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ABSTRACT

In Nigeria, taxation plays a vital role in generating revenue for the government to fund public
goods and services. However, tax evasion and non-compliance have remained significant
challenges, resulting in substantial revenue losses.

The current study examined tax audit effectiveness and tax compliance in Nigeria. The main
purpose of the study was to examine the extent to which tax audit effectiveness impacts on tax
compliance. Thereby reducing tax evasion.

The study employed a descriptive survey research design, with respondents drawn from staff
members of the Federal Inland Revenue Service (FIRS) in Benin City, Edo State. A sample of 84
respondents were selected from a total population of 538 using the Taro Yamane’s sample size
determination formula at 10% standard error of estimates. Data obtained from the study were
analyzed using descriptive statistics, simple percentages and frequency.

Result obtained from the study revealed that the effectiveness of tax audit significantly impacts
on tax compliance. Similarly, the findings shows that audit frequency, audit quality, and the
penalty imposed on defaults, significantly impacts on tax compliance.

Based on the findings of the study, it is concluded that despite the relative significance of
effective tax audit on tax compliance, the process is bedeviled with a number of challenges such
as inadequate enforcement mechanisms, corruption, and a lack of taxpayer education.

Following the findings of the study, it is recommended that, audit firms should ensure auditors’
independence and adherence to professional standards, while also implementing advanced data
analytics and automated systems can streamline the audit process, making it more efficient and
reducing opportunities for corruption. More so, tax enforcement agencies should implement
stringent penalties for tax evasion and ensuring their consistent application can deter non-

compliance.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the Study

Taxation has long been a cornerstone of public finance, enabling governments to generate
revenue for funding public goods, ensuring economic stability, and achieving developmental
goals. Globally, tax revenue is a critical driver of sustainable development, financing
investments in infrastructure, healthcare, education, and social welfare programs. However, in
many developing countries, including Nigeria, tax revenue generation has fallen significantly
short of expectations, limiting the government’s capacity to address public needs effectively.
According to the World Bank (2022), Nigeria’s tax-to-GDP ratio stands at approximately 6%,
well below the global average of 15% and the Sub-Saharan African average of 16%. This fiscal
gap highlights the urgent need for effective strategies to enhance revenue generation and bridge
the shortfall (OECD, 2022; World Bank, 2022).

Historically, Nigeria’s taxation system can be traced back to the pre-colonial era, when
traditional rulers imposed levies to support communal needs. During the colonial period,
formalized taxation systems such as the poll tax were introduced to finance administrative
functions (Adebisi & Gbegi, 2013). Following independence, the Nigerian government
introduced various tax policies aimed at diversifying revenue sources and reducing reliance on

volatile oil income. Despite these efforts, systemic challenges such as weak enforcement



mechanisms, administrative inefficiencies, and widespread tax evasion have continued to hinder
the effectiveness of these policies.

In recent years, Nigeria has implemented reforms to address these challenges and strengthen its
tax system. Initiatives such as the Voluntary Assets and Income Declaration Scheme (VAIDS) in
2017 encouraged taxpayers to voluntarily disclose their income and assets without facing
penalties. Similarly, the Tax Administration (Self-Assessment) Regulations of 2011 emphasized
taxpayer responsibility and promoted self-assessment practices. Additionally, the adoption of
technology-driven solutions, such as the Integrated Tax Administration System (ITAS), sought
to enhance transparency and efficiency in tax administration by automating processes and
reducing human error (Federal Ministry of Finance, 2020). Despite these reforms, compliance
remains low, particularly within the informal sector, which constitutes over 60% of Nigeria’s
economy and operates largely outside the tax net (World Bank, 2022). This significantly
undermines Nigeria’s revenue generation capacity, impeding its ability to finance critical public
infrastructure, healthcare, and education.

Tax compliance, defined as the willingness of taxpayers to fulfil their legal obligations, is a key
determinant of a nation’s revenue performance. James and Alley (2004) describe compliance as
adherence to tax laws, including timely filing, accurate reporting, and payment of liabilities.
Compliance behaviours are influenced by various factors, including economic considerations,

trust in government, and perceptions of fairness (Alm & Torgler, 2011). However, in contexts



like Nigeria, where voluntary compliance is weak, enforcement mechanisms such as tax audits
and penalties play a critical role in shaping taxpayer behaviour (Kirchler et al., 2008).

Tax audits are a key enforcement strategy aimed at ensuring compliance by detecting and
addressing discrepancies in taxpayer records. Defined as the systematic examination of a
taxpayer’s financial records, a tax audit seeks to verify accuracy and promote adherence to tax
laws (Ibrahim et al., 2018). The effectiveness of tax audits depends on several factors, including
their frequency, quality, and the enforcement of penalties. Frequent audits heighten the perceived
likelihood of detection, motivating taxpayers to comply voluntarily (Nwoke & Igwe, 2020).
High-quality audits, characterized by thoroughness and accuracy, are more likely to detect errors
and enforce compliance effectively (Akanbi & Olowookere, 2021). Additionally, penalties that
are fairly and consistently applied increase the cost of non-compliance and reinforce the
credibility of the tax system (Ekundayo et al., 2023).

