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ABSTRACT

Tax policy refers to what taxes governments choose to levy, in what amounts, and on whom. It

concerns broad issues such as how much tax the government needs to collect in order to pay for

expenditures and the effect that taxes can have on overall economic activity. It also concerns

issues of fairness -who should pay taxes, and how much - and efficiency, or whether taxes will

have a distortive effect on performance of SMEs in Juba City, Central Equatoria state, south

Sudan.Arelatioship between tax policy and performance of small and medium enterprises was

established in the study. The study was carried based on the specific objective, that is, i)To

establish the extent of tax policy in Juba city, Central Equatoria state, south Sudan,ii) To

determine the level of performance of SMEs in Juba city, Central Equatoria state, south

Sudan,iii) To establish the relationship between tax policy and performance of SMEs in Juba

city, Central Equatoria state, south Sudan, the independent variable (Tax policy) has four

indicators ,that is ,provision of tax relief, Reduction of tax rate ,Tax reform and Tax exemption.

The dependent variable (performance of SMEs) is having four indicators, and this are;

profitability, market share, sales volume and financial growth. Descriptive correlation design was

used to determine the relationship between variables, testing of hypothesis and in development of

generalizations. Sample size of 200 respondents were chosen from a population of 250 people,

and a questionnaire and interviews guide were used in gathering data from the respondents. the

findings from the respondent profile revealed that ,majority of them were males whose ages

ranged from 32-42 years, and majority were SMEs senior managers with diploma qualifications.

The study study’s findings revealed that extent of tax policy in Juba city, central Equatoria state,

south Sudan is generally high and this was indicated by the overall mean of 3.1 7.the study also

revealed that the level of SMEs performance is satisfactory indicated by the overall mean of

3.73 .the findings also revealed a positive relationship between tax policy and performance of

small and medium enterprises in Juba city, central Equatoria state, south Sudan because the

significant value of (0.000) was less than 0.05, implying that effective tax policy improved on

performance of small and medium enterprises in Juba city, central Equatoria and south Sudan as

x



CHAPTER ONE

1.0 Introduction

This Chapter will present background of the study, the statement of the problem, the

purposes of study, the objectives, Research questions, hypothesis, scope and

significance of study.

1~1 Background of study

1~1.1 Historical perspective

The desire to build a civilized country with a strong and sound economy is the desire of

every country, including south Sudan. Tax payment is the demonstration of such desire,

although some income earners see it as a means of exploitation by the government.

Tax payment is a voluntarily contribution imposed by the government on personal

income earners, companies, investors, exporters, importers etc. Revenue realized from

taxation is a major source of revenue to the government of south Sudan, and as such is

important tool used in development of south Sudan and her Economy. A country’s tax

policies and systems are greatly related with the business ventures in the country. An

economy that enacts favorable and progressive tax laws and policies will ~definitely

breed successful and finance healthy business organizations. Once business flourish,

the economy flourishes as well, as there is no quicker way of stirring up the matters of

economy without help of organizations that move services, goods, money and

investments from those with surplus to those with deficit; those with marketable ideas/

output to those who need these ideas and products. In essence, businesses and tax

policies greatly depend on one another for survival. If one is greatly affected the other

follows suit Nsubuga, D., (1994).

The south Sudan tax system has undergone significant changes in recent times. With

the help of various studies and research done by tax experts, tax laws are being

reviewed with the aim of repelling obsolete provisions and simplifying the main ones.
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Under current south Sudan Taxation Act, taxation is enforced by two tiers of the

government, i.e. National government and county government, State government with
each having its sphere clearly spelt out in taxes and levies. Small business enterprises

are generally recognized as important drivers of economic success. They are key

ingredient in the” ecology of firms in healthy economy, as job creators, sales generators

and source of tax/ fiscal revenue. In south Sudan the importance of small business

enterprises as a creator of jobs, particularly for those with low skills level, is widely

recognized. SMEs contribute 25% of the country” gross domestic product (GDP) and

employ about 60% of the workforce in the private sector. In agriculture, construction

and retail sector SMEs employ more than 75% of the total workforce. Over the last few

years the growth of SMEs employment has exceeded the growth in their contribution to

the GDP the reason why the south Sudan government has been notably supporting

them through financial institutions credit lending. Regulations and tax policies are

reported to be one of the constraints to the expansion small businesses in south Sudan

And internationally. However, these enterprises like any other business south Sudan are

liable to different types 01 taxes and these include income tax, corporation tax capital

gain tax, sales tax and customs duties that are paid at different stages of the business.

For purposes of this study the emphasis is put on income tax which is levied on the

income of al south Sudanese residents.

1.1.2 Theoretical perspective

This study is guided by the ability to pay theory which was advanced by. The value

added tax act (24 of 1997, R, E 2012), it state enterprises should be made to pay on

their ability to pay in order to promote their performance.

Benefit Theory advance by Florida State University. (2010). According to this theory,

the state should levy taxes on individuals according to the benefit conferred on them.

The more benefits a person derives from the activities of the state, the more he should

pay to the government. This principle has been subjected to severe criticism on the
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following grounds, the state maintains a certain connection between the benefits

conferred and the benefits derived. It will be against the basic principle of the tax. A
tax, as we know, is compulsory contribution made to the public authorities to meet the

expenses of the government and the provisions of general benefit. There is no direct

quid pro quo in the case of a tax, most of the expenditure incurred by the slate is for

the general benefit of its citizens, it is not possible to estimate the benefit enjoyed by a

particular individual every year, if we apply this principle in practice, then the poor will

have to pay the heaviest taxes, because they benefit more from the services of the

state. If we get more from the poor by way of taxes, it is against the principle of

justice.

James Mirrlees (1971) launched optimal tax theory by suggesting a Way to formalize

the planner’s problem that deals explicitly with unobserved heterogeneity among

taxpayers. In the most basic version of the model, individuals differ in their innate

ability to earn income. The planner can observe income, which depends on both ability

and effort, but the planner can observe neither ability nor effort directly. If the planner

taxes income in an Attempt to tax those of high ability, individuals will be discouraged

from exerting as much effort to earn that income. By recognizing unobserved

heterogeneity, diminishing marginal utility of consumption, and incentive effects, the

Mirrlees approach formalizes the classic tradeoff between equality and efficiency that

real governments face, and it has become the dominant Approach for tax theorists. In

the Mirrlees framework, the optimal tax problem becomes a game of imperfect

information between taxpayers and the social planner. The planner would like to tax

those of high ability and give transfers to those of low ability, but the social planner

needs to make sure that the tax system does not induce those of high ability to feign

being of low ability. Indeed, modern Mirrleesian analysis often relies on the “revelation

principle.” According to this classic game theoretic result, any optimal allocation of

resources can be achieved through a policy under which individuals voluntarily reveal

their types in response to the incentives provided.



In other words, the social planner has to make sure the tax system provides sufficient

incentive for high-abilily taxpayers to keep producing at the high levels that correspond

to their ability, even though the social planner would like to target this group with

higher taxes.

The strength of the Mirrlees framework is that it allows the social planner to consider all

feasible tax systems. The weakness of the Mirrlees approach is its high level of

complexity.

Keeping track of the incentive-compatibility constraints required so that individuals do

not produce as if they had lower levels of ability makes the optimal tax problem much

harder, since the initial Mirrlees contribution; however, much progress has been made

using this approach. General treatments of the Mirrlees approach are found in Tuomala

(1990), Salanie (2003), and Kaplow (2008).

The Cost of Service Theory advance by Some economists were of the opinion that if the

state charges actual cost of the service rendered from the people, it will satisfy the idea

of equity or justice in taxation. The cost of service principle can no doubt be applied to

some extent in those cases where the services are rendered out of prices and are a bit

easy to determine, e.g., postal, railway services, supply of electricity, etc., etc. But most

of the expenditure incurred by the state cannot be fixed for each individual because it

cannot be exactly determined. For instance, how can we measure the cost of service of

the police, armed forces, judiciary, etc., to different individuals? Dalton has also

rejected this theory on the ground that there’s no quid pro qua in a tax that will affect

the performance of SMEs in Juba south Sudan.

1.1.3 Conceptua~ perspect~ve

Tax policy is the choice by a government as to what taxes to levy, in what amounts,

and on whom. It has both microeconomic and macroeconomic aspects. The

macroeconomic aspects concern the overall quantity of taxes to collect, which can

inversely affect the level of economic activity; this is one component of fiscal policy. The
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microeconomic aspects concern issues of fairness (who to tax) and a locative (i.e.,
which taxes will have how much of a distorting effect on the amounts of various types

of economic activity).

