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Introduction 

Background  

In the interest of simplifying tax management and enhancing tax compliance level for small businesses, the government of 

Zambia under Levy Mwanawasa’s regime introduced turnover tax system in 2004 (JCTR,2011).This tax system replaced 

more complex tax systems  that small businesses were subjected to such as Valued Added Tax, Income tax  etc. The study 

carried out by Nalishebo & Halwampa(2014) indicated that the motive of introducing a simpler tax system for small and 

medium enterprises (SMEs)  by the government was to  improve compliance levels which was a challenge by small 

businesses and  subsequently, increase turnover tax collection.  Turnover tax is available to individuals or small businesses 

whose annual turnover (sales) is K800, 000 and below (Dejene, 2020). Turnover tax is calculated on monthly gross sales at a 

4% rate in Zambia. All turnover tax payments are due by the 14th of the subsequent month. Small businesses whose annual 

turnover over (sales) are K800,000 and below are required by law to be registered for this tax type (ZRA Turnover Tax 

Brochure, 2016). However, certain businesses are exempted from registering for turnover tax by their nature. Such as those 

into consultancy like lawyers and those into mining operations regardless of their annual turnover size.Turnover tax system is 

usually favourable for small businesses as it was introduced to simplify tax management for small and medium enterprises 

(Dejene,2020). In the case of Solwezi District, the area is characterized by small and medium enterprises (SMEs). According 

to the Northwestern chamber of commerce report (2019), the presence of the mines in the province has led to an increase in 
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The main aim of this research study was to inquire into factors affecting turnover tax collection 
amongst SMEs in Solwezi District. There has been a rapid increase in SMEs being mushroomed in 
Solwezi District. North Western Chamber of commerce report (2019) has attributed this increase 
of SMEs to the mining activities in the province. With the increased number of SMEs in the 
District, it is expected that turnover tax collection is likely to increase, yet in practice actual 
collection is below target. This study employed mixed research approach, relying upon purposive 
and simple random sampling techniques to gain insight into the nature of business conduct and 
impediments to payment of turnover tax. The purposive sampling component targeted SMEs 
registered for turnover tax, while the random sampling component applied to this sub-sample. 
Sample size was made up of 80 respondents, questionnaires were distributed and interviews 
were conducted. The study found that introducing taxation as a compulsory subject in the 
Zambian school curriculum would instil compliance culture at a mass level and improve tax 
collection. It was found that a number of SMEs had encountered difficulties in making payments 
and admitted that rate of turnover tax was high resulting into poor performance of turnover tax 
collection. The study concluded that a simplified mode of payment, fair turnover tax rate and 
good taxpayer education programs would improve turnover tax collection. The study 
recommended putting in place punitive measures to check those SMEs that choose not to 
comply; formulate unique taxpayer education programs specifically for SMEs; strengthen 
turnover tax collection management; ensure a simplified mode of payment that is user friendly 
and simple return submission process and ensure a fair turnover tax rate. 
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the number of small businesses in the area. Despite the higher population of small scale businesses in the  District, their 

contribution in terms of paying turnover taxes was still low (Auditor general’s report,2016).The recent Auditor general’s 

report (2020) has indicated 6.79% deficit in turnover tax collection across the country (target K161,867,811 actual collected 

K150,870,036  leaving a gap of K10,997,775). It is therefore, from this background that the researcher sought to look into 

factors that influenced the collection of turnover tax in Solwezi District.Furthermore, existing empirical evidence clearly 

indicates that small and medium enterprises (SMEs) are usually affected by a number of factors with regard to their tax 

obligations such as knowledge gap (taxpayer awareness), mode of payments, rate of turnover tax. 

 

Statement of the Problem 

There has been a rapid increase in a number of SMEs being mushroomed in Solwezi District, mainly attributed to the mining 

presence in the region (North Western Chamber of commerce report, 2019). The Auditor general’s report (2016) has 

however, indicated that there has been less contribution from SMEs in the District in terms of turnover tax collection. The 

recent Auditor general’s report (2020) has recorded a 6.79% deficit in turnover tax collection across the country (target K161, 

867,811 actual collected K150, 870,036 leaving a gap of K10, 997,775). Despite the rapid mushrooming of SMEs in the 

District, it is expected that turnover tax is likely to increase, yet in practice actual collection is below target. What could 

explain this? Would this be as the result of a lack of compliance, or high tax rates or just some other yet unknown factors? 

This study was undertaken to bridge the research gap through discovering factors which influenced the collection of turnover 

tax in Solwezi District. The study also, proves to be valuable to the 2017 Economic Stabilization and Growth Programme 

whose major objective was improved taxation in Zambia. This research provides new insights into factors affecting turnover 

tax collection amongst SMEs in Solwezi District.The research seeks to find answers as to why there has been a poor turnover 

tax collection despite having a huge population of SMEs in the area. 

 

Objectives 

The main objective of this research is to determine the factors influencing the collection of turnover tax in Solwezi District. 

The specific objectives are: 

i. To investigate the influence of taxpayer education on turnover tax collection. 

ii. To determine how the mode of payment influences turnover tax collection. 

iii. To assess the impact turnover tax rate on the collection of turnover tax. 

 

Literature review 

SMEs Overview  

In the study conducted by the World Bank Group in partnership with DFID (2007), about tax system for micro and small 

businesses, the paper clearly stated that the definition of small and medium enterprise (SME) is two folded. The first one is 

that of statistical record and the other one for tax purposes. For statistical record, the number of employees is frequently used 

as the key factor determining whether a business is of micro, small, or medium size. For instance, the European Commission 

(EC) in statistical terms defined micro small enterprises (MSEs) as firms with 0 to 9 employees; 10 to 99 employees as small 

enterprises; and 100 to 499 employees as medium enterprises. On the other hand, for tax purposes, business turnover or sales 

are the most widely used criteria to define small and medium enterprises. The Zambia Revenue Authority (2016) annual 

report defines SMEs as generally small businesses whose annual turnover is K800, 000 and below. This threshold varies 

considerably from country to country. These SMEs by law are required to contribute to the government treasury in the form 

of taxes. The tax type registered for by SMEs depends mainly on the size of turnover (sales).   In Zambia any person carrying 

on any business with an annual turnover of K800, 000.00 or less as well as any person whose business earnings are subject to 

withholding tax and it is not the final tax are liable to Turnover tax (Mulenga, 2011). However, it must be noted that certain 

businesses are exempted from registering under turnover tax by their nature, such as those into consultancy like lawyers and 

those into mining operations. Any person carrying on a business with an annual turnover of more than K800, 000.00 is liable 

to Value added tax (VAT) and Income tax (2018,ZRA Brochure). 

 

The role of SMEs 

Small and medium enterprises (SMEs) are recognized as the main engine for growth and development in most economies. 

Among other positive contributions by SMEs in the country, include job creation as indicated by Shahrodi (2010) in his 

study. Another study carried out in Uganda found that SMEs contributed about 70 per cent to its GDP. SME therefore, have a 

catalytic impact on economic growth, income and employment generation (Steel & Webster, 2000). Another study carried 

out by Panitchpakdi (2006) equally stated that SMEs were a source of employment, competition, economic dynamism, and 

innovation which stimulated the entrepreneurial spirit and the diffusion of skills. In looking at comparators, in some 

emerging economies take for instance, India were an analysis by Das Gupta indicated that micro, small, or medium size 

enterprises in India amounting to almost 30 million operators, were the wellspring of numerous innovations in manufacturing 

and the service sectors. Further, he pointed out that SMEs served as the major link in the supply chain between business 

entities and public sector enterprises. The study conducted by FIAS (2006) in South Africa, pointed out that the small 

business sector represented a considerable portion of the economy and that the total SMEs sector accounted for 84 per cent of 

all private job and the SMEs represent an estimated 80 per cent of the total formal sector. The study by Soontiens (2012) also 
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indicated that SMEs contributed more to the South African GDP than the cumulative amount of the corporate giants. This, no 

doubt, calls for effective information provision initiatives for small business productivity especially in developing countries 

like Zambia. Most large corporations have their roots in small and medium enterprises suggesting that the future large 

companies are the SMEs of today that must be nurtured to ensure their sustainable growth (Ahmet,2012). In an economy like 