This study is underpinned by the Economic Deterrence Theory, which posits that taxpayers are
more likely to comply when the perceived risk of detection and the severity of penalties are high
(Allingham & Sandmo, 1972). Complementary frameworks such as Social Exchange Theory and
the Theory of Planned Behaviour (TPB) provide additional insights into compliance behaviour.
Social Exchange Theory highlights the role of fairness and trust in influencing taxpayer
decisions, while TPB emphasizes the impact of attitudes, social norms, and perceived

behavioural control on compliance actions. Together, these theories offer a comprehensive



understanding of compliance behaviour, although Economic Deterrence Theory serves as the
primary framework due to its direct relevance to enforcement strategies and audit effectiveness.

Understanding the historical context of tax audits in Nigeria, the challenges of compliance, and
the impact of recent reforms provides a robust foundation for this study. By analysing the
interplay between audit frequency, audit quality, and penalty enforcement, this research aims to
identify actionable strategies that can optimize tax audits, improve compliance behaviour, and

strengthen Nigeria’s revenue generation capacity.

1.2 Statement of the Problem

Nigeria faces persistent challenges in tax compliance, significantly limiting its ability to generate
the revenue needed to fund public goods and services. The implications of low compliance are
far-reaching, including underfunded healthcare and education systems, dilapidated infrastructure,
and insufficient resources for economic development initiatives. For instance, the country’s tax-
to-GDP ratio, at approximately 6%, is among the lowest in Sub-Saharan Africa, falling well
below the regional average of 16% (OECD, 2022; World Bank, 2022). This fiscal gap
underscores the urgent need to address the systemic issues undermining tax compliance and
revenue generation in Nigeria.

Tax audits have been introduced as a key strategy to enhance compliance, based on the premise
that the possibility of being audited heightens taxpayers’ perceived risk of detection, thereby

discouraging non-compliance (Kassim & Fagbemi, 2019). However, the effectiveness of these



audits remains questionable due to several persistent challenges. First, tax audits in Nigeria are
often infrequent, reducing their deterrent effect. Taxpayers may perceive the probability of being
audited as low, increasing their likelihood of evasion (Akanbi & Olowookere, 2021). Second, the
quality of tax audits varies significantly, often due to a lack of skilled personnel and inadequate
technological resources. Poorly conducted audits fail to uncover discrepancies, undermining the
credibility of the system and its ability to enforce compliance (Mustapha et al., 2022). Third,
penalties following audits are inconsistently applied and sometimes perceived as unfair, further
eroding trust in the tax system and weakening the deterrent effect (Ekundayo et al., 2023).
Compounding these audit-specific challenges are broader systemic issues, including a lack of
trust in the government, inadequate taxpayer education, and the complexity of Nigeria’s tax
system. The large informal sector, which accounts for over 60% of the economy, remains largely
outside the formal tax net, further exacerbating compliance issues (World Bank, 2022). Together,
these factors create an environment where compliance is viewed as burdensome, and evasion
becomes an attractive alternative (Okoye & Ezejiofor, 2022).

Moreover, there is a noticeable gap in the current literature regarding the specific factors that
influence the success of tax audits in Nigeria. While many studies have explored the general link
between audits and compliance, few have focused on how audit frequency, audit quality, and
penalty enforcement interact to shape taxpayer behaviour (Ibrahim & Lawal, 2020; Olatunji et al.,
2020). This knowledge gap is particularly troubling given the critical role tax compliance plays

in boosting government revenue and supporting economic progress.
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The ongoing issue of low tax compliance, despite the use of audits, suggests there are
fundamental flaws in current audit practices and their enforcement. To address this, it is crucial
to gain a deeper understanding of how various aspects of tax audits contribute to compliance.
Without this insight, efforts to enhance compliance through audits may continue to fall short,
hampering the government’s ability to meet its revenue-generation and developmental goals
(Adeyemi & Fagbemi, 2021).

In light of these challenges, this study seeks to bridge this gap by examining how audit frequency,
audit quality, and penalty enforcement impact tax compliance in Nigeria. By providing
actionable insights into the effectiveness of these mechanisms, the research aims to inform the
development of more effective tax audit strategies, ultimately contributing to improved

compliance and greater revenue for the Nigerian government.

1.3 Research Questions

The research questions guide the investigation by focusing on specific aspects of the problem

that the study seeks to address. In this study, the following research questions are formulated to

explore the relationship between tax audit effectiveness and tax compliance in Nigeria:

1. What is the relationship between audit frequency and tax compliance among taxpayers in
Nigeria?

2. How does the quality of tax audits influence tax compliance in Nigeria?

3. What impact do penalties imposed post-audit have on future tax compliance in Nigeria?



1.4 Objectives of the Study

The objectives of this study are directly aligned with the research questions and aim to achieve
the following. The specific objectives are to:

1. Evaluate the relationship between audit frequency and tax compliance in Nigeria.

2. Assess how audit quality affects tax compliance in Nigeria.

3. Investigate the impact of penalties imposed post-audit on future tax compliance in Nigeria.

1.5 Research Hypotheses

The study will test the following null hypotheses:

1. Hps: There is no significant relationship between audit frequency and tax compliance among
taxpayers in Nigeria.

2. Hpz: There is no significant relationship between audit quality and tax compliance in Nigeria.

3. Hps: There is no significant impact of penalties imposed post-audit on future tax compliance

in Nigeria.

1.6 Scope of the Study

This study focuses on the effectiveness of tax audits in enhancing tax compliance among Small
and Medium-sized Enterprises (SMEs) in Benin City, Edo State, Nigeria. The study scope will
comprise staff and employees of the federal inland revenue service, Benin city, Edo state, as of

the year 2025.



