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ABSTRACT 

Tax is a significant stream of income for government's improvement projects. 

In any case, tax compliance among SMEs is poor .Along these lines, this 

examination was directed utilizing SMEs in Bauchi metropolis Nigeria to 

assess and rank the components that support rebelliousness with tax 

commitment by SMEs It was tracked down that high tax rates and complex fi 

ling procedures are the most vital variables causing resistance of SMEs 

Different components like multiple taxation and absence of tax knowledge 

influence tax compliance among the SMEs reviewed uniquely to a lesser 

degree. In this way it is suggested that SMEs ought to be levied lower level of 

assessments to permit enough funds for business improvement and better odds 

of survival in a competitive market .The public authority ought to likewise 

consider expanding tax motivating forces, for example, exceptions and tax 

holidays as these will not only encourage voluntary compliance but also at 

tract investor who are potential viable taxpayer sin the future. 

 

Keywords: taxation developing economy, tax compliance tax compliance 

costs, informal economy, SMEs 

 

INTRODUCTION 

Most huge organizations have their underlying foundations in little and 

medium ventures proposing that the future enormous partnerships are the 

SMEs of today that that should be supported to guarantee their development 

.Hence, SMEs are for the most part seen to be the seed bed fornative business 

and create everyone of the numerous little ventures, which would somehow or 

another not have occurred (Aryeetey and Ahene,2004). Subsequently creating 
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economies like Nigeria necessities the advancement of its private area by 

establishing a climate ideal for the development of SMEs ,fortifying the 

components that lead to business achievement, and tending to the issues 

compromising the presence and progression of little and medium 

endeavors(Chu,KaraandBenzing,2008), so they can satisfactorily assume the 

part expected of them in financial change. Such job incorporates preparation 

of home grown reserve funds for venture, considerable commitment to total 

national output, expanded tackling of neighborhood crude materials, work age, 

and huge commitment of neediness decrease endeavors through economical 

vocations and upgrade in faculty pay, mechanical turn of events and fare 

broadening (Smatrakalev,2006). Moreover, they have the up side of arriving at 

the farthest corners of the country not at all like the bigger foundations. 

Consequently an ideal expense strategy should be embraced to guarantee 

intentional consistence, monetary development and legitimate use of assets 

instead of choking out the business visionary activity they are out to provide 

food for. 

It is a well-known fact that there venue generated from the taxation of 

individuals and businesses is an important stream of income for government. 

In an economy 

Like ours that is struggling to remain afloat, it is even more important. Tax 

revenue is the source of funds used for development projects such as provision 

of infrastructure like good roads ,stable power supply, stable water supply etc. 

All of which combine to create an enabling environment for businesses -and in 

turn the economy at large- to grow. 

Small and Medium Enterprises being profit generating establishments are also 

expected to pay their dues. The important question however is "how much tax 

should they be levied". Small and medium enterprises are volatile 

establishments that need special treatment. Putting their nature into 

consideration, every little resource at their disposal can make a world of 

difference For this reason a number of Nigerian SMEs choose to remain in the 

informal sector because they feel the cost of compliance is too high. And a 

considerable number of those who pay only do so because they are coerced by 

the authorities. 

Since the individual SME pays an extremely modest quantity of tax compared 

to the bigger foundation would pay, tax specialists tend give to the bigger 
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organizations more consideration. This implies a decent number of SMEs 

move away with not paying their assessments consequently income that would 

somehow have been put resources into improvement projects that will wind up 

being of advantage even to the SMEs is lost. This hence is a circumstance that 

should be amended. The above uncovers reasons why the issue of tax 

collection from SMEs is truly significant. To start with, tax gives income for 

the public authority to establish a climate that will facilitate the running of all 

organizations SMEs inclusive. Simultaneously if a SME is confronted with 

high compliance costs, it tends to try not to pay burdens consequently the 

income that would have been utilized to establish this climate is lessened 

consequently decreasing the SME's odds of endurance. 

 