Zambia, that is struggling to remain afloat, the importance of small and medium enterprises (SMEs) enterprises cannot be 

over emphasized, as they contribute to the government in many ways. One of the ways SMEs contribute to the nation is via 

payment of taxes. These taxes are the source of funds used for developmental projects such as the provision of infrastructure 

like good roads, stable power supply, and a stable water supply; all of which combine to create an enabling environment for 

businesses (Atawodi & Ojeka 2012). However, the study carried out by the Jesuit Centre for Theological Reflection (2011), 

indicated that the tax compliance culture among SMEs in Zambia was quiet bad, as a result, this has led to poor collection of 

SMEs’ tax (turnover tax). Otieku (2000) demonstrated that, in Zambia, non-compliance by the small taxpayers is a major 

factor accounting for tax authorities receiving less than what the law allows. An effective income tax enforcement strategy is 

therefore justified however, the available studies in the field of taxation have mainly centered on the problems of tax 

administration (Otieku 2000). Characterizing and explaining the observed tax patterns of tax non-compliance, and ultimately 

finding ways to reduce it, are of obvious importance to nations around the world (James et al. 2012). According to Apronius 

& Deogratias (2010), and the informal sector in Tanzania contributes about 40% to GDP. The study indicated that revenue 

lost from not taxing the informal sector amounts to 35-55 per cent of the total tax revenue. The economy of Zambia on the 

other hand is largely made up of individual and small-scale enterprises. The informal  sector provides diverse sources of 

income that, if properly taxed, could increase government internally generated revenue. The Institute of Statistical, Social and 

Economic Research stated that “the main source of employment in Zambia’s is the informal sector. The sector provides 

employment opportunities for at least 80% of the labour force. 

 

Factors influencing turnover tax collection 

The informal sector comprises of the small and medium enterprises (SMEs) most of which are not well organized. These 

small businesses are viewed as more likely to evade taxes since the owner, and beneficiary of tax evasion, is more likely to 

also be responsible for keeping the books and filing the tax returns (Friedman, Kaufmann & Zoido-Lobaton, 2010). From the 

literature reviewed, it is evident that factors that influence turnover tax collection among small and medium enterprises 

(SMEs) revolve around taxpayer education, turnover tax rate, mode of payment among others. 

 

Taxpayer education 

Taxpayer education is an education tool developed to assist taxpayers to understand and appreciate tax laws and procedures 

(Terkper,2010). It is the process of training special units within the revenue department, providing education, counseling and 

support to taxpayers through different media which include newspapers, television, radio programs, websites, seminars, front 

desk help and workshops. 

 

Regular workshops 

According to the study carried out in Indonesia by Imam Mukhlis, Sugeng Hadi Utomo, Yuli Soesetio (2015) on the role of 

Taxation Education on Taxation Knowledge and Its Effect on Tax Fairness as well as Tax Compliance on Handicraft SMEs 

Sectors. The study recommended that physical interaction with small businesses through workshops gives small businesses a 

sense of belonging and feel part of the tax system. Shahrodi(2010) indicated that information obtained through physical 

interactions in workshop was complete and accurate as taxpayers would seek instant clarity from the officers as opposed to 

other mode of disseminating information. The study conducted in Kenya recommended that there was need by r revenue 

authorities to create programs and workshops specifically tailored for small businesses. SMEs feel that tax administration 

prioritize corporate institutions or big taxpayers as information given did not draw the boundaries. This makes it difficult for 

small businesses to filter information related to them as their literateness was below standard. Mohd (2010) states that tax 

knowledge obtained through workshops increases awareness in areas such as taxation laws, role of tax in countries 

development and how the money is being used by the government. Carroll (2011) noted that despite 65 percent of SME’s in 

Ghana pay taxes half of them were not aware as to why they pay tax and approximately 50 percent did not enjoy the benefit 

of paying it. Taxpayer education provides knowledge to taxpayers to deal with tax matters and change their perception and 

attitude towards tax-compliance by creating more positive attitudes.  

 

Distribution of pamphlets in local languages 

According to Mwangi (2014), in his study on factors influencing tax compliance among Small and Medium Enterprises in 

Nairobi’s industrial area, Kenya. It was indicated that lack of readily available information relating to tax matters negatively 

influences tax compliance. Through lack of information, taxpayers will not be able to calculate their taxes due. Taxpayers 

would equally not know the implications or penalties they should suffer should they abrogate their obligations. The study 

conducted on taxpayer education by Olowookere, J. K & Fasina, H. T y (2013) in Lagos Nigeria indicated that revenue 

authorities should consider printing brochures, flyers, pamphlets and other materials convenient for SMEs especially those in 

remote areas where access to information is a challenge. These materials should be printed in local languages depending on 
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the target area. The study noted that small business owners faced challenges in interpreting the English language which was 

widely used by most revenue authorities.  

 

Introducing taxation as compulsory subject in school curriculum 

In 2013, a study was conducted by Clifford G. Machogu and Jairus B. Amayi on the effect of taxpayer education on 

voluntary tax compliance, among SMEs in Mwanza City- Tanzaniain. The study indicated that most pupils who dropped out 

of school ventured into business. It also indicated that even those pupils who completed their secondary school upon 

completion sought to begin business. Another study done by Mukhlis (2016) revealed that lack of tax information in primary 

and secondary schools to some extent contributed to poor tax compliance culture by small businesses mushrooming in most 

developing countries .Most well to do entrepreneurs are school leavers with less knowledge on tax matters. The study by 

Clifford G. Machogu and Jairus B. Amayi (2013) recommended that taxation should be taught at all levels of education, 

starting from primary schools upwards with an emphasis on promoting voluntary tax compliance. Presently, in Zambia, 

taxation is taught at College and University level, disregarding the other levels.Oladipupo and Obazee (2016) in their study 

on tax knowledge, penalties and tax compliance in Small and Medium Scale Enterprises in Nigeria revealed that tax 

knowledge had a positive and significant impact on tax compliance. The study recommended that government should 

therefore do everything possible to increase public knowledge on tax matters by ensuring tax education was incorporated in 

school curriculum at all levels. Osebe (2013) conducted an analysis of factors affecting tax compliance in the real estate 

sector in Zambia: a case study of real estate owners in Lusaka city. It was revealed that there was a positive effect between ax 

knowledge and education and level of tax compliance among real estate investors.  

 

Offering incentives to register taxpayers 

According to Moyi&Ronge (2006) taxpayer registration does not only entail assigning the unique number to the taxpayer by 

the revenue authority. It entails the taxpayer getting registered with the correct tax type. According to the ZRA annual report 

(2017), some small businesses remain unregistered as they may not be in a position to know which tax type to register for. 

Other taxpayer would get registered but for a wrong tax type. Therefore, effective taxpayer sensitization and efficient 

provision of information would bring about taxpayers getting registered correctly and subsequently, improve their 

compliance level (Bird, 2015). Ndegwa (2014) explored factors influencing tax compliance among Small and Medium 

Enterprises in Nairobi’s Industrial Area, Kenya. The study revealed that taxpayers that were eligible to register for turnover 

tax ended up registering for a different tax type as these small businesses were not familiar with the tax registration system. 

This meant that the collections that meant for turnover tax would be accounted for under a different tax type there by 

reducing the turnover tax collection. 

Tax administrations need to put special emphasis on developing needs-oriented taxpayer service programs for SMEs. Most of 

the taxpayer education programs in place are general tax education that focus mainly on big taxpayers (Baurer, 2005). The 

argument might be that large taxpayers pay huge sums of money as taxes hence they are prioritized. However, big institutions 

are already established and that they have the capability to interpret tax laws since they have expertise or highly educated 

employees compared to small businesses with low or zero education. When these taxpayers get to know and understand their 

rights and obligations, they will find it much easier to be compliant and eventually become more willing to pay taxes (Shome, 

2004).  

 

Payment mode 

Akrani (2011) defines mode of Payment as any method for the transfer or payment of monies agreed on as acceptable by both 

the Revenue authority and the taxpayer.  

