence on compliance in Ghana using ANOVA method of analysis found that the -
taxpayers will continue to comply if the benefits from the government increases and:
tax rates were evenly distributed. f

Mukhlis, Utomo and Soesetyo (2014) investigated the factors that may: affect i
tax compliance of SME enireprencurs in East Java, Indonesia using quantitative and
qualitative approaches The results showed that tax compliance can be built through -~
tax faimess formed through the life of the entrepreneurs themselves and tax fairness

built through increasing the understanding about taxes for the SME entrepreneut: . 7~
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Chirkos, (2015) investigated the relationship that exists between major tax
compliance variables and the attitudes and behavior of both compliant and non-
compliant selected individual taxpayers in Ethiopia, Amhara region. The study
employed a mixed method approach drawing data using survey instrument and
taxpayer interviews. It was revealed that tax morals, tax fairness tax awareness and o
alesser degree, tax enforcement have direct impact on taxpayer compliance.

Modugu ez al (2005) in their assessment of government accountability and
voluntary tax compliance in Nigeria found that the citizens' perception of
government accountability is an instrumental factor that shaped the tax morale
resulting into compliance.

Fagbemi and Abo gun (2010) examine the impact of tax morale on voluntary
tax compliance in Kwara State, using Pearson correlation and multiple regression
analysis method. The study showed that tax morale has impact on voluntary
compliance. Fakile (2011) analysed the effect of tax payers' morale on tax
compliance in Nigeria. The result of the multiple regression analysis revealed a
significant correlation between tax compliance and tax morale.

Alabede ezal(2011) investigated the moderating effect of financial condition
and risk preference on relationship between taxpayers' attitude and compliance
behaviour. The data were statistically tested using moderated multiple regression,
and the result revealed that taxpayer's attitude towards tax evasion is positively
related to compliance behavior which means that attitude plays vital role in shaping
compliance behavior of taxpayers.

Akan and Odita (2013) studied the effects of tax morale on tax compliance
and tax policies in Nigeria. The data were regressed using multiple regression
analysis and the result showed that social norms, attitude towards government, tax
evasion and tax avoidance have significant effect on tax morale. On the other hand,
there is no significant effect of attitude towards legal system and traditional
institutions on tax morale.

Oyadoghan and Igbeng (2013) studied the effect of motivation on tax
compliance considering the theories of social capital, goal oriented tax policies,
expectancy and public participation in policy formulation in Niger Delta Region of

Nigeria. The study revealed that expectancy, social capital, and goal oriented tax
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policies improve tax compli.ance. Alabede, (2014) in a further study, focused on the
differences in individual taxpayers' compliance behavior across demographic
variables using the data extracted through a survey of individual taxpayers in
Nigeria. The data were statistically treated using ANOVA technique. The study
revealed that the demographic factors significantly affect taxpayers' compliance
behaviour in Nigeria.

Having reviewed the past literatures and their contributions to knowledge, it
was found that most of the studies carried out were based on socio-psychological
factors which were suggested to bring about compliance (Fagbemi and Abogun,
(2010); Modugu et al, (2012); Akan and Odita (2013); Alabede, (2014). However,
this cannot ensure total compliance as Chirkos, (2015) stated that a tax system that
combine both penalties and rewards is more effective in maximizing compliance
than a system that focuses solely on sanctions and vice- versa.

Therefore, this study investigates both deterrence variable (sanctions/ deterrence) as
well as socio- psychological (motivation) determinants of tax compliance in Ilorin
metropolis, Kwara State..

Methodology

Model Specification

Fagbemi and Abogun (2010) identified the relationship between tax compliance
and its determinants as:

COM=B,+B, TM+B,TGHB,CN+€....evverinnennn... (1)

Where;

COM = Tax compliance

TM=Tax morale

TG=Trust in government

CN = Cultural norms

€= error term,

However, due to the nature of this study and the objectives pursued, the above model
was adopted but with modification in terms of inclusion of two variables (tax

fairness and audit probability and fine rate) and removal of cultural norms which
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they found to be insignificant. The modified equation s given as:
TCOM={(APF,TM, TF, TG)

Pr(TCOM <j| X |, X ,,... X, ) =B, +B,APF .+ B,TM ,+B,TF .+ B, TG + ui)

Where:

Pris probability; J, which ranges from 1-5

APF = Audit probability and Fine rate

TM = Tax morale

TF = Tax fairness

TG =Trustin government

TCOM =Tax compliance

u=Random error term

B ,_intercept, B, ., B, and B, =coefficients of independent variables

The apriori expectation is such that, 8,>0, §,>0, p,>0 p,>0. By implication, a positive
relationship is expected between deterrence variable (audit probability and fine
rate) and tax compliance on one hand, and between socio-psychological factors (tax
morale, tax fairness, and trust in government) on tax compliance on the other hand.
The inclusion of two variables (audit probability and tax fairness) to replace cultural
norms (CN) makes the difference, because the findings in Fagbemi and Abogun,

(2010) revealed that cultural norms has no significant effect on tax compliance.