LITERATURE REVIEW 

Definition of SMEs 

The Monetary Policy Circular No. 22 of 1988 of the Central Bank of Nigeria 

characterized small scale enterprise as enterprise whose yearly turnover was 

not more than N500, 000. In the 1990 financial plan, the Federal Government 

of Nigeria characterized limited scope endeavors for reasons for business bank 

advances as those with a yearly turn over not surpassing N500, 000, and for 

Merchant Bank Loans, those endeavors with capital investments not 

surpassing 2 million naira (barring cost of land) or a limit of N 5 million. The 

National Economic Reproduction Fund (NERFUND) put the roof or limited 

scope enterprises at N10million. Segment 37b (2) of the Organizations and 

Allied Matters Decree of 1990 characterizes a little organization as one with a 

yearly turnover of not more than N 2 million and net resource estimation of 

not more than 1 millionnaira (Ekpenyong and Nyong,1992). The Little and 

Medium Enterprise Equity Investment Scheme (SMEEIS) considers the To be 

as "any endeavor with a greatest resource base of N500 million (barring area 

and working capital), and with no lower or maximum restriction of staff. Be 

that as it may, for charge purposes, Section 40 (6) of the Companies Income 

Tax Act Cap C21 LFN 2004 suggests to organizations with a turnover of N1 

million and beneath working in the assembling, rural creation, strong mineral 

mining, and fare exchange areas as SMEs; While subsection 8 expresses that 

as from1988allorganizations occupied with exchange or business with a 
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turnover of N500, 000.00 and beneath qualify as little and medium endeavors. 

(Iwuji,n.d). 

 

CHARACTERISTICS OF SMALL AND MEDIUM ENTERPRISES 

As noted by Aderemi (2003), SMEs in Nigeria are usually small, owner or 

family managed business offering basic good sand services which tend to lack 

Organizational and management structures with the urban ones tending to be 

more structural than their rural counter parts. This is one of the most generic 

features of SMEs in Nigeria. 

Moreover, as per Hanefah, Ariff, and  Kasipillai (2002), the creation cycles of 

SMEs are generally work concentrated and they typically filling as providers 

for the bigger assembling firms with their tasks being profoundly subject to 

crude materials sourced locally. They likewise require a lower startup capital 

than the bigger organizations (Akinsulire, 2010).The choices of the 

administrators have a higher propensity to be abstract given that they are 

managed and controlled by a similar person. The representative business 

relationship found in most SMEs is overwhelmingly casual. 

Another key feature of the SME sector in any country is that it is 

heterogeneous varying in size from small retail out lets to highly paid 

professionals, and substantial manufacturing enterprises. SMEs are also likely 

to vary in organizational form from sole proprietorships (with or without 

employees), small corporations (public or private), professionals and 

partnerships. This feature usually results in different obligations for record 

keeping for the enterprise. 

Moreover, the commitments SMEs generally make to burden in come are 

lower than its commitments to yield and work (International Tax Dialog, 

2007). That reality in any case, SMEs have not gotten serious enough to build 

a lot of yield despite the fact that they structure three-fifths of the quantity of 

assembling firms where bigger assembling organizations depend on SMEs for 

their provisions (Hanukah et. al, 2002). 

SMEs are believed to be motor room of advancement this is on the grounds 

that enterprising exercises like development, risk bearing, employment 

creation, Discovering new opportunity and the commercialization of their 

developments have been added to the prosperity in all locales of the world 

consequently, any nation wishing to stay invent tivewill uphold SME 
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development since they likewise upgrade rivalry and business venture and 

subsequently have outside benefits on economy- wide effectiveness, and total 

profitability development. Besides, SME defenders much of the time 

guarantee that SMEs are more gainful than huge firms yet monetary market 

and other institutional disappointments block SME improvement. 

Subsequently, forth coming monetary and institutional upgrades, direct 

government monetary help to SMEs can support financial development and 

improvement (Avolio, n.d,Beck, Demirguc-Kuntand 

Levine,2005;Chu,KaraandBenzing,2008). Small and medium scale enterprises 

according to Akinsulire (2010) accelerate rural development while decreasing 

urban immigration and the problems of congestion in large cities because they 

have lesser competition by serving dispersed local markets, are closer to their 

resources and are cheaper to establish in the urban areas entrepreneurs are 

attracted to invest thus discouraging rural-urban migration and making for an 

even development. SMEs also contribute to domestic capital formation, play a 

value-adding role, mobilize private savings and harness them for productive 

purposes. 

 

TAXATION OF SMES 

Monetary strategy is one of the primary parts of macroeconomic approach and 

its errands have been considered in a two fold setting: first, the centre of fiscal 

policy, and second, the consistency with the money policy (Holban,2007).In 

everyday terms, the decision of tax policy to utilize relies upon the utilization 

of one or both two groups of instruments; the first being the utilization of 

extraordinary duty inclinations and different motivating forces to help fire up 

and development of little organizations. The impetuses incorporate the 

bringing down of corporate annual expenserates, unique duty exclusion sand 

mitigates for private companies. The fundamental purpose of taxation is to 

raise revenue effectively, through measures that suit each country's 

circumstances and administrative capacity. In fulfilling there venue function, a 

well-designed tax system should be efficient in minimizing the distortionary 

impacton resource allocation, and equitable in its impacton different groups in 

society (Bolnick,2004). It is important that the country's situation is properly 

analyzed before employing any tax policy in order have a properly working 

tax system because according to Slemrod, J.(n.d). Many of the difficulties 
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with the tax authorities are the consequence of poorly conceived tax policies 

and a lack of certainty regarding future policy changes.  