Performance of SMEs this simply refer to the state of growth and development in

term of revenue generation and its expansion with efficiency in management of small

and medium enterprises that will yield high profitability that may result to high

performance in the long run.

L1.4 Contextual Perspective

According to the World Bank doing business report (2012). There are numerous

constraint on private sectors development in south Sudan ,political insecurity ,weak

government institution, weak rule of law and high level of corruption, lack of physical

infrastructure ,limited access to land ,access to finance ,multiplicity of taxes ,lack of

input and output market, lack of skills workers and well-educated managers, as of oil

price fell uncertainty growth of small and medium enterprises has become uncertain in

the Republic of south Sudan.

1.2 Statement of the problem

Profit maximization is the major goal of every small scale enterprise. However, this

seems not to be a reality as most of them cannot achieve this goal L& Batarelli, M.

(2008)

It is found that income tax rates that are charged on small and medium enterprises are

not accurate since its base on assumptions without assessing the actual turnover of the

enterprise, yet at times these enterprises are making losses World Bank press release

on south Sudan investment conference. (2013). It is alleged that high Income tax rates

affect the level of consumption and increase the unit cost. Income tax administration

plays a pertinent role regarding revenue collection as well as profitability of any

business enity. In an effort for the government to increase its tax base, the tax burden

for many firms increases, it is against this background the researcher want to
S



investigate the influence of tax policy on performance of SMEs in Juba Central Equatoria

state, south Sudan.

1.3 Purpose of the Study

The purpose of the study is to establish the relationship between tax policy and

performance of small and medium enterprises in Juba city, Central Equatoria state,

south Sudan.

1,4 Objectives of the Study

The study was guided by the following specific research objectives

(1) To establish the extent of tax policy in Juba city, Central Equatoria state, south

Sudan

(2) To determine the level of performance of SMEs in Juba city, Central Equatoria state,

south Sudan

(3) To establish the relationship between tax policy and performance of SMEs in Juba

city, Central Equatoria state, south Sudan.

L5 Research Questions

The study was guided by the following research questions.

(1) What is the nature of tax policy in Juba City, central Equatoria state, south Sudan?

(2) What is the level of performance of SMEs in Juba city, Central Equatoria state, south

Sudan?

(3) Is there major relationship between tax policy and performance of SMEs in Juba

city, central Equatoria, south Sudan?
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L6 Scope of the study

L6~1 Geographical Scope

The researcher focused in Juba city, central Equatoria State in south Sudan where most

of small and medium enterprises are found.

L6~2 Content Scope

The study is carried out to determine the impact of tax policy toward performance of

small and medium enterprises in Juba city, central Equatoria state, south Sudan.

L6~3 Theoretical scope

Ability-To-Pay Theory developed by the VAT act (24 of 1997, R, E 2012) which states

that taxes should be based on the ability of tax payer. The ability-to-pay theory works

from the proposition that those who have the greatest income should pay the most

taxes. The ability-to-pay theory is the only reasonable way to finance the provision of

public goods such as national defense, public health, and environmental quality. This is

one of two taxation principles. The other is the benefit principle, which states taxes

should be based on the benefits received.

L6.4 Time scope

This study focused on Tax policy and its effects on performance of SMEs starting from

July 2011 to July 2016.

L6~5 Hypothesis of the study

There is significant relationship between tax policy and performance of small and

medium enterprises.

L7 Significance of the study

The findings will benefit the different stakeholders as explained below

7



The traders- they will learn their duties as tax payers. Taxes being one of the

operational costs of business and must be paid.

The legislature Assembly (Parliament) will amend parts of the Tax Act which are unfair

to small and medium enterprises.

National Directorate Taxation (NDT) will use appropriate trader friendly methods when

collecting taxes. The Authority will get to know about corruption tendencies of its

officials in the tax administration.

The country government, to revise tax rates downwards and fight noncompliance

among taxpayers.

The general public, they will learn that every business has to pay different forms of

taxes. This is because a tax is a compulsory operational business expense. Even other

researchers on this topic will use it as reference for future research.

L8 Operational Definitions of Key Terms

Taxation A means by which governments finance their expenditures by imposing

Charges on citizens and entities, Governments use taxation to encourage or discourage

certain economic decisions. For example, reduction in taxable personal (or household)

income by the amount paid as interest on home mortgage loans results in

greater construction activity, and generates more jobs.

Tax (from the Latin taxo; 11rate”) is a financial charge or other levy imposed upon a

taxpayer (an individual or legal entity) by a state or the functional equivalent of a state

to fund various public expenditures. A failure to pay, or evasion of or resistance to

taxation, is usually punishable by law. Taxes are also imposed by many administrative

divisions. Taxes consist of direct or indirect taxes and may be paid in money or as its

labour equivalent. Few countries impose no taxation at all, such as the United Arab

Emirates and the kingdom of Saudi Arabia.
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Tax policy is the choice by a government as to what taxes to levy, in what amounts,

and on whom. It has both microeconomic and macroeconomic aspects. The

macroeconomic aspects concern the overall quantity of taxes to collect, which can

inversely affect the level of economic activity; this is one component of fiscal policy. The

microeconomic aspects concern issues of fairness (who to tax) and allocative

efficiency (i.e., which taxes will have how much of a distorting effect on the amounts of

various types of economic activity).

SMEs Small and medium-sized enterprises (SMEs) or small and medium-sized

businesses (SMBs) are businesses whose personnel numbers fall below certain limits.

The abbreviation “SME” is used in the European Union and by international

organizations such as the World Bank, the United Nations and the World Trade

Organization (WTO). Small enterprises outnumber large companies by a wide margin

and also employ many more people. SME5 are also said to be responsible for driving

innovation and competition in many economic sectors

Tax Payer is a person or organization (such as a company) subject to a tax on income.

Taxpayers have an Identification Number, a reference number issued by a government

to its citizens.

A tax advisor or tax consultant is a financial expert specially trained in tax law.

Some countries require tax advisors to verify the balance sheets of companies above a

certain size.
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CHAPTER TWO

LITERATURE REVIEW

2~O Introduction

In this chapter, literature, which is related to and consistent with the objectives of this

study, is reviewed. Important theoretical and practical problems are brought out,

relevant literature on the aspects pertaining to the effects of taxation on SMEs.

2. 1.Theoreticail Review

Ability-To-Pay Theory the value added tax act no (24 of 1997, R, E 2012) which

states that taxes should be based on the ability of tax payer. The ability-to-pay theory

works from the proposition that those who have the greatest income should pay the

most taxes. The ability-to-pay theory is the only reasonable way to finance the

provision of public goods such as national defense, public health, and environmental

quality. This is one of two taxation principles. The other is the benefit principle, which

states taxes should be based on the benefits received.

The ability-to-pay theory states that taxes should be based on the ability of taxpayer to

pay taxes, that is, those who have more income should pay more taxes. This principle

also makes a great deal of sense, especially for the provision of public goods that is

consumed by all. If everyone benefits from public goods, without exclusion, then

everyone should pay. However, not everyone can pay, so those who can afford to pay

need to bear the burden.

Fair and equitable application of the ability-to-pay principle also entails that those with

the same income pay the same taxes and those with different incomes pay different

taxes. These are termed horizontal equity and vertical equity, respectively.
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A Transfer of Income

Taxes are a means of transferring the purchasing power of income from members of

SMEs to governments. Government is able to provide public goods and undertake

government operations if it has command over resources. This command is achieved

with taxes, with the transfer of income from Small medium enterprises. Income can

only be transferred from those who have income. This is the basis for the ability-to-pay

theory that I will used as my basis of my research then assumption which is used in

many tax Administration in different countries including south Sudan as an example,

Taking this notion a step further, those who have more income can afford to pay more

taxes, that is, they have a greater ability to pay. In addition, even though taxes are

imposed on a wide range of tax bases (sales, property, and wealth), all taxes are

ultimately paid with income. The ability-to-pay theory will then implies that the best

generate the revenue needed for government operations is collect taxes on income, all

income without exclusion. All income should be included, not just wage earnings, or

corporate profits, or income used for consumption, or just the income remaining after a

myriad of special deductions or exemptions. From the income generate from small and

medium enterprises with their own ability not imposing high tax that will affect their

performance in the long run.