Research Procedure
This study adopted cross-sectional survey design which is considered
suitable when data are collected from a population through questionnaire

distribution. Under this cross sectional survey design, data relating to the variables

are collected to describe the relationship between the variables under study. Thus,
tax compliance is the dependent variable while APF, TM, TF and TG are the
independent variables

The targeted population and sample size for this study comprises of the one
hundred and thirty seven (137) small and medium scale enterprises (SMEs) which
are registered members of SMEDAN of which one hundred and fourteen operates
in Ilorin metropolis (114). The sample size of one hundred and fourteen (114) was
chosen because the bulk of these SMEs are located within the metropolis. This
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sector is chosen because of high propensity of non compliance acts that is prevalent

among them due to difficulty in capturing them into the tax net since most of them

are not registered with the government.

The questionnaire is divided into two parts. The first parts accounts for
relevant demographic data of the respondents while the second parts consists of four
operational questions for each of the four variables of the study i.e. audit probability
and fine rate, tax morale, tax faimess and trust in government. Self-administered
questionnaire was designed according to the objectives of the study with mostly
close ended questions, using a 5 point Likert scale ranging from 1-strongly agreed to
5—strongly disagreed.

The data collected in this research work were analyzed using simple
percentages and probability multiple regression model (probit) which is useful in
determining the predictive strength of the independent variables on the dependent
variable.

This study focused on individual business owners in Ilorin metropolis who
are duly registered with Small and Medium Scale Enterprises Development Agency
(SMEDAN) because majority of these enterprises are located within the metropolis.
The choice of this sector is as a result of the acts of non compliance prevalent among
the Small and Medium scale Enterprises (SMEs) /self employed (Spicer and
Lundstedt (1976). More so, this study is limited to these registered businesses for
contro] purpose between January and September 2016 for datareliability

4. Results and Discussion of Findings

Out of the one hundred and fourteen (114) copies of questionnaire
distributed, one hundred and two (102) were received while the remaining eleven
were either not returned or not completed at all.

First, data on demographic variables are presented and interpreted followed
by testing the reliability of the operational variable items. The interpretation of
estimated parameters from the probit regression models was presented thereafter
followed by test of the research hypotheses.




Table 1: Demographic Variables of Respondents

UNIOSUN INTERNATIONAL JOURNAL OF ACCOUNTING AND FINANCE

Characteristics

Number

Percentage (%)

Curnulative %

Respondent status

Owner

Y,

76

76

Manager

25

24

Total

Male

68

67

Female

34

33

Total

Age of respondent

25-34 years

35-44 years

45-54 years

55 years and above

Total

Educational qualification

Primary School

Secondary School

Diploma Certificates

Graduates: University/ Polytechnic

Higher Degree Holders

Total

Age of the firm

1-5 years

6-10 years

11-15 years

15 years and above

Total

Industry classification

Trade

Services

Manufacturing

Others

Total

Staff strength

1-20

21-40

41-60

Source: Field Survey, (2016).
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Table 1 shows that 75.5% of the respondents were business owners while
24.5% are managers: However, of the total sample, the male gender constitutes
06.7% while the female gender represents 33.3%. The age grouping indicates that
majority of the respondents were between 45-54 years old while 52.9% and 7.8 were
above 55 years of age. In terms of the academic qualification, 62.7% of the
respondents hold a bachelor degree and above, 20.6% hold diploma certificates and
16.7% are secondary school certificates.

How long the SMEs respondents have been in existence is very important in
this study as it gives assurance of the respondents in terms of quality of information
supplied by the respondents. Evidence from table 1 shows that 12 respondents
representing 11.8% have been in existence for at least 5 years, 46 respondent
constituting 45% have been in the business for 6 to 10years, while 28 respondents
constituting 27.5% have been in existence for 11-15years, 16 respondents
constituting 15.7% have been in existence for above 15years.

Further analysis shows that the respondents of this study also cut across
several forms of occupations; for instance, 54.9 % engage in trading activities,
37.3% are in service activities and 7.8% are in production activities. In terms of staff
strength, the descriptive statistics shows that majority of the SMEs sampled (72.6 %)
have a total number of the staff between 1-20. and the least staff strength presented
by the respondent 4.9%.

Table 2; Reliability Statistics

Cronbach's Alpha Numbers of Items

0.695 20

Source: Authors' Computation, (2016).

The reliability of the scale and/or the questionnaire (instrument) used for the
operational variables was determined using Cronbach's Alpha test, which indicates
that there is internal consistency in measuring the 20 variable items at 0.695.

Therefore, since the coefficient obtained exceeds 50%, we can say the data obtained
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for the study are anything to go by due to its high reliability and internal consistency.