In terms of geographical scope, the study will focus on Benin City. This scope is selected for the
study because it serves as a prominent economic hub in Southern Nigeria, with a diverse and
vibrant SME population spanning various sectors, including retail, manufacturing, and services.
Its representation of broader compliance challenges and opportunities within Nigeria makes it an

ideal case study location.

1.7 Significance of the Study

This study holds significant implications for Nigeria’s tax policy, particularly as the country
transitions from heavy dependence on oil revenue to a diversified revenue base. By identifying
the key factors influencing tax audit effectiveness—such as audit frequency, audit quality, and
penalty enforcement—this research provides actionable insights for policymakers and tax
authorities. Implementing these findings can enhance tax compliance, leading to increased
revenue generation and reducing the fiscal vulnerabilities associated with fluctuating oil prices.
Furthermore, this study contributes to the global discourse on tax compliance, particularly in
developing economies where structural inefficiencies and low compliance rates often undermine
public finance. The findings offer a nuanced understanding of the interplay between tax audits
and compliance in Nigeria, which can serve as a model for other Sub-Saharan African nations
with similar economic and administrative challenges. By exploring the unique dynamics of

Nigeria’s tax system, this research enriches the global literature on tax administration, providing



valuable lessons for improving compliance in contexts characterized by high informality and
limited enforcement capacity.

In addition to its policy implications, this study addresses a critical gap in the literature by
focusing on SMEs—a key yet underrepresented segment in tax compliance research. The
emphasis on SMEs in Benin City offers localized insights that can be scaled to other regions,
contributing to a broader understanding of compliance behaviours among small businesses in
developing countries.

Ultimately, the study aims to inform the design of more effective tax policies and audit strategies,
fostering a culture of voluntary compliance and strengthening the financial capacity of
governments to meet developmental goals. These contributions align with Nigeria’s objectives
for sustainable economic growth and provide a foundation for cross-national learning in tax

administration.

1.8 Limitations of the Study

This study is subject to certain limitations that may affect the generalization of its findings. The
research is geographically focused on Small and Medium-sized Enterprises (SMEs) in Benin
City, Edo State, which, while representative of some broader trends in Nigeria, may not fully
capture variations in tax compliance behaviours across other regions of the country. Differences
in economic conditions, administrative efficiency, and enforcement practices in other states

could influence the applicability of the findings nationwide.



Furthermore, the study concentrates exclusively on SMEs, excluding larger enterprises and
informal businesses. While SMEs are a critical component of Nigeria's economy, this scope
limits the study's ability to provide insights into the compliance challenges faced by other
business categories, particularly those operating outside the formal tax net or under distinct tax
regimes.

The reliance on self-reported data collected through structured questionnaires introduces the
possibility of response bias. SME owners and managers may understate non-compliance or
overstate their awareness of tax audit processes, which could affect the reliability of the findings.

Finally, variations in how tax audits are conducted across tax authorities, including differences in
audit frequency, the expertise of auditors, and access to technological tools, may impact the
consistency of results. These factors highlight the complexities inherent in assessing tax audit
effectiveness in a diverse economic and administrative landscape like Nigeria.

Despite these limitations, the study employs a robust methodological approach, including
stratified random sampling and a well-structured data collection process, to ensure the validity of
its findings. Future research could address these limitations by expanding the geographical scope,
including other business categories, and exploring the role of informal businesses in Nigeria’s

tax system.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviews relevant literature to provide a comprehensive understanding of the study's
key themes. It explores the concepts of tax compliance, tax audits, and the effectiveness of audit
mechanisms in enhancing compliance. The chapter also examines the theoretical frameworks
underpinning taxpayer behavior, including the Economic Deterrence Theory, Social Exchange
Theory, and the Theory of Planned Behavior. Furthermore, it highlights empirical studies on the
interplay between audit frequency, audit quality, and penalty enforcement, identifying gaps that

this research seeks to address.

2.2 Conceptual Review

2.2.1 Tax Compliance

Tax compliance is the extent to which taxpayers adhere to tax laws, including accurate reporting
of income, timely filing of returns, and payment of the correct tax amount. It is a critical element
of revenue generation for governments, forming the backbone of public finance and enabling
funding for essential services such as healthcare, education, infrastructure, and social welfare
(James & Alley, 2004). For developing nations like Nigeria, achieving high levels of tax

compliance is especially important, given the challenges of diversifying revenue streams and

11



reducing reliance on oil revenues. However, tax compliance in Nigeria remains significantly low,
with systemic inefficiencies and widespread non-compliance undermining the government’s
ability to meet its fiscal objectives (World Bank, 2022).

A robust understanding of tax compliance involves recognizing the interplay between voluntary
and enforced compliance. Voluntary compliance occurs when taxpayers willingly fulfill their tax
obligations, driven by trust in the government and perceived fairness of the tax system. On the
other hand, enforced compliance relies on deterrent measures such as audits, penalties, and legal
sanctions to ensure adherence (Kirchler et al., 2008). Research suggests that while enforcement
mechanisms play a vital role, they are most effective when combined with efforts to build trust
and improve the perceived equity of the tax system (Allingham & Sandmo, 1972).

The importance of tax compliance extends beyond revenue generation. It reflects the overall
health of a country’s tax system and its citizens’ attitudes toward governance. In Nigeria,
compliance levels are estimated at just 6% of GDP, far below the Sub-Saharan African average
of 16% (OECD, 2022). This low compliance rate significantly undermines the government’s
capacity to finance development initiatives, particularly in critical sectors such as infrastructure,
education, and public health. Improving compliance is not merely a fiscal necessity but a
prerequisite for fostering sustainable economic growth and reducing poverty.