Matter of Efficiency

In fact, the only efficient way to provide public goods, goods that are no rival in

consumption, is through the ability-to-pay principle. Because efficiency requires that

public goods be provided at a zero price to members of society, tax payments cannot

be in any way attached to who benefits. If tax payments are perceived as a price based

on benefits received, then efficiency is not achieved. The revenue generated to finance

the provision of public goods must be based on some other criterion. The ability that

members of society have to pay taxes is as good as any and better than most.

11



Equity: Horizontal and Vertical

The ability-to-pay theory has two additional criteria. It also seems “fair” and equitable

that those with the same ability to pay should pay the same taxes and those with

different abilities should pay different taxes. More specifically these are termed

horizontal equity and vertical equity.

Benefit of Ability to pay theory to SMEs

An alternative to the ability-to-pay theory state benefit to SMEs, which states that

taxes should be based on the benefits received, that is, those who receive the greatest

benefits should pay the most taxes. On the surface, this principle is quite logical and

easily justified. The people who benefit from public goods are logically the ones who

should pay for their provision. Drivers should pay for highways, library patrons should

pay for libraries, students should pay tuition, camping enthusiasts should pay for

national parks, and the list goes on.

12



2~2 Conceptua~ framework

Independent Variable Dependent Variable

Tax Policy Performance of SMEs

o Provision of tax relief • Profitability
o Reduction of tax rate o Market shares
o reform/incentives e Sales volume
o Tax exemption e Financial growth

Source: Developed By the Researcher 2016

Figure 1: Conceptual framework

The diagram above illustrates the relationship between the independent variable (Tax policy) and

the dependent variable (performance of SMEs).

2~3 R&ated ~iterature

The sector is characterized by free entry; small scale nature of the activities; self-

employment with a high proportion of family workers and apprentices; little capital and

equipment. Other characteristics include labour intensive technology; low skills; low

level of organization with little access to organized markets, unregulated and

competitive markets, less formal credit, low education and training or services and

amenities and cheap provision of goods and services.

Small and medium sized enteiprises have competitive prMlege for a state or even a geographical

area (Mertins, et al; 2006) and have gained considerable attention in today’s worid economy.

Their efflUent allocation of resources work force, assets/ cap~l and tedinology in the fom, of synergy

can perform a major role in economy development It is generally a matter of debate that empirical
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surveys are not adequate in taking small and medium enterprises into account (Barnes, 2002;

Metts, 2007), though SMEs are extremely important for economics and its development (Ebrahim

et al., 2009; Ghaderi, et aL, 2010); Moreover, there are a small number of empirical research studies

focused on understanding the impact of managerial background and perception of

performance and the degree to which smaller firms are affected by the strategy awareness of

entrepreneurs (Karami et al., 2006). Facing incremental competitive pressure due to

globalization, as well as increased quality and service requirements from their customers (Underdown

and Talluri, 2002), small- and medium-sized manufacturers must increase their productivity and their

competitiveness in order to survive and prosper, even if they do not intend to become “world
dass” enterprises. Nevertheless, for SMEs it will be difficult to overcome these challenges

mainly due to lack of the internal human resources and the traditional culture of poor investment in

education and training (Matlay and Hylanci, 1999). The SMEs have specific needs, usually more

technological and/or organizational based (Mesquita et al., 2000). This paper shows that

governmental strategy allows for conceMng concenlmted growth of SMEs

As in most developing countries, the indigenous private sector for example in Kenya is

dominated by SMEs. The 1999 National SME Baseline Survey found that there are about

1.3 million SMEs countrywide, employing some 2.3 million people. The contribution of

the SME sector to Gross Domestic Product (GDP) was estimated at 18.4% in 1999. The

sector is therefore an integral means of strengthening the Kenyan economy. It has

emerged as a major source of employment.

For example In Kenya’s labour market. The share of the informal the sector’s

employment to total Employment in the country rose from 48.9% in 1993 to 78% in

2006 (Economic Survey, 2007).Despite the fact that the diverse activities are widely

noticeable as a source of livelihood for many Kenyans, a number of issues have been

raised about the sector. Concerns have basically revolved around legitimacy of the

activities when they are carried out in an informal environment their operating

environment and their implications and impact on the entire economy. Majority of the

firms in the sector do not fulfill business registration requirements and tax obligations.
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Given the rapid rate at which SMEs have increased, there is an urgent need to capture

their activities into the tax net. This is applies to the situation in South Sudan. For the

informal firms in the sector, there is a pressing need for a formalization strategy. This

will ensure that, firstly; they are legally in the tax net. Second, their tax regime is

simplified to enable them fulfill their tax liabilities at minimal costs.

Third, this will help tax authorities enhance administrative efficiency, eliminate avenues

for tax evasion and enhance tax compliance scenario similar to Juba county, south

Sudan.

Experiences in the past couple of years have proven that SMEs are unquestionably the

growth engines of the African economy and therefore the South Sudan government

Considers the issue of SMEs a priority. It has been obvious that there cannot be a

recovery from the financial and economic crisis without small enterprises which have to

be freed of burdens weighing on their activities. The SMEs tax was introduced to serves

this end. This tax was set in a new direction in the income tax system. Although certain

elements of the system which has been presented in the parliament may still be

modified modified via the expected social and parliamentary debate, but it include

besides a more favorable tax rate two conceptual differences whether the tax levied on

essential consumer goods in the VAT bill 2013 was favorable or computation for income

tax based on casfiows will favor the SMEs. Tax regimes and taxation of SMEs have

become increasingly topical and governments globally have sought to accommodate

and provide a means for such businesses to participate in mainstream economic activity

in a legitimate fashion. Previously, tax administrations had argued that the cost of

registering these enterprises and processing their returns far outweighed the

benefits in terms of revenue yield this remain true where such businesses are required

To participate in the normal taxpaying regime and this has led to a significant move
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Internationally to offer simplified regimes for this category of taxpayers. Cost versus

benefit is still an important issue that needs to be carefully balanced. However, a better

balance is greatly facilitated where simplified regime is implemented.

There is a growing awareness that tax systems can go beyond merely maximizing

revenue collection but over the medium- to longer-term can inculcate a higher degree

of tax compliance and build a platform to support entrepreneurship and business. In

late 70s, small businesses were typically regarded as habitual tax avoiders and evaders.

With the advent of private sector led development paradigm in the early 1980s, the

SMEs represented a higher and growing proportion of GDP in both developing and

developed countries culminating into much emphasis on taxing these businesses.

Small and medium enterprises (SMEs) have an important role in economic development

in south Sudan. The increasing number of SMEs caused competition becomes

increasingly fierce. This made SMEs experiencing more severe challenge to be able to

maintain their existence and expand its business. Performance measurement for SMEs

is still not well established such as the performance measurement in the big company.

This paper aims to propose a conceptual framework for measuring the performance

that can be used by SMEs. Several factors are proposed including entrepreneurial

aspects, competence of human resource, innovativeness, and sustainability. The

method used in this study is quantitative method with conduct a survey in Small and

Medium Enterprises (SMEs) in Bandung. The result from this study is a conceptual

framework for measuring the performance of SMEs, in which each factor has a

significant correlation to the performance measurement of SMEs. This research is

expected to contribute as the literature used by academics and SMEs to effectively

measure SMEs performance, especially in a competitive environment. -

Rate of Tax The tax act, 2009 required all tax withholders to withhold personal income

PIT from their salaries and remit the withheld amount on a monthly basis. Almost all

employee payment are subjected to personal income tax, PIT is withheld on
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A business profit tax shall be charged on the taxable profit of a taxpayer at the rate of

ten percent (10%) (Art 67 of Taxation Act, 2009).

Tax shall be applied to all goods entered into Southern Sudan at the following rates:

Two percent (2%) On all processed food items
Four percent (4% On all other goods
Six percent (6% On vehicles of all kinds

)
)

Taxation Act, (2009)

Taxabile profit

(1) Taxable profit for the purposes of this chapter shall mean the difference between

gross incomes earned or received during the tax period and any deductions

allowable under this chapter.

(2) Taxable profit for a resident taxpayer shall be the taxable profit for a resident

taxpayer shall be the taxable profit from South Sudan and foreign source

incomes.