 

Difficulties in making payments 

The study carried out in South Africa by Letsoalo (2014) on challenges faced by tax compliant among microenterprises 

indicated that not every mode of payment was suitable to every taxpayer. Big companies find making tax payments using E-

payment (online platforms) more convenient. On the other hand some small businesses may encounter a number of 

challenges when making payments using e-platforms especially those in remote areas. According to Hassan (2011), most 

small businesses lack necessary skills to manage their businesses due to lack of training. The study also revealed that small 

businesses might not have proper gadgets to carry out payment transactions. For SMEs that operate in remote areas they 

might not have good network system and power consequently, hinder the payment of taxes. The study conducted by Terkper, 

(2003) recommended that revenue authorities should consider the limitations faced by small businesses when introducing 

payment methods. The study further, indicated that complex payment methods frustrate the effort of the taxpayer who 

eventually gives up on making payments which ultimately, leads to poor tax collection. On the other hand, Meena (2013) 

reveals that flexible and user-friendly payment methods enhance tax compliance as most taxpayer would quickly make 

payments without delay. 

 

Costly mode of payment 

The method of payment of taxes should be cost effective and reliable at the same time. The tax payment method with a 

number of queries or require constant reconciliation of payments made by taxpayers would make the public skeptical as their 
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confidence in the system would be low (Dodge, 2005).Simiyu (2013) recommends that cost of making tax payment by the 

taxpayer should not outweigh the actual tax being paid. The study further, indicated that the cost of transacting should be 

relatively small. On the other hand, the study conducted by the Jesuit Centre for Theological reflection (2014) on the taxation 

system in Zambia indicated that the payment method introduced by the revenue authority should be cost effective both from 

the taxpayer and revenue authority point of view. The Zambia revenue authority has recently launched taxonphone for small 

businesses. This is a great direction as the platform enables small taxpayers to submit returns and make payments regardless 

of their geographical locations. However, there is need to closely monitor the cost of making each transaction so small 

taxpayers can continue using such platforms. 

 

Return submission challenge 

According to the Zambia revenue authority brochure(2016) on Taxation for small businesses return submission entails the 

process of reporting business activities on the the ZRA system.Without submitting the return by the taxpayer ,it would be 

difficult for the Zambia revenue authority to know the amount of tax the taxpayer should pay. Meena (2013) posits that 

providing flexible and user-friendly systems of submitting returns enhances tax compliance. Systems that constantly fail to 

meet taxpayer’s expectations discourage businesses from using them. This results into non filling of returns which makes it 

difficult for the revenue authority to collect the correct taxes (Fisman&Gaht, 2013).  

 

Turnover tax rate 

Turnover tax rate is the rate applicable to those taxpayers registered for turnover tax. For the tax year 2021 turnover tax is 

calculated at the rate 4% of monthly gross sales and paid by the 14
th

 of the subsequent month. 

 

High turnover tax rate 

Considering comparatively high compliance costs of MSEs also in the area of direct taxation and the desire to promote small 

business development, a number of countries worldwide have introduced lower income tax rates to increase the 

competitiveness and tax compliance of MSEs (Shebo, 2014). According to the Global Delivery Initiative (2019) a reduced 

tax rate can provide an additional incentive for small businesses to formalize. However, rate reductions also have some 

disadvantages. Apart from a possible reduction in overall revenue collection, there is a risk of abuse of the preferential system 

by larger businesses and a potential impediment to small business growth for MSEs that are required moving from the 

application of the preferential to the standard tax rate. Freeman, Ellis and Allison (2003) also found that SMEs in the rural 

Kenya identified taxation as too high. Ahmet (2002) had found that small businesses in Bulgaria had found tax as the most 

significant barrier to their investments and that most small business choose to evade. Some countries in Europe, such as 

Belgium, Spain, Ireland, the UK, and the Netherlands, offer reduced direct tax rates for small companies with a business 

turnover below a certain threshold. Also, transition and developing countries have introduced reduced tax rates for MSEs. 

The risk of the threshold for a lower tax burden for MSEs becoming an obstacle for MSE growth can be alleviated by 

designing a phased approach.  

 

Low Profit margin 

According to the study carried out by Simiyu (2013) on challenges affecting collection of turnover tax in Nairobi county - 

Kenya, the paper indicated that turnover tax rate was higher than profit margins among micro and small enterprises in most 

developing countries which made small businesses to evade tax. For turnover tax the taxpayer is not allowed to subtract 

business expenses when calculating turnover tax. The rate is charged on gross monthly sales. This implies that high turnover 

tax rate would swallow the profit margin made by small businesses. An implicit feature of turnover tax systems is that they 

may result in a comparatively high tax burden for businesses with a comparatively low profit margin, and a relatively low tax 

burden for MSEs with very high profit margins. On the one end of the spectrum such a situation forces MSEs to either opt 

out of the system and bear the substantially higher compliance costs of the standard tax system or to cease formal business 

activities .Furthermore, the spectrum  creates incentives for businesses above the threshold to under-declare turnover or to 

split up in order to be able to move into the turnover tax system, thus causing revenue losses for the Treasury (Shende, 

2002).There is no general guideline for the determination of the tax rate in case of a turnover-based presumptive system. 

Extensive analysis into average MSE profit margins is required before setting the rate (Fjeldstad, 2007). 

 

Difficulties in using turnover tax formula 

The study conducted by  Clotfelter (2002)    on tax evasion and tax Rates: an analysis of individual returns emphasized the 

need by revenue authorities to put  in place measures  that taxpayers would use at any time with less challenges to discourage 

noncompliance. The study indicated that taxpayers should not encounter difficulties in calculating the tax dues and that the 

formula in question should be clearly explained and understood by the business owner. Small businesses who faced 

difficulties in computing tax amount would engage engage tax agents who would in return charge a fee for the services 

rendered (Lemessa ,2007).This tends to be costly for the taxpayers and eventually most of them end up not engaging tax 

agents to help manage tax issues due to their exorbitant  charges. This however, would mean that the taxpayer would not 

submit returns and that no tax payments would be made as taxpayers tend to be conscious of the cost of making payments to 

the revenue authority and the actual tax being being paid. 
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Review of Similar Studies 

Asia perspective  

Philippines has a population of over 85 million, but it was discovered through a study which was conducted by (Langham ET 

AL., 2012) it had 270,000 businesses registered for value-added taxes (VAT), which gives a ratio of 0.32%. Another similar 

study in Turkey by (Katua, 2014) reported that only 4.2% of the 69 million population, which represents a total of 2.9 million 

businesses registered for VAT, while certain adjustments are required to take into account the different VAT registration 

thresholds in the countries mentioned, the comparison still suggests major compliance problems with VAT registration in the 

Philippines. The existence of SMEs sector can play an important role in improving tax compliance. Results of research 

conducted by Atawodi (2012); Mukhlis, et al (2013); Mukhlis, et al (2015) provided an explanation of some of the factors 

that could affect tax compliance of SMEs sector businesses in many developing countries. This includes enhancing the 

knowledge and education of taxation that could bring about increased tax compliance among SMEs sector. If the SMEs 

sector can be managed properly, then the potential to support increased tax revenue was guaranteed. Also, a variety of ways 

for businesses of tax compliance could be increased; this could be done through socialization and educational activities tax to 

businesses in the sector of SMEs. 

 

Europe perspective  

Small and medium enterprises (SMEs) represent one of the main pillars supporting the European economy, accounting for 

nearly 67% of employment and over 57% of value added (European Commission, 2018). In comparison with large 

enterprises, SMEs often face worse performance, reflected in lower profitability, higher staff turnover, lower rate of survival 

and tax payments among others (European Parliament, 2016). The main cause of the aforementioned problems arises 

presumably from a variety of barriers that SMEs encounter in the European Union (EU). Although literature highlights 

various barriers, most SMEs consider tax-related matters as the most burdensome field that affects them. 

In the literature, it is well established that administrative burdens stemming from existing legislation and regulations hinder 

the performance productivity and growth of the private sector, which relates mainly to SMEs (Bartlett & Bukvić, 2011).Some 

areas are even more sensitive, as analyzed by Doing Business on an annual basis, especially as regards starting a business, 

paying taxes, trading across borders, investments, labor and health conditions (World Bank, 2016). Tax legislation is 

consequently a major concern of the private sector since taxes or tax policy often represent a central parameter defining the 

business environment.  

 

Tax policy, which is defined by tax legislation, covers different tax-related matters, namely tax burden and tax administrative 

burden. On the one hand, tax burden relates to the amount of the tax paid and depends on the taxable profit and the tax rates. 