The objective of a tax policy should be to achieve collection cost savings 

while minimizing the revenue loss, disruption to the economy, and the 

inequity and capriciousness of the tax burden. 

An effective and efficient tax administration system is integral to any 

country's wellbeing, it is as a result of this that Baurer (2005) believes that the 

tax administration must provide an even playing field for business by ensuring 

that all tax payers meet their tax filing and paying requirements The tax 

administration must balance its educational and assistance role with its 

enforcement role. The rationale behind the whole system of tax is consistent 

with two of the three major theories of tax namely; the Ability-to-Pay 

Principle and the Equal Distribution Principle. These two principles stress 

equality and fairness. While the Ability-to-Pay talks pushes that individuals 

should be levied taxes based on their ability to pay, the Equal distribution 

Principle suggests that income, wealth, and transaction should be taxed at a 

fixed percentage; that is, people who earn more and buy more should pay 

more taxes, but will not pay a higher rate of taxes (Gabay, Remotin, & 

Uy,n.d). 

 

TAX COMPLIANCE AND SMES 

According to Marti (2010) tax compliance is a complex term to define. Simply 

put, tax compliance refers to fulfilling all tax obligations as specified by the 

law freely and completely. It has been tracked down that administrative 

weights fall excessively on little and medium ventures universally (Pope and 

Abdul-Jabbar, 2008). Their size and nature makes the issue of duty 

consistence one of specific significance particularly since most SMEs 

approach restricted assets and lacking mastery to go along with different and 

confounded guideline. He likewise accepts that high compliance expenses can 

bring about charge aversion, charge extortion, and hinder speculation via 

lessening seriousness of the country as far as tax assessment appeal. Tax 

noncompliance may be in one of many forms; it could either be failure to 

submit a tax return with in the stipulated period or non-submission under 

statement of income, over statement of deductions, failure to pay assessed 
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taxes by duedate. (Kasipillai & AbdulJabbar, 2006) and in some cases non-

compliance may mean an outright failure to pay levied taxes. 

Studies have shown that the problem of tax evasion is a wide spread one 

(Kasipillai & AbdulJabbar, 2006). Furthermore, Fagbemi, Uadile & Noah 

(2010) found that it is prevalent in developing countries and it hinders 

development thereby leading to economic stagnation and other socio-

economic problems. Chipeta (2002) identified tax rates as one of the causes of 

tax evasion .He pointed out that a higher tax rate increases tax payers' burden 

and reduces their disposable income therefore, the probability of evading tax 

is higher. Empirical studies on the relationship between tax compliance and 

the factors that affects it, carried out by other researcher's expresses a negative 

relationship between high tax rate and tax compliance. This can be supported 

by the work of Acevska (2002), who from a study of Macedonian SMEs found 

out that the most serious institutional barriers for Macedonian SMEs are the 

high taxes, in agreement also is the work of Larima & Aleexandrina (2006) 

carried out in Romania which reports that taxation is the most significant 

difficulty faced by entrepreneurs.  

Tax knowledge is very essential in shaping the compliance behavior of the tax 

payers. (Eriksen &Fallan, 1996; Mustafa,1997; Saad, 2014). Additionally, tax 

knowledge is considered as being a very significant factor influencing tax 

compliance (Hotmann,Hoelzl &Kirchler, 2008). The main argument is the fact 

that complexity arises mostly due to a lack of tax knowledge, therefore tax 

payers with sound tax knowledge will perceive the tax system as less complex 

which eventually leads to tax compliance. 

 

TAX POLICY AND LEVEL OF VOLUNTARY COMPLIANCE 

AMONG SMES 

SMEs under the customary arrangement of tax collection are oppressed, since 

the consistence prerequisites, cost of consistence and tax rate are something 

similar for both little and huge endeavors. Reducing the consistence expenses 

and tax rate expands the little undertakings overall revenue. It likewise 

expands the Government's tax revenue, since the improved on arrangements 

for little and medium ventures decrease the size of the informal economy and 

the number of non-agreeing registered tax payers (Vasak, 2008). Besides, 

SMEs as a rule need to work in a domineering administrative climate with the 
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plenty of administrative organizations, various charges, lumbering importation 

method and high port charges that continually apply genuine weight on their 

activities. An excessively unpredictable administrative framework and duty 

system or one dark in its organization and requirement makes charge 

consistence unduly difficult and regularly have a distortionary impact on the 

turn of events of SMEs as they are enticed to transform into structures that 

offer a lower taxation rate or no taxation rate by any means (Masato, 2009), 

and this outcomes in an assessment frame work that forces high costs on the 

general public. A poorly executed tax system also leads to low efficiency, high 

collection charges, waste of time for tax payers and the staff, and the low 

amounts of received taxes and the deviation of optimum allocation of 

resources (Farzbod, 2000). Existing empirical evidence clearly indicates that 

small and medium sized businesses are affected is proportionately by these 

costs: when scaled by sales or assets, the compliance costs of SMEs are higher 

than for large businesses (Weichen rieder, 2007). 