(3) Taxable profit for a non-resident taxpayer shall be only the taxable business

profit from Southern Sudan source income. Art 68 of Taxation Act, (2009)

(1)The DT shall coordinate regularly with the government entity responsible for

registering non-governmental organizations to exchange information and

establish and maintain join and harmonized procedures and criteria for non

governmental organizations. Act. 69 of Taxation Act,( 2009)
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TaNe 1: Showing Excise Goods Rates

2710.00.10 Fuel 05%

Harmonized Article Description Percentage Specific rate
system
Number
2203 Beer made from malt 15%

2204 Wine of fresh grapes, including 15%
Fortified wines; grape (other
Than unfermented grape)

2205 Vermouth and other wines of 15%
Fresh grapes flavoured with plants or
aromatic substances

2206 Other fermented beverages 15%
(including cider, prune wine,
Rice wine, or sake, sherry,
Mead)

2207.10.30 Indentured ethyl alcohol of an 20%
alcoholic strength by volume of 80
percent volume or higher for
Beverage purposes

2208 Indentured ethyl alcohol of an 20%
alcoholic strength by volume of
Less than 80 percent vol; spirits,
Liqueurs and other spirituous
beverages; compound alcoholic
preparations of a kind used in the
manufacture of beverage

2202 Cigars, cheroots, cigarillos and 15%
cigarettes, of tobacco or tobacco - -~

substitutes
2403 Other manufactured tobacco and 15%

manufactured tobacco substitutes;
“homogenized” or
“reconstituted” to tobacco, tobacco
extracts and essence -.
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2710.00. 15
2710.00.18

Motor cars and other vehicles 15% Per litre
8703 Principally designed for the transport

of persons (other than buses, including
station wagons and racing cars

8702 Buses 10%
8704 Motor vehicles for the transport of 10%

goods
RSS Taxation Act, (2009)

The government offers tax exemptions and concessions in machinery and equipment,

and capital and net profits. The time period for tax exemptions is not laid out in the

investment law, and further regulations defining the time period have not yet been

published. Capital allowances range from 20 to 100 percent; deductible annual

allowances range from 20 to 40 percent; and other depreciation allowances range from

8 to 20 percent. The law allows for duty and tax exemptions on all agricultural imports,

including tools, equipment, machinery and tractors, pharmaceuticals, animal feed, and

seeds.

There are fundamental differences in initiating a tax regime in developed and

developing economies. In developed economies, most small businesses are within the

formal category and it has been easy to customize the existing tax legislation to suit

their needs. Essentially, the system used does not represent a major departure from

existing systems. Furthermore, the location of the taxpayer is easily traceable.

However, in developing countries, the task is more difficult in that small taxpayers are

not generally compliant with tax, registration, local government requirements and

regulations (through ignorance as well as intent). Furthermore, they cannot be easily

located or identified by the tax administration because they overwhelmingly operate

within the informal sector. The following are the key features of the small taxpayers

sector:(i) Small, transient, and often cash-based businesses.(ii) High turnover rates -

many new businesses created, many others fail, and a few grow. Many of them are
19



family based, sole proprietorships, and partnerships. (iii) Large numbers often

comprising between 70-80 percent of total taxpayers.

(iv) Low revenue potential (typically 5-10 percent) of total revenues.(v) Expensive to

administer.(vi) Many remain outside the tax net due to challenges in complying with tax

and other government regulations.(vii) They have weak accounting capabilities coupled
with rudimentary accounting systems. Tax authorities experience major problems in

identifying informal sector activities, not only because the sometime include illicit

activities, but also because even legitimate activities are difficult to identify when they

are mobile (traders), small-scale (basic services) or elusive (craftsmen carrying out

small jobs for cash). These difficulties severely limit the personal and business income

tax base that is known and reported to the tax authorities, usually, only fractions of

small businesses register with the tax authorities. Moreover, only a small share of the

overall population is on the payroll of formal sector enterprises and the government,

where recorded wages and salaries are readily observable and easily taxable through

employer withholding schemes. Despite such handicaps, the experience of several

countries in recent years shows that substantial improvement can be achieved with

determined effort and an appropriately designed strategy.

Available literature shows that one way to capture the shadow economy into the tax net

is to legitimatize the sector by allowing tax holiday and/or exemptions for certain

sectors. For instance, exempting typically low-yield sectors like agriculture from income

taxation will significantly reduce the cost of tax administration. This system has been

applied in India where the agricultural sector is constitutionally excluded from central

income tax.

Presumptive taxation involves the use of indirect means to ascertain tax liability, which

differ from the usual rules based on the taxpayer’s accounts. The term “presumptive” is

used to indicate that there is a legal presumption that the taxpayer’s income is no less

than the amount resulting from application of the indirect methodi. It involves simple

and cost-effective techniques to capture domestic transactions and sources of income
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that frequently escape taxation under conventional norms. These techniques include

lump-sum levies on small-scale business activities (standard assessments); the

assessment of taxes through indicators or proxies that help estimate taxpayer’s income

(estimated assessments); and the collection of minimum taxes irrespective of taxpayer’s
actual level of business activity (presumptive minimum taxes). More recently, other

methods have gained importance. They include presumptive taxes on imports;

withholding schemes designed to capture the incomes of unregistered businesses; and

graduated business license fees. A presumptive tax can be assessed in two ways. These

include: First, estimating the taxpayer’s Income estimated on a specific basis. Secondly,

computing taxable income on the basis of key factors associated with income

generation such as sales, turnover, number of employees, size of the firm and

taxpayer’s assets. Presumptive tax is of various types. These include:

(I) Minimum tax concept which is a fixed amount of tax is paid by persons in the

informal sector regardless of the actual trading results.

(ii) Forfeit Tax in VAT which is similar to the minimum tax and is applicable to a class

of persons referred to as small traders in lieu of Value Added Tax.

(iii) Multi bands tax liability scheme where several fixed income brackets (bands) are set

based on sales or turnover.

This approach imposes an appropriate tax burden on those operating in the

underground economy. Indirect taxes could potentially substitute for special regimes

aimed at the hard to tax sector to the extent that these taxes reach the targeted sector

via the shifting of taxes into wages, returns on capital or consumer prices. It is ideal for

economies where final consumption taxes significantly capture many of the informal

sector activities and where the proportion of the informal sector to the entire economy

is relatively large.

Taxation is therefore concepts that provide guide lines towards a good tax system.

Since many view taxation as a necessary evil, it should be administered in such way as
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to create minimum pain to the taxpayer, just like the honey bee which collects nectar

from the flower without hurting the flower. Taxes must be fair and show horizontal

equity. Thus, the same amount is paid by persons or entities that are equal in earnings
or wealth. The contribution in tax should increase as the taxable income increases

(vertical equity). The principle behind vertical equity, which is most applicable in income

taxpayers should be distributed fairly, taking into account individual income and

personal circumstances. Vertical equity is therefore to be taxed proportionate to the

income one earns. The strongest shoulders should carry the heaviest burden.

The major role or importance of taxation is to finance government re-current and

development expenditure, for example, paying of civil servants salaries and funding

long term projects such as construction of schools, hospitals and roads. Taxes can be

used to regulate demand and supply in the economy in times of inflation and protect

the society from undesirable or harmful products and industries by imposing high taxes

on them, for example, excise duty on cigarettes and beer as well as environmental levy

on used vehicles. Taxes encourage development of local industries and protect them

against competition with view to providing employment and saving foreign exchange,

by imposing high duties on competing imports. It encourages export of goods and

services by reducing or removing tax on the export in order to make them more

competitive in the world market. Finally, it provides an arena to achieve greater equality

in the distribution of wealth and income. The government may impose a progressive tax

on the incomes and wealth of the rich. The revenue raised is then used to provide

social services for the benefit of the society (Myles. Gareth (2007).

According to taxation Act (2009), taxes are classified either as direct or indirect. Direct

taxes are imposed on income arising from business, employment, property and the

burden of the tax is borne by the individual or business entity. Examples will include

corporation tax, personal income tax (PIT) capital gains tax and rental tax. Indirect
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taxes are levied on consumption of goods and services collected by an

agent(taxpayer),for example, value added tax (VAT), excise duty, import duty.

According to Taxation Act (2011) in an attempt to improve the tax administration in

South Sudan, the South Sudan Revenue Authority was formed by an act of Parliament
called the Directorate of Taxation which collects taxes from the public on behalf of the

Ministry of Finance and Economic planning but does not draft laws. Its major objective

is to give effect to the laws or specified provisions of the law and assess, collect and

account for all revenue to which the laws apply.

In accordance to Taxation Act (2009) Chapter 5 section 10 (1) mandates the DG

Taxation shall be the highest authority in the DT who subject to the control of the

Undersecretary shall be responsible for operationalization and administration of the act

and the control, management, collection and accounting for all taxes levied there under

and all matters incidental there to.