It can be defined as direct effect of tax system. On the other hand, tax administrative burden relates to the complexity of the 

tax system and it can be defined as indirect effect of tax system. There are some empirical studies on a macro level examining 

the impact of direct and indirect effects of tax system on entrepreneurship. In this context, Djankov et al. (2010) note that 

taxes have a considerable negative impact on entrepreneurial activity. Moreover, it was established in some empirical studies 

that besides taxes high complexity of a tax legislation can also hinder entrepreneurial activity (Block, 2016; Braunerhjelm & 

Eklund, 2014). 

 

Africa perspective  

Small and medium-sized enterprises form the backbone of the African economy, representing more than 90% of businesses 

and employing about 60% of workers, many of whom are women and youth. Helping more small and medium-sized (SMEs) 

connect to international markets would ensure that the gains from trade are broadly distributed across the workforce. Their 

role in Africa can be particularly powerful with its young population, where children (aged 0–14 years) make up more than 

40% of the population, and where more than 900 million new workers are expected to enter the labour market by 2050. 

One study shows that on the average, Kenya, Namibia, Ghana and Nigeria lose 19%, 10.5%, 15% and 28% of tax revenue as 

a percentage of official GDP respectively, due to the presence of underground economic activities (Nchor & Adamec, 2015). 

The same study found out that the average level of underground economies in Kenya, Namibia, Ghana and Nigeria as 33.7%, 

29.1%, 36%% and 47% respectively. This is comparable with the averages derived by (Schneider et al., 2010) for the years 

1999- 2006 as 34.5%, 30.5%, 42.3% and 56.2%, respectively. The Schneider Montenegro study ranks 98 developing 

countries according to the size of the shadow economy and finds China and Singapore with the lowest 12.8% and 13% 

respectively while Tanzania, Peru, Panama, and Bolivia with 56.8%, 58.7%, 63.5%, and 66.6% respectively. 

 

ITC and WTO (2014) carried out the SME Competitiveness Survey in Nigeria in 2014, with specific focuses on women 

entrepreneurs and SME financing. The survey interviewed 394 firms that are active in agriculture, mining, manufacturing and 

services. The data show that 45% of surveyed women-owned companies, especially micro enterprises and those operating in 

the manufacturing sector, had no business bank account. The younger the firm (also related to the age of its entrepreneur), the 

less likely it was to have a bank account. A study conducted by Gachiku (2015) in South Africa indicated that making SMEs 

to be tax compliant was hampered by the fact that SMEs found the process of making good of their tax obligations to be 

expensive. This suggests that most of the SMEs became nontax compliant to save resources this is caused by high tax rates 

which intend to escalate the level of non-tax compliance by SMEs. A study conducted by Shahroodi, (2010) also reviewed 
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similar findings and suggested that if tax compliance can be enhanced if the tax rates are low enough to attract SMEs to pay 

as they will not feel overburdened by the taxes.  

 

Derwent (2000) stated the high tax rates have an effect on increasing the cost of producing goods and services, their 

distribution and selling, which has a potential to reduce SMEs productivity. One empirical study revealed that the tax in 

question did not yield positive results in that the non-tax compliance by SMEs including Micro-enterprises remained 

critically high. According to Moyi and Njiraini (2005), the main reason for this status quo was that the tax rates were high by 

most of the SMEs. This triggered the continued low tax compliance by the SMEs.  

 

A study by Chipeta (2002) revealed that high tax rates are associated with high tax burden, lowering the income levels of 

SMEs, hence the high levels of non-tax compliance witnessed. Tax compliance costs can be thought of as all costs that result 

from formalities that taxpayers must go through in trying to meet their tax obligations. This is backed by (Vihanto ,2000; 

Ojeka, 2012), who appropriately pointed out that planning, paperwork filing, and the hiring of tax experts, which constitute 

tax compliance costs, impact quite significantly on the willingness by SMEs to pay taxes as they fall due. The more tax 

information SMEs have about tax issues at hand, the more probable it is that their compliance level would be high. Gachiku 

(2015), posited that findings of an empirical study did indicate that most SMEs did not meet their tax obligations particularly 

due to the fact they had insufficient tax information. According to Mwangi, 2014 empirical studies revealed that SMEs 

perceived the tax regime used in Kenya as being unfair and this made them to engage in tax evasion schemes. 

 

Turnover Tax in Zambia 

Turnover Tax was first introduced in 2004 with the purpose to simplify taxation of Small Taxpayers to enhance Tax 

compliance (ZRA, Tax guide for small taxpayers, 2016a). This is a tax that is charged on gross sales/turnover (i.e. earnings, 

income, revenue, takings, yield and proceeds) for any person doing business with an annual turnover of K800, 000.00 or less 

(Mulolani, 2014).  

 

The turnover tax system came in as a replacement of Income Tax, VAT, and Provisional Tax to simplify tax compliance for 

small traders. The country however, has experienced poor tax compliance culture with regard to the informal sector (The 

Lusaka Times, 2015). 

 

The small business taxpayers who do not qualify for VAT pay the turnover tax in Zambia. This tax was aimed at bringing 

businesses in the informal sector into the tax bracket (Chomba, 2015). These businesses include small scale manufacturing 

firms, agricultural enterprises etc. Taxpayers in Zambia are required by law to keep all business records pertaining to 

turnover for a period of up to 6 years. They are also encouraged to keep other business records for purposes of determining 

their tax liabilities (Mulolani, 2014). 

 

Remittance for Turnover Tax in Zambia is due by the 14th of the month following the month in which the sales are made and 

chargeable at 4% of monthly turnover. Turnover tax does not apply to rental income, management or professional fees and 

income of incorporated companies (Income Tax Act, Cap 323). The SMEs in Zambia are characterized by the ease of entry 

and exit, the small scale nature of activities, self-employment with a high proportion of family workers and apprentices, the 

little amount of capital and equipment, their labour intensive technology, the low level of skills, the low level of organization 

with little access to organized markets, the unregulated and competitive markets, the limited access to formal credit, the low 

levels of education and training and the limited access to services and amenities (Nyambe,2011). 

 

Critique of existing Literature 

The informal sector is said not only to be a provider of goods and services but also a driver in promoting competition, 

innovation and enhancing the enterprise culture which is necessary for private sector development and industrialization. 

Studies have arguably shown that the informal sector is growing economically important and should effectively respond to 

challenges of creating productive and sustainable employment opportunities, promoting economic growth and poverty 

eradication in the country. On the contrary to expectation, Mpembamoto (2011) found collecting turnover tax from these 

businesses a challenge and that there has been a great decline in revenues collection from this tax type. The nature of the 

challenges posed by non-compliance, and the search for simple tax regimes suitable for small enterprises, differs substantially 

across countries. Nyambe (2011) acknowledges that like many other developing countries, Zambia faces challenges in taxing 

income derived from informal sector. However, an empirical study by JCRT (2011) suggested that tax reforms in Zambia 

under the Tax Modernization Program have led to improved productivity of direct taxes. The findings of the study conducted 

by Chungu (2016) showed that whereas tax revenues in Zambia were on the rise, the revenues from turnover tax were getting 

slimmer. A research gap exists here for whereas Kiringi et al (2005) agree there are challenges facing tax collection in 

developing countries, Chauwa and Pamela (2003) agree that the Zambian government has come up with reforms to address 

the challenges resulting in a general increase in tax incomes. However, according to Chungu (2016) the turnover tax 

collection is not moving in the expected direction.  
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Lessons learnt  

The already existing Literature forms a platform from which so many lessons can be drawn with regard to Taxation of the 

SMEs. According to the study that was done in Rwanda by Stern and Barbour (2005) indicates that a high turnover tax may 

encourage small firms to avoid paying the tax. This may take place by under-reporting of gross revenues which in most cases 

would prompt the Tax Authority to conduct tax Audit on the client which may be costly. This interaction may form a vicious 

circle, diverting resources from both government and business to the “hide and catch” game. The result could be an unhealthy 

tax environment that encourages expansion of the informal economy (Stern and Barbour, 2005).  

 

In addition, it is clear by the studies reviewed that significant number of businesses fail to register businesses as the 

procedures are too cumbersome for SMEs and this entails that such businesses cannot be traced and cannot pay taxes. This 

increases the burden on those taxpayers who try to comply with the tax law, and discourages their future compliance. The 

result is a vicious cycle which tends to preserve the status quo. It is therefore, observed that only meaningful reforms to the 

tax system can break the cycle and result in an improved business climate which would stimulate economic growth. 