Several factors influence tax compliance in Nigeria, ranging from economic considerations to
institutional trust and enforcement mechanisms. Economic factors such as income levels,

unemployment, and inflation have been identified as key determinants of compliance behavior.
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Alm and Torgler (2011) highlight that taxpayers are more likely to evade taxes during periods of
economic hardship, particularly when they perceive taxation as an additional financial burden.
This phenomenon is especially pronounced in Nigeria, where poverty rates remain high and
many citizens lack the disposable income to meet tax obligations comfortably.

Another critical factor is trust in government institutions. Kirchler et al. (2008), through their
"slippery slope framework," argue that taxpayers are more likely to comply when they trust that
their tax contributions are being used effectively to provide public goods. In Nigeria, widespread
corruption and mismanagement of public funds have eroded trust in government, discouraging
voluntary compliance. Taxpayers often question the value of contributing to a system perceived
as inefficient or inequitable, leading to a culture of evasion.

Fairness in the tax system is equally pivotal in influencing compliance. Research underscores the
importance of perceived fairness in both tax rates and the enforcement process. Taxpayers are
more inclined to comply when they believe that the tax system is equitable, ensuring that
everyone contributes according to their ability. Horizontal equity, which ensures that individuals
with similar income levels pay similar taxes, and vertical equity, which ensures that higher-
income earners contribute proportionately more, are both vital for fostering compliance (Alm &
Torgler, 2011). However, in Nigeria, the perception of unfair tax policies, coupled with frequent
tax exemptions for large corporations, exacerbates non-compliance among small and medium-

sized enterprises (SMEs) and individual taxpayers (Okoye & Ezejiofor, 2022).
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Enforcement mechanisms also play a significant role in shaping compliance behavior. According
to the Economic Deterrence Theory proposed by Allingham and Sandmo (1972), taxpayers are
less likely to evade taxes when the probability of detection is high, and the penalties for evasion
are severe. However, enforcement must strike a balance to avoid creating a hostile relationship
between taxpayers and tax authorities. Excessive reliance on enforcement measures can backfire,
particularly in developing nations where administrative inefficiencies and corruption undermine
the credibility of enforcement processes. In Nigeria, inconsistent application of penalties and the
lack of adequate resources for conducting thorough audits limit the effectiveness of enforcement
as a deterrent (Ekundayo et al., 2023).

The challenges of tax compliance in Nigeria are further compounded by structural issues,
particularly the dominance of the informal sector. The informal economy accounts for over 60%
of Nigeria’s GDP, with many businesses operating outside the formal tax net. This sector is
characterized by limited financial literacy, poor record-keeping, and a general lack of awareness
about tax obligations, making compliance difficult to enforce (World Bank, 2022). Efforts to
integrate the informal sector into the tax system, such as the Voluntary Assets and Income
Declaration Scheme (VAIDS), have yielded limited success due to weak enforcement and the
absence of sustained education campaigns.

Administrative inefficiencies within Nigeria’s tax system also hinder compliance. Tax authorities,
including the Federal Inland Revenue Service (FIRS), often struggle with inadequate staffing,

insufficient training, and outdated technological infrastructure. These limitations undermine the
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capacity of tax administrators to monitor compliance effectively, enforce penalties consistently,
and address taxpayer grievances promptly (Federal Ministry of Finance, 2020). For instance, the
introduction of the Integrated Tax Administration System (ITAS) aimed to improve compliance
through digitization and automation. While it has shown promise, its impact has been
constrained by infrastructural challenges and low adoption rates among taxpayers.

Empirical studies provide valuable insights into the dynamics of tax compliance in Nigeria.
Kirchler et al. (2008) emphasize the importance of balancing enforcement with trust-building
measures, arguing that this dual approach fosters sustained compliance. Similarly, Ekundayo et
al. (2023) found that penalties are effective deterrents to evasion but must be consistently applied
to maintain their credibility. Digital interventions, such as ITAS, have shown potential in
reducing opportunities for corruption and simplifying the compliance process, but their success
depends on broader infrastructural and administrative reforms.

Global comparisons highlight that simplifying tax systems and ensuring transparency are key to
improving compliance. In developed countries, compliance rates are significantly higher due to
streamlined processes, better enforcement mechanisms, and stronger public trust in government
institutions (Alm & Torgler, 2011). Developing nations like Nigeria can draw lessons from these
experiences, particularly in areas such as tax system simplification, taxpayer education, and the
integration of technology in tax administration.

Improving tax compliance in Nigeria requires a multi-faceted approach that addresses systemic

inefficiencies and fosters a culture of voluntary compliance. Strengthening trust in government
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through transparent use of tax revenues is paramount. Tax authorities must also simplify the tax
system to reduce the administrative burden on taxpayers, particularly SMEs and informal sector
participants. Comprehensive education campaigns are needed to raise awareness about tax
obligations and the benefits of compliance. Finally, enforcement mechanisms must be enhanced,
with a focus on consistent and fair application of penalties to maintain the credibility of the tax

system.