According to the Taxation Act (2009) section 29(1) the DG shall make assessments of

all taxes. The assessment may be based on one or more of the following:

(i) Evidence that supports disputes of transaction

(ii) Investigation report prepared by revenue officers

(iii) Tax paid by similar transactions by other persons

It is important to note that the tax payer shall be given a reasonable opportunity to

submit his or her facts and documents in the course of determining an assessment.

Section 30 of the act (2009) stipulates that where an individual has declared an amount

of income insufficient to support expenses incurred for personal consumption, including

acquisition of property, the DG —DT may determine the income for purpose of taxation

on the basis of expenses incurred by the individual, taking into account income of

previous periods or any other relevant information in accordance with the provisions set

forth in the regulations.
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Income tax poflcy and Growth of Market shares

Economists argue that the resources smaller companies direct towards tax compliance
are resources that could otherwise be used for reinvestment, facilitating future growth.

Hence, there is a belief that taxes and a complex tax system put disportationate

pressure on smaller businesses closed their business such as south Sudan with complex

tax administration that start from national government, state government and county

government, while Small taxpayers under the regular system of taxation are

discriminated against, since the compliance requirements, cost of compliance and tax

rate are the same for both small and large enterprises. Reducing the compliance costs

and tax rate increases the small enterprise profit margin. It also increases the

Government’s tax revenue, since the simplified provisions for a micro enterprise

historically reduce the size of the shadow economy and the number of non-complying

registered taxpayers (Vasak, 2008).

An overly complex regulatory system and tax regime or one opaque in its administration

and enforcement makes tax compliance unduly burdensome and often have a

distortionary effect on the development of SMEs as they are tempted to morph into

forms that offer a lower tax burden or no tax burden at all, (Masato, 2009) and this

results in a tax system that imposes high expenses on the society. A poorly

executed tax system also leads to low efficiency, high collection charges, waste~of time

for taxpayers 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 disproportionately by

these costs: when scaled by sales or assets, the compliance costs SMEs is higher than

large businesses. Among the factors militating against SME tax compliance with are:

high tax rates, Low efficiency, high collection charges, waste of time for

taxpayers and the staff, and the low amounts of received taxes and the deviation of

optimum allocation of resources. Unpublished research reports. This was because it was
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readily available and easier to comprehend, as it comprised of extensively researched

work. -

Tax poilcy and Financia’ Growth

SMEs are generally more responsive to domestic tax incentives than large ones. Taxes may play

a more important role in the cost structure of SMEs because they do not have the financial and

human capacity to developed sophisticated tax avoidance strategies. Taxation is popular

instrument used by government to develop SME by Improving tax environment for SME by

tax refom-i and modernization of tax administration -Adopting taxation incentive policy to resolve

bottle-neck problem faced by SMEs (Yaobin, 2007) Shahroodi, (2010) believes that in

order for a tax system to be efficient, the tax policy needs to be designed as such that the tax

rates would be appropriate and rational, the exemptions would become lower in amount, the tax

collection organization would be more efficient, the tax burden of the indigent people should be

lighter and the fight against corruption and tax evasion shouki be much more intense. Tax

policy can be divided in three dimensions as incentives, rates, and administration on SMEs.

In sum, these findings lead us to hypothesize that Hi: Tax incentives have direct relationship with

SMEs growth H2: Tax rates have a direct relationship with SMEs growth H3: Facilitating taxation

bureaucracy increases SMEs growth.

The enterprise growth is used to describe a development process of enterprise from small too

big and from weak to strong. The meanings of development exceeds the meanings of growth, and

it indudes not only the growth process of things, but the generation stage growing out of

nothing before growth and the periodic process of the stage, i.e. the cycle process going round

and round. However, the enterprise growth is a complex adjustment process which is different

to the simple scale extension. It takes the balance adjustments of various relations in the interior

and the exterior of the enterprise as the essential character, and it is the process of balanced

development from unbalance to balance, and from lower balance to higher balance. Therefore,

the concept of enterprise growth denotes the development process that an enterprise goes

through to maintain balanced and stable growth in total performance level (including output,

sales volume, profit and asset growth) or to realize the large enhancement of total
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perfom-iance and the stage spanning of development quality and level (Sun, 2004; Mao,
2009). Li Zhicheng and Diao Zhaofeng (2003) put forward the concept of “enterprise

growth force” (Li, 2003, P.86-89). They thought that the enteiprise growth force means the

enterprise’s ability and potential to realize the extension of “quantity” and enhance the “quality” in

Zhang (1998) analyzed the enterprise growth from three angles induding scale,

diversification and competitive force. Tang Wenxian and U Panfeng (2005) analyzed the development

course of relative enterprise growth theories from three aspects induding scale, know~dge and

system, and effectively dassifled the relative enterprise growth theory (Tang, 2005, P. 17-21).

In this study, organizational growth, the dependent variable of the research, was measured by means

of two indicators. The first of these, sales growth, was measured by asking the respondent to assess

the average increase of sales income in recent 5 years. The second indicator for organizational growth

was personnel growth, measured by the average increase of the number of staff in last 5

years.

Tax Policy and SMEs Sales Volumes

Finandal barriers, which affect SMEs, indude the high cost of credit, relatively high bank charges and

fees, high collateral requirements, and a lack of outside equity and venture capital. Often, domestic

banks are orientated to pravide loans to insolvent large enterprises. Information asymmetries

between lenders and borrowers make it hard for banks to determine the real value of a sale,

and lead to credit rationing (Bailett & Bukvic). As Francesca Pissarides (1998) said “credit cons~aints

constitute one of the main obstades to growth of SMEs”. The availability of finance is one of the most

controversial issues in the analysis of SMEs problems. Some authors maintain that insuffident finance

is not a fundamental obstade to SMEs growth and that firms wilh good projects will always find

sources of finance (Bratkowski, et al. 2000). Banks and finandal institutions have had to learn about

working with SMEs and find methods for evaluating loan applications from companies with little or no

track records. Furthermore, it is a general belief that SMEs have limited access to capital markets,

nationally or internationally, in part because of the perception of higher risk, informational

barriers and the involvement in smaller projects, etc. As a result, SMEs have quite often been

unable to obtain long-temi finance in the form of term debt and equity, and a larger part of their
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investments have tmditionally been self- financed. (Nam and Radulescu, 2007). Hereupon we
can put forward the following hypotheses: H4: interest rate of bank ban has direct relationship

with SMEs growth H5: fadlitaung credit and loan bonvwing has direct effect on SMEs growth H6:

redudng cost of credit has direct effect on SME growth

Tax Policy and Profitability of small and medium enterprises

It is generally recognizes that SMEs face unique challenges ,which affect their growth

and profitability and hence ,diminish their ability to contributes effectively to sustainable

development these include, lack of managerial training and experiences ,inadequate

education and skills, High tax demanded by different agencies of government in the

country ,lack of credit, national policy and regulatory, political instability in the country

such as December 2013 crises that affect thousands of SMEs and with intervention of

environment technological changes ,poor infrastructure and scanty markets information

and scarcity of hard currencies play had burden to small businesses in south Sudan. Hill

(1987)

There are various others financial challenges that face small enterprises that include the

high cost of credit, high bank charges and the fees charges to small scales enterprises

in south Sudan, the scenario witnessed in juba south Sudan during the crises lives to its

testimony Numerous money lender in the name of pyramid schemes (kinyet) come up

promising hope among the little investors which the can make it to the financial

freedom through borrowing The rotational behind turning to these schemes among a

good numbers of entrepreneurs is mainly to seek alternatives and soft credit with low

interest rate while making profit. wangohi and mugure( 2008),In most of the African

nations ,south Sudan inclusive the challenges of connecting indigenous SMEs with

foreign investors and speeding up technological upgrading still persist .Multers

2005,there is digital derived between rural and urban, with no power supply in most of

the rural areas ,it is next to impossible to have connectivity and access to information

and networks that are core in any enterprise ,this technological changes though meant
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to bring about economic changes even among rural business, does not apply to answer

to the plight of the rural enterprises.

2.4 Indication of Gaps

From the literature on tax policy and financial growth, majority of literatures dwelled on

how health financial contribute towards tax compliance ,which hold the notion that as

the level of small and medium enterprises income increased, the government increases

too .the literature only concentrate on how financial growth generate taxes.

The literature don’t look into how engaging into how tax policy impact on the finances

and profitability SMEs.

With regard to tax policy and the profitability, the literature reviewed focused on lack of

credit, national policy and regulatory, high tax demanded by different agencies of

government in the country, the literature fail to foresee into profitability of SMEs who

engage in one aspect of tax or the others.