 

It has also been noted that African SMEs, like many in developing countries, are less productive than larger companies and 

often struggle to survive and grow therefore, care should be taken when formulating tax policies for SMEs. Future growth, 

however, depends on greater SME productivity. It’s also clear that high taxes are contributing to low compliance of tax 

returns by Small and medium enterprise. There is also need to educate the Small and medium enterprise on various tax 

matters to ensure tax compliance level is improved.  

 

Materials and methods 

Study area 

The study was carried out in Solwezi District. Solwezi District was selected because of the rapid growth in the population 

among SMEs. Solwezi district has one constituency (Solwezi central) and there 12 wards in Solwezi central constituency. 

Looking at the number of SMEs registered for turnover tax in the constituency, the researcher focused on one ward due to its 

varieties of  business ventures so as to fully appreciate the challenges each business faced that influenced their tax 

compliance. The results from this study gave conclusive evidence of factors that influenced turnover tax collection among 

SME in the area. 

 

Research Design  

According to Kothari & Garg (2014), Research design is the conceptual structure within which research is conducted. The 

study adopted a descriptive approach so as to describe all elements of the population and also allows estimates of a part of a 

population that has these attributes.The strength of using descriptive research is that it can provide an in-depth view of the 

topic under study. Similarly, the level of detail found in descriptive research is extremely valuable. In this form of research, 

information that was not even closer to the mind of the researcher might be found. This type of research approach can as well 

be used to create new research questions, or form hypotheses about cause and effect relationships. However, it is important to 

note the weaknesses of using this research approach. It is hard to determine a cause and effect relationship from descriptive 

research. The researcher also has to be very careful of reactivity in this type of research. Sometimes, people change their 

behavior if they know they are being observed. This means that participants may provide responses that are considered 

desirable or in line with social norms. Using descriptive approach meant that the approach was used in data collection in 

order to investigate the current status of the subjects with respect to the reason for the study (Mugenda and Mugenda, 2003). 

This study therefore, required the careful analysis of the current factors influencing the implementation of the turnover tax in 

Solwezi District. The descriptive research design therefore provided the mechanisms to achieve this requirement. 

 

Population of the Study   

According to Saunders et al (2009), population refers to full set of cases from which sample for the study would be selected. 

According to the ZRA database 1,200 SMEs were registered for turnover tax in Solwezi central constituency reflecting a fair 

representations of wards. This constituency had 12 wards one of them was Tumvwanganai Ward. This Ward stood out to be 

one of the highly populated area by SMEs dealing in all kinds of businesses. With this background the study picked 

Tumvwanganai Ward for the research. The size of turnover (sales) was used to categorize SMEs in this area. Those with 

annual turnover over of not more than K400,000 and those with annual turnover of K400,001 but not more than K800,000 

were both observed accordingly.  

Sampling Design  

Purposive and simple random sampling techniques were used for this study as the researcher expected that these sampling 

techniques would give him a range of alternatives in selecting a sample basing on the subjective judgment Saunders et al, 

(2009).  

 

Sampling Procedure  

Purposive and simple random sampling techniques were used for all turnover tax registered SMEs and served with self-

administered questionnaire. This made respondents respond to questions freely without researcher’s influence. 
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Sample Size  

According to Kothari & Garg, (2014), Sample size is the number of items to be selected from the universe to constitute a 

sample. Using the Zambia revenue authority database of registered SMEs in the district the sample size of 100 SMEs was 

arrived at representing Tumvwanganai Ward which was the focus of the study. Using the reporting structures at national and 

regional levels, the study focused on wards as constituents and representatives of the lowest reporting structure. The sample 

size therefore was calculated as below by finding an average number of SMEs per Ward:  

Number of Constituencies in Solwezi district =1 

Number of Wards in the district=12 

Total number of turnover tax registered SMEs in Solwezi constituency (ZRA database) =1200 

Sample size=Total number registered SMEs   

                        No of consitituence 

                     = 1,200 

                           1 

                     =1,200 

Therefore, sample size per ward=1200/12 

                                                     =100                    

Sampling Frame  

According to Kothari & Garg (2014), the sampling frame is a list of sampling units. It contains the name of all items of a 

universe. Saunders et a (2009) adds that a sampling frame is a complete list of all the cases in the population from which a 

sample will be drawn. The sampling frame is a list of all those within a population who can be sampled. A sampling frame 

for this study involved a list of all turnover tax registered SMEs in kyawama, kandundu, town center, weighbridges,mitech, 

stadium area and  shatop area in  Solwezi District. From a list, an appropriate number was selected as representatives of all 

the SMEs in these areas to take part in the study.  

 

Data Source and Data Collection techniques  

The primary data was collected through in-depth interviews and administering a questionnaire to business owners or 

managers. A questionnaire is a list of questions asked to respondents, and designed to extract specific information. It serves 

four basic purposes: to (1) collect the appropriate data, (2) make data comparable and amenable to analysis, (3) minimize bias 

in formulating and asking question, and (4) to make questions engaging and varied(Juppe, 2006). Therefore, this makes the 

study a qualitative study, relying on insights from these key informants. The review of relevant literature on the subject 

matter formed the secondary data collection method. Self –administered questionnaires were distributed to respondents. This 

provided respondents with a chance to fill the questionnaire at their own convenient time Kothari (2009).According to 

Kothari (2003), data is defined as data collected specifically for the research at hand. For the sake of consistence and 

completeness of data collection, the questionnaires were semi-structured which included both open ended and closed ended 

questions (Lancaster (2002).  

 

Secondary Data 

Secondary data was used to help understanding the issues related to the factors that influence turnover tax collection among 

SMEs in Solwezi. Secondary data is the data that already exists and is of some particular relevance to the topic at hand. For 

the purpose of this research study, secondary data was used from extensive literature search such as Textbooks, past 

qualifying dissertations, Internet and Journals (Malhotra, 2004). 

 

Data analysis 

According to Zikmund et al (2010) data analysis refers to the application of reasoning to understand the data that have been 

gathered. There are a variety of methods that may be utilized to analyse data. Many statistical packages are also available 

including Microsoft Excel which is often used for simple and efficient analysis. For this study, qualitative data was processed 

and analysed manually through data sorting and quality control checks.  Microsoft excel was also used for data entry and 

analysis as  it helps to generate percentages and charts in an accurate and faster way for easy data interpretation. Since the 

study was a qualitative study, the focus was to gather insights from key informants into excel and then populate the results in 

tabular form to assess the relationships between what the informants reported and who these respondents were. In addition, 

by inputting data into excel, it was easy to establish different themes that emerged as corresponding explanatory factors. 

 

Results and Discussion 

Response Rate  

The study gathered information from business owners. In an event the owner of the business was not available, the managers 

of the firms participated in the study or any persons from the organization that had the necessary information to complete the 

questionnaires. The research had targeted an average number of 100 SME in Tumvwanganai Ward but only 75 completed the 

questionnaires successfully leading to a response rate of 75%.This sample size conforms to Mugenda & Mugenda (2003) 

who contend that a sample size should be at least 30% of the population. Of the 75, 73.3 % were with an annual turnover of 

less than 400,000 while the remaining 26.7 % had annual turnover of in a range of K400, 001 to K800, 000.  
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Educational background of respondents 

The research sought educational background from the respondents. The results implied that there was a fair response from all 

the educational categories of respondents. The implication of this education background for business owners (SMEs) was 

important to the study because it helped in understanding which respondents had skills and were in a position to understand 

and interpret tax laws. From the 75 respondents 15(20%) of SMEs indicated that they had completed primary education, 20 

(26.7%) respondents indicated that they had completed their secondary school, 28(37.3%) respondents showed that 

completed secondary school but were not graduates  while 12 (16%) respondents indicated that they were graduates and 

above. Therefore, the study generally indicated the majority of SMEs completed secondary school but never attended any 

tertiary education which made it difficult for them to acquire necessary skills to be used in the business. This speaks to the 

study conducted on taxpayer education by Amayi (2013) which revealed that most SMEs lack necessary skills as most of 

them lacked formal education hence the need by revenue authorities to invest much in taxpayer education programs for SMEs 

to improve tax compliance level. 

 

 
Fig 1: Educational background of respondents.  (Field Data, 2021) 

 

Trained accountant  

From the 75 respondents 71(95%) indicated that they had no trained accountant in their organizations while 4(5%) indicated 

that they had trained accountant in their businesses. It was important to determine whether SMEs with trained accountant 

faced similar challenges with those who had no trained accountant.  