2.2.2 Tax Audits

Tax audits are an indispensable mechanism in tax administration, serving as both an enforcement
and compliance tool. They are systematically conducted examinations of financial records and
transactions to ensure taxpayers accurately report income, file returns, and pay the correct
amount of taxes. Tax audits verify the correctness of tax filings, identify discrepancies, detect
fraud, and ultimately promote compliance (Ibrahim & Lawal, 2020). In countries like Nigeria,
where tax evasion and avoidance remain pervasive, tax audits are essential to strengthening tax
administration and bridging the revenue gap. The role of tax audits in improving compliance is
especially critical given the country’s fiscal challenges, which are exacerbated by its low tax-to-
GDP ratio—one of the lowest in Sub-Saharan Africa at approximately 6% (World Bank, 2022).
The primary purpose of tax audits is to recover unpaid taxes by identifying discrepancies in
taxpayer filings. However, their role extends beyond revenue recovery. Tax audits act as a

deterrent against non-compliance by increasing the perceived risk of detection, a concept central
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to the Economic Deterrence Theory. According to Allingham and Sandmo (1972), taxpayers are
less likely to evade taxes when they perceive a high probability of detection and expect severe
consequences for non-compliance. In this context, audits contribute to compliance not only by
enforcing tax laws but also by fostering a culture of accountability.

In addition to deterrence, tax audits promote transparency within the tax system, which is crucial
for building public trust. When taxpayers believe that audits are conducted fairly and
comprehensively, they are more likely to perceive the tax system as equitable and legitimate.
This perception of fairness encourages voluntary compliance, reducing the need for frequent
enforcement measures (Kirchler et al., 2008). For Nigeria, where distrust in public institutions
often undermines compliance efforts, transparent and effective audits are essential for rebuilding
taxpayer confidence.

Empirical evidence supports the role of audits in compliance enhancement. Kassim and Fagbemi
(2019) conducted a study in Nigeria and found a strong correlation between audit frequency and
compliance behavior. Their findings suggest that taxpayers are more likely to fulfill their
obligations when they believe there is a realistic chance of being audited. Similarly, Ekundayo et
al. (2023) observed that high-quality audits, characterized by thoroughness and accuracy, were
more effective in uncovering discrepancies and promoting long-term compliance. However,
these studies also emphasize that for audits to be successful, they must be supported by

consistent enforcement of penalties and efficient administrative processes.
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In Nigeria, the importance of tax audits is magnified by the prevalence of evasion and avoidance
practices. The informal sector, which accounts for over 60% of the economy, operates largely
outside the formal tax net, making enforcement difficult (Okoye & Ezejiofor, 2022). By
integrating audits with targeted outreach and education efforts, tax authorities can gradually
bring informal businesses into compliance. For example, the Integrated Tax Administration
System (ITAS), introduced to streamline tax administration, has shown potential in improving
audit efficiency by automating processes and enhancing data accuracy (Federal Ministry of
Finance, 2020).

Types of tax audits further illustrate their multifaceted role in compliance enhancement. Field
audits, conducted on-site at business premises, allow tax officials to thoroughly examine
financial records and ensure alignment with tax filings. These audits are particularly effective for
large corporations with complex financial activities, though they are resource-intensive
(Mustapha et al., 2022). In contrast, desk audits are conducted remotely by reviewing submitted
documentation. While less comprehensive, desk audits are cost-effective and suitable for smaller
taxpayers. Random audits, designed to increase uncertainty among taxpayers, deter evasion on a
broader scale, while targeted audits focus on high-risk taxpayers or industries based on data
analytics. Comprehensive audits, covering all aspects of a taxpayer’s financial activities, are
reserved for cases involving suspected fraud or substantial liabilities.

Despite their potential, the effectiveness of tax audits in Nigeria faces significant challenges.

Limited resources, including inadequate staffing and outdated technology, constrain the capacity
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of tax authorities to conduct comprehensive audits. Adediran et al. (2020) highlight that
insufficient funding for tax administration hampers efforts to expand audit coverage and enhance
audit quality. Moreover, corruption within the tax system undermines the credibility of audits,
reducing their deterrent effect. Addressing these challenges requires strategic investments in
human capital, technology, and anti-corruption measures to strengthen the integrity of the audit
process.

Globally, technological advancements have transformed the audit landscape, enabling tax
authorities to conduct more efficient and targeted audits. In developed countries, the integration
of artificial intelligence and data analytics has allowed for the identification of non-compliance
patterns and high-risk taxpayers with greater precision (OECD, 2022). While Nigeria has begun
adopting similar technologies, such as ITAS, widespread implementation remains hindered by
infrastructural deficits and limited taxpayer engagement.

Public education also plays a vital role in enhancing the impact of tax audits. Many taxpayers in
Nigeria lack adequate knowledge of their obligations and perceive the tax system as overly
complex. This knowledge gap contributes to unintentional non-compliance, which audits can
address by providing clarity and feedback to taxpayers (Okoye & Ezejiofor, 2022). Educating
taxpayers about the benefits of compliance and the risks associated with evasion can complement

the enforcement functions of audits, fostering a more compliant tax culture.
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2.2.2.1 Types of Tax Audits

Tax audits encompass a range of methodologies tailored to meet the specific objectives of tax
authorities. These audits are designed to address varying levels of risk associated with non-
compliance and accommodate the complexity of taxpayers' financial activities. The type of audit
deployed often depends on the availability of resources, the risk profile of the taxpayer, and the
goals of the tax administration. Effective implementation of these audits is critical for promoting
compliance, detecting discrepancies, and ensuring fairness within the tax system (Ibrahim &
Lawal, 2020).