On tax policy and the sales volumes, the literature dealt only with how sales should be

boosted toward engaging high income tax without looking on how tax policy impact

market growth.

With regard to tax policy and market growth, the literature dealt only with how market

growth should be boosted toward engaging high level income tax.

Therefore, in view of this, the study filled the gap by concentrating on how

opportunities and to engage SMEs in compliance tax policies impact on profitability by

having look to the financial growth, market growth, and sales volumes of the SMEs.
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CHAPTER THREE

RESEARCH METHODOLOGY

3~O Introduction

This chapter presents research design, Target population, Sample size, sampling

procedure, Data collection instrument, Data Analysis, Validity and viability and limitation

of the study

3d Research Design

The use of descriptive correlation design was employed in the study. Descriptive studies

are non-experimental researches that describe the characteristic of a particular

individual, or a group .it deal with the relationship between variable, testing of

hypothesis and development of generations and use of theories that have already

universal validity. It also involves event that have already taken place and be related to

present conditions.

The researcher will use both the descriptive and correlational research design.

3.2 Target Population

Target population also known as research population is seen as the total population

from which the required size of respondent was chosen. The target population of the

study comprises of the directors from taxation, Tax inspectors, SMEs senior manager,

which were 250 people with different background.
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The Target Population

Table 1,0

Target Population Total

Directors 35

Inspectors in tax department 60

Managers SMEs 155

Total 250

Sources: Primary Data

33 Sampling size

Sample size is the choosing of the number of observation or replicate to include in a

statistical sample from the entire population of the study .A sample 200 respondent is

chosen from the target population in order to give data for the study using solvency

formula.

Slovene’s Formula:

— /1+N(p)2
; Equation 3.1

Where n = minimum sample size; N=Total population. The study being social in
nature, left room for an error margin of 5% and held its confidence level at 95%
(p=0.05).
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Sample size. Table 2~O

Category Target population Sample

size

Directors 35 30

Inspectors in tax department 60 50

Managers of SMEs 155 120

Total 250 200

Source: Primary Data

3.4 Sampling Procedures

Sampling is a process of selecting a few cases from a bigger group to be used as a

basis to estimate or predict the prevalence/existence of unknown information,

occurrence, situation or the outcome of the bigger group (Kumar, 2005)

In choosing the sample size, the study used the stratified sampling procedure and then

selects the required sample size randomly from strata payment.

3~5 Research instruments

The instrument used by the study includes the following: a) face sheet to gather data

on the respondent profile (e.g. age, Education level, occupation, gender).

b) The researcher made questionnaire and Interview guide that were used to determine

the effect of tax policy on performance of small and medium enterprises in Juba city,

Central Equatoria state, south Sudan, the mode of response to questionnaire is

indicated as; five Linkage scales (1) strongly Agree (2) agree (3) not sure (4) disagree

(5) strongly disagree, and I was only administered to SME5 senior manager and

Directors and senior inspector Taxation.
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3~5J. Questionnaires

A questionnaire is a reformulated written set of questions to which respondents record

their answers, usually within rather closely defined alternatives. The questionnaire was

equally used because the information had to be collected from a large sample in a short

period yet some of the respondents could not read and write which necessitated

interviews. The questionnaire was used in collection of data from respondents (owners

of small-scale businesses). The questionnaires consisted of both open and close-ended

questions administered to respondents

3~5~2 Interviews Guide

The researcher also administered interviews. An interview is a dialogue between an

interviewer and interviewee. It is an organized conversation aimed at gathering data

about a particular tax policy and performance of SMEs. This is a method where a

researcher interviews respondents to obtain information on the issue of Interest. In this

case, the interviews during this research were structured and were specifically

administered to staff of national directorate of taxation and senior manager from small

and medium enterprises because they are custodian of knowledge and it environment.

3.6 Validity of instruments

The term validity refers to the extent to which a variable measures what it purportedly

claims to measure (Hair et al. 2006). There are various approaches to assess

measurement validity such as: the researcher engagement in so doing to determine the

suitability and relevancy of the instrument toward the research objective and research

questions as well .content validity ration (CVR) and content validity index (CVI) were

calculated .to get the CVR, the total number of items judged to strongly disagree (4)

and disagree (5) was subtracted from the total item judged to strongly agree (1) and

agree (2) and not sure (3) then divided them to half of the people asked to judge the

questionnaire.

Then a content validity index (CVI) is computed beneath formula
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CVI= No ofquestions declared

Total no ofquestions in the questionnaire
A minimum of 0.72 of CVI will be used to test the validity of the instruments

3.7 Reliability of the instruments

Reliability assesses the degree of coherence between multiple measurements of given

constructs (Hair et al. 1998). Therefore reliability shows the consistency of the study

findings. Hair et al. (2007) assert that in a survey, an instrument to be considered

reliable has got to be repeatedly applied and produces consistent scores. For example,

testing and testing again with same individuals at two occasions is another way of

judging coherence. Such a tool shall be deemed reliable once the responses remain

significantly the same across the different time periods. For total of 10 respondents,

quality management is to measure reliability known as internal consistency of the entire

scale was obtained by calculating the coefficient alpha (that is, 0, 72), specifically

Cronbach’s alpha for multiple choice items; whose threshold value should be 0.70,

although in some cases, 0.60 may also be acceptable (Hair et al. 1998). Another test of

reliability to be used in such a study is composite reliability which is usually calculated

manually.

3~8 Data collection procedures

3.8d before the administration of the questionnaires

An introduction letter was obtained from the school of higher degrees and research in

order for the researcher to seek for approval to carry out the study from respective

respondents. More than enough questionnaires are produced for distribution and

research assistants who would assist in data collection are chosen and given brief

orientation in order to be consistence.
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3.8.2 during administration of the questionnaire

The respondents are requested completely and not to leave any part of the

questionnaire unanswered .The researcher and the research assistants emphasized on
the retrieval of the questionnaire within five days from the date of distribution. All

retrieval questionnaires are checked to ensure whether all questions are answer.

3.&3 after the administration of the questionnaire

The data are collected and encoded into the computer and statistical treated using the

statistical package for social sciences (SPSS).

3~8 Data Analysis

In analyzing the data for this study, the following statistical tools were used; data on

respondents profile was analyzed by using the simple frequency percentage distribution

table, in determining the impact of Tax policy on the performance of SMEs, Mean

Deviation are used ~An items analysis helped to identify the strength and weakness of

the respondent in terms of Tax policy and performance of SMEs from which conclusion

was derived .the numerical values and response modes were used to interpret the

mean:

Mean range Response range Interpretation

4.30 - 5.00 strongly agree Very satisfactory

3.50 - 4.20 Agree Satisfactory

2.70 - 3.40 Not sure Neutral

The Pearson’s linear correlation coefficient (PLCC) was used to determine the

relationship between tax policy and performance of SMEs, and to test the null

hypothesis of the study. Regression analysis was also used to determine the extent of

tax policy on performance of SMEs in Juba city, Central Equatoria state, South Sudan
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3.9 Ethical Issues Observed In the Study

Social research always involves people, and therefore any research must be sensitive of

ethical considerations. Ethical guidelines serve as standards and a basis upon which a

researcher can evaluate and assess his/her own conduct. A researcher has the

responsibilities to fellow researchers, to any participant in the research, to society as a

whole, and most importantly to him/herself. In other words, a researcher is expected to

be ethically correct in a number of ways. Most importantly ethics denote honesty in

terms of the methods and results emanating from the study (Goddard & Melville, 108).

In this study, issues related to ethics, such as confidentiality, consent, voluntary

participation and respect to all members of the society and anonymity were strictly

observed and adhered to. This was done in anticipation that, a situation which may

expose respondents to physical or psychological harm had to be avoided. Therefore,

relevant authorities in Juba were consulted first to request their permission before the

study started (see, Appendix).

3.10 Limitations of the Study

The researcher claimed an acceptable 5% margin of error at 0.05 level of significance.

In view of the following threats to validity measures to minimize these threats to the

validity of the findings of the study reflected. i) Extraneous variables which were

beyond the researcher’s control possibly respondents’ honesty, personal biases and

uncontrollable setting of the study; however respondents were requested to be as

objective as possible in answering the questionnaires; ii) Attrition where not all

questionnaires were retrieved, however the researcher administered more than the

minimum sample size; and iii) Specialized Samples which limited the quality of the

findings because very few administrators/ inspectors and users were used; which would

likely be different if the numbers were increased.
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CHAPTER FOUR

PRESENTATION, ANALYSIS AND INTERPRETATION OF RESULTS

4~O Introductbn

This chapter shows the demographic characteristics of respondents, tax policy, effects,

performance of SMEs, the relationship between tax policy and performance of SMEs in

south Sudan, the challenges experienced by small scale business in tax compliance and.