 
Fig 2: Trained Accountant (Field Data, 2021) 

 

The results indicate that the majority (95 percent) of SMEs did not have trained accountant which speaks to the study 

conducted in Kenya by Simiyu (2013) on challenges affecting collection of turnover tax amongst SMEs which indicated that 

high cost of doing business by SMEs has a negative effect on the collection of taxes. This implies that SMEs may not invest 

in trainings of employees or employing trained staff as this may be a huge cost for small businesses.  

 

Size of turnover 

From the 75 respondents 55 (73%) indicated that their annual turnover was in the range of K400, 001 and below. On the 

other hand, 20 (27%) respondents indicated that their annual turnover was in the range of K400, 001 to K800, 000.   

The majority of SMEs therefore, indicated that their annual turnover was in the range of K400,000 and below. It was 

important to put SMEs in categories in form of the size of their turnover so as to establish the behavior of both SMEs with 

annual turnover of K400, 000 and below and those with annual turnover between 400,001 and K800, 000. 
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Fig 3.  Size of turnover.  (Field Data, 2021) 

 

Years of experience in business by respondents 

Figure 5.9 shows the years of experience of the respondents. From the 75 respondents 30 (40%) indicated that they were in 

business for less than 5 years. 35 (47%) respondent indicated that they were in business for more than 5 years but less than 10 

years.10 (13%) respondents indicated that they were in business for more than 10 years .The results showed that there was a 

fair response from different groups of respondents who had different years of experience in business. This was important to 

understand whether those SMEs with long experience in business would be affected by the same factors with those of low 

experience.  

 
Fig 4: Years of experience in business by respondents.  (Field Data, 2021) 

 

Preferred language of tax education lessons 

Figure 5.11 shows the preferred language that the respondents want to use in the course of taxpayer education. From the 75 

respondents 20 (26.7%) indicated that Bemba was a suitable language to use in taxpayer education,12(16%) respondents   

preferred English, 11(14.7%) respondents  indicated that Lunda was a preferred  language,10(13.3%) respondents preferred 

Kaonde,9(12%) preferred Nyanja,6(8%)  preferred Lozi while 7(9.3%) preferred Tonga. The results implied that respondents 

preferred to be taught mostly in local languages to have a deeper and wider understanding on issues as a few of SMEs have 

acquired tertiary education. 

 

 
 

Fig 5: Preferred language for tax education lessons.  (Field Data, 2021) 
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Factors influencing collection of turnover tax 

Taxpayer education and Regular workshops  

 The study showed that holding regular workshops to sensitize SMEs on various tax matters influenced positively the 

performance of turnover tax collection. About 25 (33%) of the respondents admitted the need by revenue authority to have 

frequent workshops where small businesses could physically freely interact with the Zambia revenue Authority officers to 

learn about tax issues and educate SMEs on the implications of failure to cooperate. SMEs disclosed that being invited for 

workshops gave them a sense of responsibility and felt part of the tax system. Personal interaction gave them an opportunity 

to physically ask questions that they would not ask using other taxpayer education platforms. They also indicated that 

physical interaction with officers from the revenue authority made them believe that the Zambia revenue authority was much 

interested in seeing their businesses flourish. This helped remove the wrong perception that most taxpayers have towards the 

Zambia revenue authority that if the taxpayer was found wanting their business could be closed.  

 

Distribution of pamphlets in local languages 

With regard to distribution of pamphlets, 20 respondents (27%) stated that distributing of materials about taxation of SMEs in 

forms of pamphlets, leaflets, brochures in local languages was crucial to improve turnover tax collection. Literature has 

shown that most of the materials available on taxation is mainly written in English and intended for big taxpayers as a result 

small taxpayers feel left out. Making materials specifically meant for SMEs readily available would improve illiteracy level 

amongst small taxpayers thereby making them aware of their tax obligations and their rights as taxpayers. Ultimately, this 

move would enhance compliance level and subsequently, improve the payment of turnover taxes. The respondents indicated 

that materials should be distributed in most central places. In the case of rural areas target areas for distribution should 

include councils, schools and other business areas where taxpayers could easily have access to them.  

 

Introducing taxation as compulsory subject in school curriculum 

The study revealed that a good number of business owners were school leavers. Some dropped out of school and decided to 

start business. With this background respondents admitted that instilling the culture of compliance in pupils at an early stage 

in schools by way of introducing taxation as compulsory subject in the Zambian school curriculum was crucial. About 20 

(27%) of the respondents admitted the need by the Zambian government to introduce taxation in the Zambian school 

curriculum. By incorporating taxation in the Zambian curriculum this would mean that individuals would be getting into 

businesses well equipped. They would know the role of taxation in the economy and the implication should they fail to pay 

taxes. 

 

Offering incentives to register taxpayers 

A total of 10 respondents (13%) stated that providing incentives so as to entice taxpayers was a good method reaching out to 

taxpayers’ .This implies that more businesses would be registered for turnover tax and subsequently improve its performance. 

 

 
Fig 6: Taxpayer education.  (Field Data, 2021) 

 

Mode of payment 

Difficulties in making payments 

It was discovered that 28 respondents (38%) had faced difficulties in making payments and that the system was time 

consuming. The data showed that most SMEs encountered some challenges when submitting return and making payments. 

The implication was that a number of SMEs would choose not to pay taxes owing to the fact that the mode of payment was 

not user-friendly and ultimately, bring about poor turnover tax collections. Most SMEs indicated that they used e-payment 

platforms when making payments as the Zambia revenue authority did not allow taxpayers to pay taxes in cash at their cash 

offices. SMEs especially in remote areas were faced with network challenge as well as lack of reliable gadgets to use when 
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using e-payments. SMEs indicated that the process of creating a payment registration number was difficulty especially for 

those taxpayers paying using the taxon phone. Difficulties in processing payments make taxpayers frustrated and eventually 

choose not to pay. 

 

 
Fig 7: Mode of payment. (Field Data, 2021) 

 

Costly mode of payment 

The study showed that 22 respondents (29%) admitted that the mode of payment was costly. Most SMEs indicated that they 

used e-payment platforms. For those that chose to go and pay from the bank where they never held an account they were 

charged a transaction fee. For those SMEs who had an account with the bank there was no fee charged. In the case of SMEs 

who chose to pay using taxon phone there was a fee charged for each transaction depending on their network provider. SMEs 

revealed that in some instances due to poor network they were forced to pay after the due dates as during pick periods the 

network tends to be poor. Despite their effort to pay within time and penalties would be charged should there be network 

failure. 

 

Return submission challenge 

The study revealed that 25 respondents (33%) faced challenges in submitting returns. The implication of failure to submit 

return is that the revenue authority would not be in a position to know how much the taxpayer is supposed to pay. SMEs 

indicated that challenges in return submission had a negative influence on the collections of turnover tax. Without submitting 

a return the taxpayer has no basis for making payments.  

 

The rate of turnover tax  

High turnover tax rate 

With regard to the turnover tax rate 28 (38%) respondents felt that the turnover tax rate was high. The effects of high turnover 

tax rate had significant influence on turnover tax collection as SMEs would pay more than what is fair thereby succumbing to 

other ways of dodging paying taxes. On the other hand, the lower tax rate would encourage and bring more taxpayers on 

board and contribute freely to the government treasury. The respondents indicated that the fact that expenses were not taken 

into account when computing turnover tax (charged at the gross sales) there was need to consider a favorable tax rate. 

 

 
Fig 7: Turnover tax rate. (Field Data, 2021) 

 

Low Profit margin 

SMEs indicated that attention was always given to profit margin in their operations as high profit margin motivated them to 

remain in business.25 respondents (33%) admitted that profit margin was low. This is because to calculate turnover tax no 

expenses are subtracted from the sales. Therefore, the turnover tax is directly charged on gross sales without taking into 

consideration as to whether the taxpayer has made a loss or profit.    
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Difficulties in using turnover tax formula 

From the total respondents 22(29%) admitted that they had difficulties in using the formula to calculate turnover tax .The 

implication of SMEs not knowing how to calculate turnover tax meant that they could either be an underpayment or 

overpayment. In most cases taxpayers choose not to pay at all. This eventually, affects the collection of turnover tax.   

 

Discussion 

Objective one: To investigate the influence of taxpayer education on turnover tax collection. 