Field Audits are among the most comprehensive and resource-intensive forms of tax audits.
These audits involve on-site examinations of a taxpayer's financial records and operational
processes at their business premises. Field audits are particularly suited for large corporations
and high-net-worth individuals, whose financial activities are typically more intricate and prone
to manipulation. By interacting directly with taxpayers and their records, field audits enable tax
officials to uncover hidden irregularities and gain a detailed understanding of a taxpayer's
operations (Mustapha et al., 2022). While effective in addressing complex tax issues, field audits
demand significant time, expertise, and logistical resources, often limiting their frequency and
scope in resource-constrained settings like Nigeria.

In contrast, Desk Audits are conducted remotely by reviewing documents submitted by
taxpayers, including tax returns, invoices, and financial statements. These audits are less

intrusive and more cost-effective than field audits, making them a practical option for smaller
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taxpayers or tax administrations with limited resources. However, the scope of desk audits is
inherently restricted, as they rely solely on the accuracy and completeness of submitted
documents. This limitation makes them less effective in detecting deliberate evasion or complex
discrepancies (Akanbi & Olowookere, 2021). Nevertheless, desk audits are an essential
component of tax administration, providing a streamlined method for verifying routine
compliance.

Random Audits are designed to foster a climate of uncertainty among taxpayers by subjecting
cases to audits without prior suspicion or specific targeting criteria. The unpredictability of
random audits serves as a deterrent to non-compliance by ensuring that any taxpayer could
potentially be scrutinized (Kirchler et al., 2008). However, these audits often require extensive
resources and may not always yield significant recoveries, particularly if the randomly selected
taxpayers are compliant. Despite these limitations, random audits play a crucial role in
reinforcing the perception of fairness and impartiality within the tax system (Oyeleke et al.,
2021).

Targeted Audits, on the other hand, focus on specific taxpayers, sectors, or transactions
identified as high-risk based on data analysis, industry patterns, or historical non-compliance.
These audits are more strategic and efficient than random audits, as they concentrate resources
on cases with a higher probability of discrepancies or evasion (Ekundayo et al., 2023). Targeted
audits leverage modern technologies such as artificial intelligence and data analytics to identify

anomalies in taxpayer behavior, enabling tax authorities to allocate resources effectively and
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maximize recovery rates. For example, in Nigeria, the integration of the Integrated Tax
Administration System (ITAS) has enhanced the ability of tax authorities to conduct targeted
audits by automating the identification of high-risk taxpayers (Federal Ministry of Finance,
2020).

Comprehensive Audits are detailed and exhaustive examinations that cover all aspects of a
taxpayer’s financial activities. These audits are typically reserved for cases involving significant
tax liabilities, suspected fraud, or other high-stakes situations. Comprehensive audits require
substantial resources and expertise but often yield substantial recoveries, making them an
effective tool for addressing complex cases of non-compliance. In addition to their financial
impact, comprehensive audits serve as a deterrent by setting examples for other taxpayers within
the ecosystem, signaling that tax authorities have the capacity to address even the most
sophisticated evasion schemes (Mustapha et al., 2022).

While each type of audit has its strengths and limitations, a balanced approach that incorporates a
mix of these methodologies is essential for optimizing tax compliance. For instance, field and
comprehensive audits are indispensable for tackling large-scale or complex evasion, whereas
desk and targeted audits offer cost-effective solutions for routine verification and medium-risk
cases. Random audits, though less efficient in resource allocation, remain important for

maintaining fairness and deterring potential evaders across the tax base.
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2.2.2.2 The Role of Tax Audits in Enhancing Compliance

Tax audits are a cornerstone of effective tax administration, serving as a powerful tool to
enhance compliance and reduce tax evasion. In Nigeria, where voluntary tax compliance remains
a significant challenge, the role of audits extends beyond enforcement to include deterrence,
correction, and education. By systematically examining taxpayer records and transactions, audits
provide a critical mechanism for ensuring adherence to tax laws and increasing revenue
collection. Their impact is particularly pronounced in developing economies like Nigeria, where
systemic inefficiencies and distrust in government institutions exacerbate non-compliance
(Ibrahim & Lawal, 2020).

Tax Audits as a Deterrent

The deterrent effect of tax audits is one of their most vital contributions to compliance. The
Economic Deterrence Theory posits that taxpayers are less likely to evade taxes when they
perceive a high likelihood of detection and severe consequences for evasion (Allingham &
Sandmo, 1972). Tax audits amplify this perceived risk, compelling taxpayers to comply
voluntarily. For instance, in Nigeria, studies have shown that well-publicized audit programs
significantly alter taxpayer behavior by signaling the government's commitment to rigorous
enforcement (Ekundayo et al., 2023).

Random and targeted audits are particularly effective in creating a climate of uncertainty among
taxpayers. Random audits, which subject taxpayers to review without prior suspicion, emphasize

the possibility that any taxpayer could be audited, thereby encouraging widespread compliance.
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Meanwhile, targeted audits focus on high-risk cases, increasing the efficiency of detection and
deterrence (Mustapha et al., 2022). Both approaches reinforce the notion that evasion carries
significant risks, thus fostering a culture of compliance.

Tax Audits as Corrective Measures

Beyond deterrence, tax audits play a corrective role by identifying discrepancies in taxpayer
filings and recovering revenue that would otherwise be lost. In Nigeria, where the informal
sector constitutes a significant portion of the economy, audits serve as an essential tool for
addressing systemic inefficiencies and broadening the tax base. Empirical studies have
highlighted that audits not only recover unpaid taxes but also reduce the tax gap—the difference
between taxes owed and taxes collected (Adediran et al., 2020).