The presentation here is based on data as collected from the field, therefore

respondents were asked to provide their gender, age, education qualification and

employment position. Their responses were summarized using frequencies and

percentages as indicated in table 4.1;
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Table 4~1: Profile of respondents

Categories Frequency Percent
Gender
Male 152 76.0

Female 48 24

Total 200 100

Age
18 -20 years 39 19.5

21-31 years 65 32.5

32-42 years 76 38.0

43-53 years 13 6.5

54 and above 7 3.5

Total 200 100

Education Qualification
Primary 41 20.5

Secondary 20 10

Diploma 76 38.0

Degree 54 27

Masters 9 4.5

Total — 200 100

Employment position
Director 3 50.0

Supervisor 81 40.5

Tax collector 16 8.0

SMEs Manager 100 1.5

Total 200 100
Source: Primary Data

Results in Table 4.1 indicated that male respondents 152(76%) were higher than

female respondents 48(24%). This implies that the majority of small and medium

enterprises in Juba South Sudan are owned by male, and this indicates a gender gap in

business activities in Juba South Sudan.

37



Regarding age, results in table 4.1 indicated that respondents in this sample were

dominated by those between 32-42 years (38%), these were followed by those

between 21-31 years (32.5%), and therefore implying that most of respondents in this

sample were youths confirming that during this stage, needs, interest, capacities,

values and opportunities are explored for business growth.

With respect to academic qualification, majority of the respondents (38%) were

diploma holders and these were followed by degree holders (27%), indicating that

respondents in this sample were relatively qualified, and this could be explained by the

virtue of their job description and specifications.

With respect to employment position, the biggest portion of the respondents 100(50%)

were SMEs Manager and these were followed by supervisors 81(40.5%), 8% were tax

collectors and 3% were Directors, hence meaning that majority of respondents in this

sample had different business ranks and responsibilities.

Tax poilcy

The independent variable in this study was Tax policy which was with four quantitative

questions in the questionnaire. These questions were based on a five point Likert scale,

in which respondents were asked to rate the effect of tax policy by indicating whether

they strongly agree, agree, not sure, disagree and strongly disagree with each question

in the questionnaire. The SPSS software was used to analyze their responses using

means and ranks as indicated in table 4.8. To interpret the means in table 4.8, the

following mean ranges and their descriptions were used;

Key for interpretation of means

Mean range Response range Interpretation

4.30 - 5.00 strongly agree Very satisfactory

3.50 - 4.20 Agree Satisfactory

2.70 - 3.40 Not sure Neutral
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Table 4..8

Tax policy
Variable Mean Interpretation Rank
Tax policy
Tax exemption is offered to some SMEs to boost their ~ ~ Very satisfactory 1
profitability
National directorate of taxation should sensitize its SMEs ~ Satisfactory 2
about tax reform/incentive
The Directorate of Taxation assess its tax rate base on 3 00 Satisfactory 3
profitability
The tax authority offer tax relief to SME5 1.90 Unsatisfactory 4
average mean 3.17 Satisfactory

Source: Primary Data, 2015

Results in table 4.8 indicated that the tax policy in Juba City, central Equatoria state

South Sudan was rated satisfactory and this was indicated by the average mean of

3.17, the tax policy is favorable to SMEs since tax exemption is offered to some SMEs to

boost their profitability. The following items were rated satisfactory; the national

directorate of taxation organizes more workshops to sensitize its members about new

tax reform and incentive (mean=3.35); the Directorate of Taxation assess their tax rate

base on profitability of SMEs (mean=3.00), and only item was rated unsatisfactory and

this was; the tax authority offer tax relief to SMEs who make losses for final quarter

(mean= 1.90), hence implying that tax relief is not offered to SMEs who make losses for

final quarter.

Performance of SMEs

The dependent variable in this study was Performance of SMEs~ in Juba city, Central

Equatoria state, South Sudan; this variable was measured with 4 quantitative questions

in the questionnaire. Most of these questions were based on a five point Likert scale

and respondents were asked to rate the extent to which Performance of SMEs is

satisfactory by indicating the extent to which they strongly agree, agree, not sure,
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disagree and strongly disagree with each question or item. Their responses were

analyzed using SPSS and summarized using means and ranks as indicated in table 4.9

below;
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Tab~e 4~9

Performance of SMEs
Variab~es Mean Interpretation

Performance of SMEs

Tax charge on profitability 4.31 Very satisfactory 1

Government offer financial support to SMEs 3.99 Satisfactory 2

Taxes charges on total sales 2.89 Satisfactory 3

4verage mean 3q73 Satisfactory

Source: Primary Data, 2015

Results in table 4.9 indicated that Performance of SMEs was rated satisfactory and this

was indicated by the average mean of 3.73, which implies that SMEs in Juba South

Sudan have trained their employees and have got skilled manpower. Two items were

rated satisfactory; the government offer financial support to SME5 (mean=3.99); and

the directorate of taxation tax SMEs in relation to total sales (mean=2.89). This is also

evidenced when some of the key informants were interviewed and asked to rate the

level of performance of SMEs and had this say;

4.2 Relationship between tax policy and performance of SMEs in Juba city, Central

Equatoria state, south Sudan

The third objective in this study was to establish the relationship between tax policy and

performance of SMEs in Juba city, Central Equatoria state, south Sudan, here the

researcher had to establish whether there is a relationship between tax policy and

performance of SMEs in Juba city, central Equatoria state, south Sudan. To test this null

hypothesis, the researcher correlated the mean indices on tax policy and those on

performance of SMEs in Juba city, Central Equatoria state, south Sudan using the

Pearson’s Linear correlation Coefficient (PLCC) and resufts are indicated in table 4.10

below;
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TaNe 4d0

Pearson correlation between tax policy and performance of SMEs in Juba

city, Central Equatoria state, south Sudan

Variables Correlated r~value Sig Interpretation Decision on

Ho
Tax policy

Vs .635 .000 Significant Rejected

Performance of SMES Correlation

Source: Primary Data, 2015

The Pearson’s Linear correlation Coefficient (PLCC) results in table 4.10 indicated that

tax policy has a relationship on performance of SMEs in Juba city, Central Equatoria

state, south Sudan, since P-value (0.000) was far less than 0.05, which is the maximum

level of significance required to declare a significant relationship in social sciences.

Therefore this implies favorable tax policy improves on the performance of SMEs in

Juba city, Central Equatoria state, south Sudan and poor Tax policy reduces it. Basing

on these results the stated null hypothesis was rejected and a conclusion made that

satisfying tax policy enhances the performance of SMEs in Juba city, Central Equatoria

state, south Sudan.
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Table 4q11

Regression between performance of SMEs and tax policy in juba city, central

Equatoria state, south Sudan,

} R2 F- DecisionVariables regressed value Sign Interpretation on H0
Performance of SMEs

VS 0.725 50.039 0.000 Significant effect Rejected
Tax policy
Coefficients Beta t-value Sig,
(Constant) 5.580 .000 Significant effect Rejected
Tax policy .583 7.683 .000 Significant effect Rejected

Regression analysis results in table 4.11 above indicated that tax policy accounted for

72.5% in the performance of SMEs in Juba city, Central Equatoria state, south Sudan

and this was indicated by r-squared of 0.725 leading to the conclusion that tax policy

significantly affects Performance of SMEs in Juba city, Central Equatoria state, south

Sudan.
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4A Interviews Analysis

This is also evidenced when 10 of the key formants were interviewed and asked to rate

the extent of tax policy and had to say; the extent of tax policy is not good to some of

our businesses there are multiple tax payment in business profit tax between central

government, state and counties, the taxes are imposed on our own goods without

considering the profit made;.

The respondent indicate on tax relief indicate that 70% of the interviewer show that tax

relief will boost their performance, while 65% of respondent on tax reduction indicate

less tax rate boost profitability of small and medium enterprises in shorter period of

time, 80% of respondent indicate that tax exemption is the key to companies growth

and development, 75% of the respondent disagree with the tax reform as the rate tax

may be surely increase to match with reform policy.
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CHAPTER FIVE

DISCUSSIONS, CONLUSIONS AND RECOMMENDATIONS

5~O Introduction

This chapter focuses on the findings, conclusions; recommendations based on the

conclusions of this study and suggested areas that need further research following the
study objectives and study hypothesis.