Gathered literature on taxpayer education speaks mainly of four forms of taxpayer education that includes; regular 

workshops, distribution of pamphlets and other materials in local languages, introducing taxation as compulsory subject in 

school curriculum and using incentives to entice businesses to get registered. 

 

The majority of SMEs admitted that effective use of workshops in educating taxpayers especially small businesses greatly 

improved the compliance level and subsequently, boost turnover tax collection. The study conducted by Imam Mukhlis, 

Sugeng Hadi Utomo & Yuli Soesetio (2015) on the role of taxpayer education on SMEs revealed that physical interaction 

with small businesses through workshops gave small businesses a sense of being part of the tax system which improved their 

morale to pay taxes. Furthermore, there was need by revenue authorities to create programs and workshops specifically 

tailored for small businesses as there was a perception amongst SMEs that tax administrations prioritize big taxpayers as 

information shared was not specifically for small businesses. Shahrodi (2010) also indicated that information obtained 

through physical interactions in workshops was complete and accurate as taxpayers would seek instant clarity from the 

officers as opposed to other methods of disseminating information. Therefore, from the response given by SMEs it was clear 

that taxpayer education in form of workshops positively influenced the collection of turnover tax. 

 

A number of SMEs equally admitted that making tax information materials readily available in local languages would 

improve tax compliance. Most respondents opted for Bemba as the language to use. This could be that a number entrepreneur 

comes from the copperbelt to Solwezi where Bemba is widely spoken. Therefore, producing pamphlets, leaflets brochures in 

local languages would create tax awareness amongst taxpayers. This meant taxpayer would be familiar with their tax 

obligation as well as their rights. The Zambia revenue authority should invest in taxpayer education programs in order to get 

the best out of SMEs. From the total number of respondents 27% indicated that there was need to take advantage of the 

Zambian school curriculum by introducing taxation as a compulsory subject. The education background of most SMEs 

indicated that majority of them did not attain tertiary education. It equally shows that some of them just completed secondary 

school and joined the business world. Further, it was discovered that some of great entrepreneurs were school dropout with 

less or no tax information background. The study conducted by Clifford G. Machogu and Jairus B. Amayi (2013) in line with 

taxpayer education, it was emphasized that to instil the culture of compliance at the early stage of potential taxpayers, it was 

crucial that taxation was introduced in both primary and secondary schools as a compulsory subject. By so doing, potential 

entrepreneurs regardless of the level they have reached in school would be equipped with tax information and the role of 

taxation in the economy would be highly appreciated. Introducing Taxation as a subject in the Zambian school curriculum 

therefore, would act as a national strategy to keep a tax informed business community. An informed tax business community 

is a community that knows the danger of tax evasion. This is a community that values voluntary compliance. And lastly, this 

is a community that would pass on tax information elsewhere in order to reach the ultimate goal which is voluntary 

compliance. Voluntary compliance entails improved tax revenue collection and reduced cost of tax collection by the tax 

administration. This means that if tax like any other subject was taught at any level in primary and secondary school, even 

those pupils who decided to leave school for business would have left school with good tax knowledge. They would have 

snatched the role and function of taxation in an economy. This would compel them to attach great importance to this moral 

obligation.  

 

From the total respondents only a small number (13%) agreed that using incentives as platform to bring taxpayers on board 

would improve the collection of turnover tax. The concept of using incentives to bring SMEs on board may work well with 

unregistered businesses. The tax authority for instance, may call upon all unregistered SMEs to get registered and be allowed 

for a period of 5 months without paying tax or giving tax holidays. This may force a number of taxpayers to come on board 

and formalise their business registration with the revenue authority. 

 

The results of this nature therefore, disagree with the study conducted by Ndegwa (2014) who indicated that incentives given 

to businesses who voluntarily register for tax purposes might improve tax collection. It’s therefore, evident from the 

respondents that taxpayer education is key in tax revenue mobilization as it keeps taxpayers abreast with relevant tax 

information. Taxpayer education in forms of workshops as indicated has proven to be one of the efficient taxpayer education 

programs. This entails summoning taxpayers for physical interaction. This creates a sense of belonging to the tax system. It 

also makes taxpayers open up with different situations there are faced and eventually develop confidence in the tax system 

which subsequently, leads to voluntary compliance.   Disseminating tax information using local languages by means of 

pamphlets, leaflets brochures, radio has equally proven to be an effective strategy to deliver information to SMEs. This 

method provides information to various business owners regardless of the place at a faster speed using the language best 
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suitable for the taxpayer. Besides speed access to information, this method also ensures that a larger audience is targeted. 

Once the information is clearly communicated, most taxpayers resort to have their records straight and appreciate their 

obligations and rights. Subsequently, this results into voluntary compliance and eventually, improves turnover tax collection. 

Introducing taxation as a subject in the Zambian school curriculum at all levels is another intelligent strategy of selling tax 

information to a larger audience at a national level. This guarantees revenue authorities that almost every business owner in 

the community has basic tax information which helps them in ensuring correct return and payment declarations are done.    

 

Objective two: To determine how the mode of payment influences turnover tax collection  

Simiyu (2013) stated that one of the major causes of non-compliance among SMEs was complicated mode of payment 

(payment system). This speaks to the challenges SMEs face in return submissions and making payments using the tax system. 

The study concluded therefore, that most tax systems that   were time consuming and challenging in filling returns recorded 

poor turnover tax collection. Smulders and Stiglingh (2015) equally pointed out that difficulties by SMEs in return 

submission and costly mode of payment acted as hindrances to the management of turnover tax system.  

 

This study therefore, found that the majority of respondents had difficulties in making payments especially those that were in 

business for a period of 5 years and below and those who did not attend tertiary school. For those that were in business for a 

period of less 5 years who had faced difficulties in filling returns and making payments ,it could be that they were not 

conversant with the system or the mode of payment and submitting returns were not friendly. As a result, most SMEs 

engaged agents who helped in return submission and making payments when they fell due at a fee. For those SMEs who used 

mobile platforms such as Airtel, they complained of the process of creating a payment registration number (PRN) as the 

process required a computer or phone connected to internet. Most SMEs with annual turnover of less than K400,000 

indicated that they used taxonphone to transact as they did not have proper gadgets to use for online payments. The 

implication of SMEs having difficulties in making payment meant that taxpayers would choose not to make payments due to 

frustrations and most of them would use that as an excuse to evade tax. This influenced negatively the collection of turnover 

tax. In relation to return submission, the study found that a number of SMEs had encountered challenges in return submission 

mostly those that were in the business for the period of less 5 years and had no tertiary education. The implication of SMEs 

finding it difficult to submit returns meant that they would rather focus on other areas of business leaving return unfilled. 

Without submitting the return by the taxpayer would create a big challenge for the Zambia revenue authority to know the 

amount of tax due to the taxpayer. This contributes to poor turnover tax collections. Meena (2013) posits that providing 

flexible and user-friendly systems of submitting returns enhances tax compliance. On the other hand, systems that constantly 

fail to meet taxpayer’s expectations discourage taxpayers from using them. This results into non filling of returns which 

makes it difficult for the revenue authority to collect the correct taxes (Fisman &Gaht, 2013).It was therefore, clear that 

SMEs who encountered some challenges in declaring their returns did not do so consistently resulting in nonpayment of 

taxes.  

 

The least of the respondents indicated that the mode of payment was costly. SMEs who opted to use mobile platforms 

indicated that was a transaction fee for each transaction. In an event there was network challenge taxpayer failed to pay on 

time penalties were charged. The cost of transport for small taxpayers in remote areas to get town to make payments in some 

instances would high compelling taxpayer not to making payments and subsequently affect the performance of turnover tax. 

However, only a small number of respondents indicated that the mode of payment was costly thereby encouraging tax 

evasion. 

 

From the number of respondents, it was shown that the majority of   SMEs admitted that they encountered challenges in 

making payments which eventually lead to frustrations by taxpayers and resulted in taxpayers not to pay taxes. A good 

number of respondents equally admitted that they encountered challenges in filling returns which left a number of returns 

unfilled by SMEs implying the amount of tax not collected. The least felt the mode of payment was costly.  

 

Objective three: To assess the impact of turnover tax rate on collection of turnover tax. 