The enforcement of penalties following audits further amplifies their corrective impact. Penalties
not only discourage future evasion but also reinforce the credibility of the tax system. However,
the effectiveness of penalties depends on their consistency and fairness. Disproportionate
penalties may lead to resistance, while lenient enforcement undermines the deterrent effect of
audits (Ekundayo et al., 2023). In this regard, Nigerian tax authorities must strike a balance by
imposing penalties that are both just and effective.

Tax Audits as Educative Tools

Tax audits also play an educative role by improving taxpayer understanding of tax laws and
obligations. Many taxpayers in Nigeria lack adequate knowledge of their responsibilities, leading

to unintentional non-compliance. Audits provide an opportunity for tax authorities to clarify
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ambiguities, address misconceptions, and offer constructive feedback. This is particularly
important for small and medium-sized enterprises (SMEs), which often operate with limited
financial literacy and informal practices (Okoye & Ezejiofor, 2022).

By fostering better communication between taxpayers and authorities, audits can transform
compliance from a reactive obligation to a proactive practice. Educating taxpayers about the
benefits of compliance, such as improved public services and infrastructure, further enhances
voluntary adherence. In this context, audits serve as a bridge between enforcement and
collaboration, strengthening the relationship between taxpayers and the government.

Empirical studies underscore the multifaceted role of tax audits in enhancing compliance.
Kassim and Fagbemi (2019) found a positive correlation between audit frequency and taxpayer
behavior in Nigeria. Their research revealed that frequent audits not only deterred evasion but
also encouraged accurate reporting and timely filing. Similarly, Ekundayo et al. (2023)
demonstrated that high-quality audits, characterized by thoroughness and precision, were
instrumental in uncovering significant discrepancies and enforcing compliance effectively.
Globally, advancements in technology have further strengthened the impact of tax audits. Digital
tools such as data analytics and artificial intelligence enable tax authorities to identify patterns of
non-compliance and focus audit efforts on high-risk cases (OECD, 2022). In Nigeria, the
implementation of the Integrated Tax Administration System (ITAS) has streamlined audit

processes by automating data collection and analysis. However, the system's potential remains
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underutilized due to infrastructural challenges and limited technical expertise (Federal Ministry
of Finance, 2020).

Despite these advancements, challenges persist. Adediran et al. (2020) noted that inadequate
staffing, outdated technology, and corruption within the tax administration system undermine the
effectiveness of audits in Nigeria. Addressing these issues requires strategic investments in
capacity building, technological infrastructure, and anti-corruption measures. By enhancing the
operational efficiency of tax authorities, Nigeria can maximize the benefits of audits and improve

overall compliance.

2.2.3 Audit Frequency

Audit frequency is a critical determinant of tax compliance, representing the regularity with
which tax authorities examine taxpayers' financial records to ensure adherence to tax laws.
Frequent audits enhance the perception of monitoring and the likelihood of detection, making tax
evasion a less attractive option. This psychological impact aligns with the Economic Deterrence
Theory, which posits that compliance is influenced by the perceived risk of detection and the
associated consequences (Allingham & Sandmo, 1972). In the context of Nigeria, where tax
evasion undermines revenue generation, increasing audit frequency has emerged as a pivotal
strategy for enhancing compliance.

The importance of audit frequency lies in its role as a deterrent. By conducting audits at regular

intervals, tax authorities signal a robust enforcement mechanism that reduces the ambiguity
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surrounding detection risks. Taxpayers who perceive a higher likelihood of being audited are
more likely to comply voluntarily, avoiding penalties or reputational damage. Studies have
shown that when audits are conducted frequently, they create a culture of compliance by
reinforcing the authority and credibility of the tax system (Ibrahim & Lawal, 2020). This
deterrent effect is particularly relevant in Nigeria, where systemic inefficiencies and a large
informal sector exacerbate non-compliance (World Bank, 2022).

The relationship between audit frequency and compliance is underpinned by the concept of
perceived risk. Taxpayers weigh the costs of non-compliance, including the likelihood of
detection and the severity of penalties, against the benefits of evasion. When audit frequency
increases, the perceived probability of detection rises, altering the cost-benefit analysis in favor
of compliance. This dynamic is supported by empirical studies. For instance, Kassim and
Fagbemi (2019) found that taxpayers in Nigeria’s formal sector exhibited higher compliance
levels when audits were frequent and well-publicized. The researchers concluded that regular
audits not only deter evasion but also encourage accurate reporting and timely tax payments.
Audit frequency also has a ripple effect on broader compliance behaviors. Even taxpayers who
are not directly audited may alter their behavior if they perceive an overall increase in
monitoring. This indirect deterrent effect amplifies the impact of audit frequency, making it a
cost-effective strategy for improving compliance across diverse taxpayer groups. In developing
economies like Nigeria, where tax authorities face resource constraints, leveraging this indirect

effect can maximize the efficiency of audit programs (Ekundayo et al., 2023).

27



Empirical evidence underscores the positive impact of frequent audits on tax compliance. For
example, a study by Mustapha et al. (2022) in Nigeria revealed that SMEs subjected to regular
audits reported fewer discrepancies in tax filings compared to those audited sporadically. The
findings highlighted that frequent audits not only improve reporting accuracy but also foster a
sense of accountability among business owners.