5~1 Discussions

This study aimed at establishing how tax policy affects performance of SMEs in Juba,

Central Equatoria state, South Sudan, three specific objectives to guided this study and

these were; (I) to determine the extent of tax policy in Juba City Central Equatoria

state, south Sudan, (ii) to determine the level of performance of SME5 in Juba City

Central Equatoria state, south Sudan, (iii) to establish the relationship between tax

policy and performance of SMEs in Juba City Central Equatoria state, south Sudan.

Objective one; determine extent of tax policy in, Juba city, Central Equatoria

state south Sudan,

Data analysis using means connoted that tax policy was rated satisfactory

(mean=3.17), hence implying that the tax policy is favorable to SMEs since tax

exemption is offered to some SMEs to boost their profitability.

Objective two; Determine the level performance of SMEs in Juba city, Central

Equatoria state south Sudan,

The findings of the study indicated that Performance of SMEs in Juba city, Central

Equatoria state, South Sudan was SMEs was rated satisfactory and this was indicated

by the average mean of 3.73, which implies that SMEs in Juba South Sudan have

trained and skilled manpower.
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Objective three; to establish the relationship between tax policy and

performance of SMES in Juba city, Central Equatoria state, south Sudan.

The findings of the study indicated that tax policy has a relationship on performance of

SMEs in south Sudan (sig. value=O.000 and r-value=O.635). Therefore this imphes that

favorable tax policy improves on the performance of SMEs in south Sudan and poor Tax

policy reduces it. Basing on these results the stated null hypothesis was rejected and a

conclusion made that satisfying tax policy enhances the performance of SMEs in south

Sudan. Still the regression analysis results indicated that tax policy accounted for 72.5%

in the performance of SMEs in south Sudan and this was indicated by r~squared of

0.725 implying that tax policy significantly affects Performance of SMEs in south Sudan.

5.2 Conclusions

Objective one; the extent of tax policy in Juba city, Central Equatoria state,

south Sudan~

From the findings of the study, tax policy was rated satisfactory (mean=3.17), hence

concluding that the tax policy is favourable to SMEs since tax exemption is offered to

some SMEs to boost their profitability.

Objective two; performance of SMEs in Juba city, Central Equatoria state

south Sudan.

From the findings of the study, Performance of SMEs in Juba city, Central Equatoria

state, South Sudan was rated satisfactory and this was indicated by the average mean

of 3.73, therefore concluding that SMEs in Juba South Sudan have trained and skilled

manpower.

Objective three; to establish the relationship between tax policy and

performance of SMEs in Juba city, Central Equatoria state, south Sudan.
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From the findings of the study, it was indicated that tax policy has a relationship on

performance of SMEs in Juba city, Central Equatoria state, south Sudan (sig.

value=O.000 and r-value=O~635). Therefore leading to a conclusion that favorable tax

policy improves the performance of SMEs in Juba city, central Equatoria state south

Sudan and poor Tax policy reduces it. Still the regression analysis results indicated that

tax policy accounted for 72~5% in the performance of SME5 in Juba city, central

Equatoria state, south Sudan and this was indicated by r-squared of 0.725 implying that

tax policy significantly affects Performance of SMEs in Juba city, central Equatoria state,

south Sudan.
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53 Recommendation

1). It is recommended that DOT, ministry of Trade, Industry and Investment as well

as chamber of commerce should work closely in order to monitor the economic

performance in the country and adjust the taxes and penalties accordingly.

2) Government should offer tax relief to SMEs who make losses for their final

quarters.

3) Recommends to tax authorities of South Sudan to make sure that the SMEs are

offer tax exemption at the starting point.

4) The Government of South Sudan should offer more financial support to SMEs in

Juba city, Central Equatoria state, South Sudan.

Prospective researchers and even students are encouraged to research on the following

areas;

5.4 Areas for further research,

1. Income tax on business performance in South Sudan.

2. Tax harmonization and business performance in south Sudan.

3. Decentralization and business performance in South Sudan
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APPENDICES

APPENDIX I: RESEARCH INSTRUMENTS
Kampalia Internationa~ University Uganda

College Higher Degree and Research

Department Of Business Administration and Management

P~O ,Box 20000 Kampala~Uganda

Dear Respondent,

My name is Garang John Maker, MBA student in Kampala International University, As

Jam in my final Year, Jam carrying out a research project base on Tax Policy and

Performance of Smes ~n Juba, Central Equatoria State, South Sudan,

Therefore, it is my pleasure to let you be part of my respondent who have helped me in

answering my research instruments .your information will be kept secret and be

confidential as far as this research is concerns. In case of anything you have not

understood, fell free to call me on the cell number given.

With my sincere appreciation.

Garang John Maker

Researcher.

Tel.0955417709

Email. garangmaker25©yahoo. corn
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SECTION A

Demographic Information,

Please circle where necessary.

1. Gender

(I) Male (ii) Female

2. Age

Below 20

21-31

32-42

43-53

53 and above

3. Education Level

(i) Primary

(ii) Secondary

(iii) Diploma

(iv) Degree

(v) Masters

(vi) Others (specify

4. Employment Position.

i. Director

ii. Supervisor

iii. Tax Collectors.

Iv. Smes Manager

v.Others (specify.
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Section B

Questionnaires

Tax Pohcy

1. Do you think tax exemption offer to some SMEs will boost their profitability?

2. What tax incentives does directorate taxation give to SMEs in relation to tax

payment?

4. Do you think tax authority offer tax relief to SMEs who make losses for final quarter?

5. Does tax rate influence the profitability of SMEs?
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Performances of SMEs

6. National directorate of taxation should charge in tax on profitability

3. Does the government offer financial support to SMEs?

A B C D E 1
LStrongly Agree Agree Not sure Disagree Strongly Disagr~j

4. Does the government offer support to boost sales volume SME5?

Interview Guide

1) How has tax relief improved the profitability of SMEs?

(2) Will tax rate reduction improve the performance market share of SMEs?

(3) Does tax exemption improve the financial performance of SMEs?

(4) How will tax reform be carried by the government to improve the performance of

SMEs?
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APPENDIX II: TRANSMITTAL LETfER

OFFICE OF THE DEPUTY VICE CHANCELLOR (DVC)

COLLEGE OF HIGHER DEGREES AND RESEARCH (CHDR)

Dear Sir/Madam,

RE: INTRODUCTION LETTER FOR MR. GARANG JOHN MAKER

REG. NO. MBA/41329/133/DF TO CONDUCT RESEARCH IN YOUR

PROJ ECT

The above mentioned candidate is a bonafide student of Kampala International

University pursuing a MBA (Finance and Accounting)

He is currently conducting a field research for his dissertation entitled, Tax policy and

performance of small and medium enterprises in Juba city, Central Equatoria,

south Sudan,

Your project has been identified as a valuable source of information pertaining to his

research project. The purpose of this letter then is to request you to avail him with the

pertinent information he may need.

Any data shared with him will be used for academic purposes only and shall be kept

with utmost confidentiality.

Any assistance rendered to him will be highly appreciated.

Yours truly,

Novembrieta R. Sumil, Ph.D.

Deputy Vice Chancellor, CHDR
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APPENDIX III: INFORMED CONSENT

I am giving my consent to be part of the research study of Mr. Garang John

Maker that will focus Tax policy and performance of small and medium enterprises in

Juba city, Central Equatoria state, South Sudan.

I shall be assured of privacy, anonymity and confidentiality and that I will be

given the option to refuse participation and right to withdraw my participation anytime.

I have been informed that the research is voluntary and that the results will be

given to me if I ask for them.

Initials:__________________________________

Date___________________________________

58



APPENDIX IV: RESEARCHERS CURRICULUM VITAE

To document the details of the researcher, his competency in writing a research and to

recognize his efforts and qualifications, this part of the research report is thus meant.

Personal Profile

Name:

Gender:

Nationality:

Educational Background

Bachelor of Business Administration (Hons) in Generic (Cavendish University

Uganda) - 2011

Diploma in accountancy (Kampala College of business)

Uganda certificate of education (Yumbe Secondary School)

Work Experiences

10 Accountants (National Ministry of Finance-Republic of South Sudan)

2 Admin and Finance officer (Catholic Relief Services)

1 Regional sale Developer (MTN —South Sudan)

1 Retail Executive Officer (East African breweries ltd)

Garang John Maker

Male

South Sudanese
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