Majority of the respondents revealed that the rate of turnover tax was high. The implication of increased rate of turnover tax 

was revealed in the study conducted by Shebo (2014) who indicated that most developing countries had introduced a lower 

tax rate for SMEs in order to encourage compliance. Shebo indicated that increased tax rate was a recipe for tax evasion by 

SMEs. According to the Global Delivery Initiative (2019) a reduced tax rate could provide an additional incentive for small 

businesses to formalize. However, revenue authorities should note that rate reductions also have some challenges. Apart from 

a possible reduction in overall revenue collection, there was a risk of abuse of the preferential system by larger businesses 

and a potential impediment to small business growth for MSEs that are required moving from the application of the 

preferential to the standard tax rate. Therefore, it was crucial for the revenue authority to establish a fair rate that should 

discourage small businesses as high rate of turnover impacted negatively on the collection of turnover tax by way of SMEs 

evading tax. In the case profit margin, a good number of respondents admitted that their profit margin was lower. According 

to the study carried out by Simiyu (2013) on challenges affecting collection of turnover tax Kenya, it was revealed that the 

turnover tax rate was higher than profit margins among for most SMEs in developing countries which made small businesses 
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to evade tax. Turnover tax IS charged on the gross sales and therefore, the system of turnover tax does not consider expenses 

incurred during the period. Whether the taxpayer made a loss or not turnover tax would still be charged on gross sales. This 

usually made a profit margin lower for most SMEs. Increased rate of turnover tax implied a lower profit margin which 

subsequently affected the collection of turnover tax as lower profit margin did not encourage small businesses to continue in 

business. 

 

Out of the total respondents the least indicated that they had faced some challenges in using turnover tax formula. The study 

conducted by  Clotfelter (2002) on tax evasion and tax rates indicated that taxpayers should not encounter difficulties in 

calculating the taxes due and that the formula in question should be clearly explained and understood by the business owner. 

Small businesses who faced difficulties in computing tax amount engaged tax agents who would in return charge a fee for the 

services rendered. This tends to be costly for the taxpayers and eventually most of them ended up not engaging tax agents to 

help manage tax issues due to their exorbitant charges. The implication for those SMEs who could find using turnover tax 

formula a challenge could instantly choose not to pay taxes and the move would negatively affect the collection of turnover 

tax as opposed to the straight forward one. From the respondents, it is clear that the molarity indicated that the rate of 

turnover tax was high bringing about lower profit margin thereby creating a negative impact on turnover tax collection. The 

least indicated that they had difficulties in using turnover tax formula.   

 

Conclusion 

 Taxpayer education plays a very crucial role in mobilizing the much needed revenue for the government. It was 

found that disseminating tax information through regular workshops enhanced tax compliance and SMEs tend to 

have confidence in the tax administration. This conclusion is in agreement with the study carried out by Imam 

Mukhlis, Sugeng Hadi Utomo, Yuli Soesetio (2015) on the role of taxation education on taxation knowledge and its 

effect on tax fairness as well as tax Compliance on Handicraft SMEs Sectors. This indicated that physical meeting 

with SMEs through workshops were crucial so the tax administration could fully appreciate some challenges faced 

by SMEs. Shahrodi (2010) also indicated that information obtained through physical interactions through workshops 

was complete and accurate as taxpayers would seek instant clarity from the officers as opposed to other method of 

communicating to taxpayers.  

 

 Writing tax materials (pamphlets, brochures leaflets)  in local languages and make it more accessible positively 

influence turnover tax collection as supported by Mwangi (2014),who  in his study on factors influencing tax 

compliance among Small and Medium Enterprises in Nairobi indicated that lack of readily available information 

relating to tax matters had a negative influence on the performance of turnover tax collection. 

 

 Introducing taxation as a compulsory subject in primary and secondary schools would cultivate a strong compliance 

culture in pupils on a mass level who are potential entrepreneurs and subsequently improve turnover tax collection. 

This is in agreement with the study conducted by Mukhlis (2016) that indicated that in most countries where 

taxation was seriously   sensitized had recorded enhanced tax compliance. The study by Clifford G. Machogu and 

Jairus B. Amayi (2013) equally recommended that taxation should be taught at all levels of education, starting from 

primary schools upwards with an emphasis on promoting voluntary tax compliance. 

 SMEs had encountered difficulties making payments which resulted in poor turnover tax collection. This is in line 

with Meena (2013) who revealed in his study that flexible and user-friendly payment methods enhance tax 

compliance as most taxpayer would quickly make payments without delay while systems that were difficulty to use 

recorded a low tax collection. 

 

 SMEs encountered return submission challenge. This resulted into poor turnover tax collection as indicated by 

Fisman & Gaht (2013).From the study findings, this study concludes that increased rate of turnover tax has a 

negative influence on turnover tax collection. This is supported by Ahmet (2002) that found that small businesses 

usually had found high tax rate as the most significant barrier to their investments and that most small business 

choose to evade. Further,  lower profit margin discourages SMEs and eventually sends taxpayers out of the business. 

This implies that there would low turnover tax contribution by SMEs as indicated by Shende (2002). 

 

 Findings from this study show that complicated formula used in computing turnover turnover tax brings about poor 

tax compliance as indicated by Lemessa (2007) as SMEs are left frustrated for failure to use the systems easily and 

eventually choose not to pay taxes. 

 

Recommendations for Quality and Practice  

 There is need by the tax administration to invest in taxpayer educational such as having regular workshops with 

SMEs, printing materials such as pamphlet and leaflets and distribute them in local languages. This entails that 
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taxpayers would be abreast with much needed information which subsequently means tax informed decisions being 

made and increased compliance levels by taxpayers thereby increasing turnover tax collections.  

 There is need to ensure fair turnover tax rate set for small businesses. The ability to pay theory reviewed in this 

study meant that the government should consider the financial capability of SMEs as they set the tax rates. A fair 

turnover tax rates means that SMEs would be willing to pay without defaulting. On the other hand, increased 

turnover tax rates means squeezing SMEs to pay and this eventually results into tax evasion as most of them would 

choose not to pay in steady thereby reducing turnover tax collections.   

 There is need to introduce taxation in the Zambian school curriculum to instill tax compliance culture in school 

going individuals who are potential future entrepreneurs. The idea is to reach out and sell the tax information to so 

many different groups country wide using the formal education system. This means that both school dropout and 

those who choose to complete and undertake tertiary root would still be well informed in terms of tax matters 

thereby increasing compliance culture in the general public.  

  In order to improve turnover tax collection the Zambia revenue authority should invest in using a simplified mode 

of payment and return submission platforms. Using simplified and user friendly  systems especially for SMEs  

entails saving time and motivates more SMEs to process payments and ensures less complaints which increases 

compliance levels.     

 There is need to formulate unique taxpayer education programs specifically for SMEs.Most tax programs speak 

more to incorporated businesses and this leaves  small businesses with a feeling of being neglected and eventually 

loses the sense of belonging to the tax community. By categorizing taxpayer education programs those for small 

businesses and that of incorporated businesses gives a good sense of recognition and improves the compliance 

behavior of SMEs.  

 The study recommends that incentive policies such as tax free for 6 months to new SMEs should be recommended 

in the light of the profit margins of the SMEs.The idea is to have more SMEs registered and those that are already 

registered get a cushion  regarding their cashflows improvement for a tax period given. 

 The government should involve taxpayers when formulating tax policies to enhance and develop a sense of legal 

responsibility in the taxpayers. This boosts the morale of SMEs and feels part of the tax system which eventually 

improves tax compliance.  

 There should be put in place tough laws to check evaders as this would instill fear in most SMEs who deliberately 

choose not to pay taxes. 

 The Zambia Revenue Authority to strengthen turnover tax collection management. This means that SMEs would be 

regularly monitored and necessary help given this in the long run creates an impression that SME’s transactions are 

monitored by the revenue authority which eventually makes them declare correct income.    

 

Limitations of the Study 

One of the limitations of the study is the quality of the data. It is difficult to conclude from this research whether the findings 

present the true fact about the situation. The data that has been used is only assumed to be accurate. The study utilized 

secondary data, which had already been obtained and was in public domain, unlike the primary data which is first-hand 

information. The measures used may keep on varying from one year to another subject to prevailing condition. Secondly, 

considering the sensitive of the study there was a problem in getting primary data from some business owners for fear that 

they would be exposed to the tax officials in case of anything. Factors influencing turnover tax collection and the 

corresponding suggestions of remedies are highly dynamic and dictated by the ever-changing factors in the SMEs and the tax 

collection agencies. This limits the universalization of the findings of this research.  
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