Table 3: Model Result and Hypotheses Testing

Variables Coefficient | Std. Ervor| z- statistict Prob dy/dx

Audit probabiiity and fne rate | 0.555295 | 0.240832 | 3.392629 1 0.0046 106.122i98
Tax Morale 0.442060 | 0.242258 | 2.295663 | 0.0175 | 0.1837066
Tax fairmess 0.107658 | 0.038794 { 3.055178 | 0.0060 |9.225535

Trust in Government| 0.265452 | 0.164242 | 2.616223 | 0.0260 0.1250689
R-squared 0.512481

Adjusted R-squared | 0.500342

LR statistic 2.787160
Prob. 0.00001

Authors' Computation, (2016).

To achieve the objectives of the study, table 3 shows the effects of
determinant of tax compliance in llorin metropolis. Using probit multiple regression
analysis, the results obtained from the static model indicates that the overall
coefficient of determination R-squared (R”) is 51.25% which signifies that the
equation hasa good fit.

The signs and magnitude of the coefficients signify the effects of determinant
of tax compliance in Tlorin metropolis. It indicates that all variables: audit
probability and fine rate (APF), tax morale (TM), tax fairness (TF) and trust in
Government (TG) are positive and significant. Additionally, four of the variables
audit probability and fine rate (APF), tax morale (TM), tax fairness (TF) and trust in
Government (TG) concur with a priori expectation.

In line with the first objective, the coefficients of audit probability and fine
rate (APF) (p=0.0046) signify positive significant impact on tax compliance. This
means that if tax authority should audit the SMEs owners at regular intervals and
evaders were duly penalized, there is probability that tax compliance will increase by
1.2%. This result is consistent with the study of kircchler ef a/, (2008) and Ayanduba
etal, (2012)but disagree with Mudugu et a/, (2006)

With respect to second objective, tax morale (TM) has a positive significant
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effect (P=0.0175) on tax compliance in Ilorin Metropolis, this means that if tax
morale increases by 1.8% then compliance level will increase. This result is in line
with Fagbemi and Abogun, (2010) Fakile (2011).

Addressing the third objective, the study in table 3 reveals that tax fairness
(TF) has a positive significant effect on tax compliance as indicated by (p=0.0060).
This means that if the tax system 1s beneficial to the taxpayers, there is likelihood of
them complying with the tax rules and regulations, and raises the revenue base of the
government in Kwara State. This result is consistent with the findings of Chirkos,
(2015); Atawodi and Ojeka, (2012), who reported that lower tax rates will bring
about voluntary compliance from the SMEs

Moreso, the significant coefficient (P = 0.0260) of TG indicates that Trust in
government (TG) has a positive significant effect on tax compliance in Ilorin
Metropolis. By inference therefore, an increase in tax payers' trust in government
will lead to increase of 1.3% in tax compliance. The finding is in line with the
conclusion recorded by Oyadonghan and Igbneng, (2013).

In other word, if government is transparent in their accountability and
spending of tax revenues, it will improve the level of SMEs owners' compliance;
therefore the tax compliance will increase by 1.3%. The significant coefficients of
audit probability and fine rate (APF), tax morale (TM), tax fairness (TF) as well as
trust in Government (TQG) variables (prob= 0.0046, 0.0175, 0.0060 and 0.0260
respectively at 5% level of significance clearly signify a their positive significant
effect on tax compliance in Ilorin metropolis.

Overall, the findings from this study revealed that the determinants in this
study (both socio-psychological factors and deterrence) jointly influence the
direction of tax payers' compliance in Ilorin metropolis. Hence, these factors can be
stated in the degree at which it has influence on the tax payers; trust in government,

tax fairmness, tax morale, audit probability and fine rate.

5. Conclusion and Recommendations

Positive and significant relationships were established between the
variables deterrence and socio-psychological factors in Ilorin metropolis and tax
compliance. The study confirms the significant influence that audit probability and
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fine rate, tax morale, tax fairness and trust in government have on tax compliance.

Based on this result, it was concluded that many SMEs owners will like to comply
with tax payment if it is perceived that the rate of transformation from tax payment
to public goods provision is high. Summarily therefore, it can be said that SMEs
owners deliberately remained non—compliance due to lack of trust in the
government and tax officials. Therefore, enhancing taxpayer's morale will enhance
tax compliance in [lorin Metropolis, while increase in tax audits and penalties will
instill fear in the mind of tax payers and thereby enhance tax compliance.

From the conclusions above, the study therefore recommends that:

1) The government of Kwara State should improve on tax audit while fine rate
(penalty for non-compliance) should be increased as the fear of being
caught would be sufficient to act as a deterrent to non- compliance. This
will lead to an increase in the level of tax compliance

ii) Government should find ways of enhancing taxpayer's morale (acting on
their electoral promises) in order to increase their compliance.

iv)  The government of Kwara State and its tax authorities should pay attention
to encouraging the citizens to build trust in them. Also, the system of
taxation should be transparent, and the government should be honest with
the use of tax proceeds to enlist tax payers compliance. Thus, Thus, the
state government should explore these factors and make use of them so as to
motivate the tax payers to voluntarily execute their tax obligation without
much coercion or harassment.
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