 

METHODOLOGY 

This research attempt to determine the factors that affect tax compliance 

among SMEs in Bauchi metropolis and is principally based on their view of 

several research 

papers,journals,newspaperarticlesaswellasseminarsandworkshoppapers. 

 

THEORIES OF TAX COMPLIANCE 

Various opinions exist about the best ways to improve tax compliance. Given 

the chance, a lot of businesses will not pay taxes unless there is a motivation 

to do so. Some believe that the best way is to increase incentives (Feld & 

Frey, 2007) others believe the best way is to increase penalties. Tax 

compliance theories can be broadly classified into four. They are; economics 

based theories, psychology based theories, Social learning theories and Equity 

theory. 

Economic Based Theories 

They are also known as deterrence theory and they place emphasis on 

incentives. The theory suggests that taxpayers are amoral utility maximizers- 

they are influenced by economic motives such as profit maximization and 

probability of detection. As such they analyze alternative compliance paths for 
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instance whether or not to evade tax, the like lihood of being detected and the 

resulting repercussions and then select the alternative that maximizes their 

expected after tax returns after adjusting for risk. This process is referred to 

as" playing the audit lottery" by Trivedi and Shehata (2005). Therefore 

according to the theory, in order to improve compliance, audits and penalties 

for non-compliance should be increased. 

Psychology Theories 

Psychology theories on the other hand posit that tax payers are influenced to 

comply with their tax obligations by psychological factors. They focus on the 

tax payers' morals and ethics. The theories suggest that a tax payer may 

comply even when the probability of detection is low. As opposed to the 

economic theories that emphasize increased audits and penalties as solutions 

to compliance issues, psychology theories lay emphasis on changing 

individual attitudes towards tax systems. 

Social learning theories 

The founder of this theory, Bandura (1977) acknowledged that individuals 

learn certain behavior from others through observation and the influence of 

their own personal behaviour. In the context of tax compliance behaviour, 

which is the focus of this study, social learning theory is consistent with tax 

payer's tax knowledge accusation which can be achieved through social 

learning process. As such tax knowledge is an essential construct in 

determining tax payer's compliance behavior (Sutinen & Kuperan, 999).  

Equity theory This theory was promulgated in the 1960's by (Adams, 1965). 

Equity theory explains that where the tax laws are too complex, tax payers 

will questions its fairness, hence the more tax system is complex the more tax 

payers perceive inequity in the tax system, and thus tax complexity may 

encourage negativity on tax compliance behavior (Ayuba, 2016). 

 

PROPOSED CONCEPTUAL FRAMEWORK 

In accordance with the literature discussed above figure 1 shows the structural 

framework which depicts the direct relationships and the construct under 

consideration.  
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CONCLUSION 

The paper discussed a theoretical frame work of the factors that affect tax 

compliance among SMEs. It is obvious that when it comes to taxation of 

SMEs, high tax rate are the primary problems of entrepreneurs. Despite the 

fact that they face other tax related issues, it is the problem of high tax rate 

that mostly promotes non-compliance and pushes most SMEs to remain in the 

informal sector). Hence, SMEs 

Are deprived of the benefit that arise if the government had enough tax 

revenue to embark on some development projects, provision of amenities such 

as electricity and good roads which are tools that create an enabling 

environment for SMEs to thrive. 

The framework if validated will offer important insight as regards the factors 

that affect tax compliance among SMEs. Academia will benefit from the 

framework as It will provide a road map for expansion of the existing tax 

compliance literature which has mostly concentrated on small and medium 

enterprise. The framework can be expanded by adding more variable to suit 

researcher's contextual need. Other researchers van validate the framework in 

other economic unit/sector. 

 

RECOMMENDATION 

i. SMEs should be levied lower amount of taxes so that they will have enough 

funds for other activities that will lead to business growth. Furthermore it will 

help SMEs get better equipped to survive in a competitive market. 

ii. The government should consider increasing tax incentives and exemption 

as this will not only attract investors who are potential tax payers, it will also 

encourage voluntary compliance. 
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