Similarly, Kassim and Fagbemi (2019) observed that audit programs targeting high-risk sectors
in Nigeria achieved significant revenue gains when conducted consistently over time. These
audits were particularly effective in the manufacturing and retail sectors, where complex
financial transactions often obscure true tax liabilities. The study concluded that frequent audits
reduced the incidence of tax evasion by increasing transparency and compliance awareness.
Globally, countries with high compliance levels also emphasize audit frequency as a cornerstone
of their tax strategies. For instance, the Australian Taxation Office (ATO) implements regular
audits as part of its risk-based approach, targeting industries and taxpayers with higher evasion
risks. This strategy has yielded substantial revenue recovery and reinforced voluntary
compliance among non-targeted taxpayers (OECD, 2022). While resource constraints may limit
the scalability of such programs in Nigeria, adapting similar principles to local contexts can yield

meaningful improvements.
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2.2.4 Audit Quality

Audit quality refers to the degree of accuracy, thoroughness, and reliability exhibited during the
audit process. High-quality audits ensure that financial records are examined meticulously,
discrepancies are identified accurately, and corrective measures are implemented effectively. In
tax administration, audit quality is vital for uncovering instances of evasion and ensuring
compliance with tax laws. High-quality audits enhance the credibility of the tax system, fostering
trust among taxpayers and promoting voluntary compliance (Akanbi & Olowookere, 2021).

Key characteristics of high-quality audits include precision, objectivity, and consistency.
Precision ensures that audits accurately detect errors or misreporting in tax filings, minimizing
false positives or overlooked discrepancies. Objectivity requires auditors to maintain
independence and neutrality, avoiding biases or undue influence from external parties.
Consistency ensures that audits are conducted uniformly across different taxpayers, irrespective
of their economic size or industry (Ibrahim & Lawal, 2020). Together, these attributes build the
legitimacy of the audit process and encourage greater adherence to tax laws.

Several factors influence the quality of tax audits, including the training and expertise of auditors,
the availability of resources, and the use of modern technology. Auditor training is critical for
developing the technical skills and ethical standards needed to conduct effective audits. Well-
trained auditors are more likely to identify discrepancies accurately and apply tax laws

consistently (Ekundayo et al., 2023).
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Resource availability also plays a significant role. Inadequate staffing, outdated technology, or
insufficient funding can compromise audit quality by limiting the thoroughness of investigations.
Conversely, investments in advanced tools like data analytics and artificial intelligence enable
tax authorities to enhance accuracy and efficiency. For example, Nigeria’s Integrated Tax
Administration System (ITAS) has improved audit processes by automating data collection and
analysis, though its full potential remains constrained by infrastructural challenges (Federal
Ministry of Finance, 2020).

Institutional factors, such as governance and accountability mechanisms, also impact audit
quality. Corruption and inefficiencies within tax administrations undermine the integrity of
audits, reducing their deterrent effect. Addressing these systemic issues is essential for ensuring
that audits are conducted transparently and effectively (Adediran et al., 2020).

Empirical evidence demonstrates the positive impact of high-quality audits on tax compliance.
Kassim and Fagbemi (2019) found that thorough audits significantly reduced evasion rates
among Nigerian taxpayers, particularly in high-risk sectors like retail and manufacturing.
Similarly, Mustapha et al. (2022) highlighted that audits characterized by accuracy and
impartiality fostered trust in the tax system, encouraging voluntary compliance among SMEs.
Globally, high-quality audits are associated with higher revenue recovery and reduced tax gaps.
For instance, the Australian Taxation Office (ATO) attributes its success in improving

compliance to rigorous audit standards and the effective use of data-driven techniques (OECD,
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2022). Nigeria can draw lessons from such practices to optimize its own audit processes and

enhance compliance outcomes.

2.2.5 Penalty Enforcement

Penalty enforcement is a key mechanism in tax administration, designed to deter non-compliance
by increasing the cost of evasion. Penalties are imposed on taxpayers who fail to fulfill their
obligations, such as underreporting income, late filing, or non-payment of taxes. Effective
penalty enforcement not only recovers lost revenue but also reinforces the credibility of the tax
system, discouraging future non-compliance (Ekundayo et al., 2023).

Penalties can be categorized into financial and legal sanctions. Financial penalties include fines,
interest charges on overdue taxes, and additional assessments for underreporting. These penalties
directly impact the financial position of non-compliant taxpayers, creating a tangible cost for
evasion. Legal penalties, on the other hand, may involve criminal prosecution, imprisonment, or
the revocation of business licenses. Such measures serve as a strong deterrent, particularly for
deliberate evasion or fraud (Ibrahim & Lawal, 2020).

In Nigeria, the Federal Inland Revenue Service (FIRS) applies a range of penalties based on the
severity and nature of non-compliance. For instance, late filing attracts a flat fine, while
intentional underreporting may lead to both financial penalties and legal action. Ensuring that
penalties are proportional to the offense is essential for maintaining public trust and encouraging

compliance.
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The effectiveness of penalty enforcement depends on its consistency and perceived fairness.
Consistency ensures that penalties are applied uniformly across all taxpayers, preventing
perceptions of favoritism or bias. Fairness, on the other hand, requires that penalties are
proportional to the severity of the offense and take into account mitigating factors, such as
unintentional errors or financial hardship. Disproportionate penalties can lead to resistance or
further evasion, while lenient penalties may fail to deter non-compliance (Adediran et al., 2020).
Empirical studies underscore the importance of penalty enforcement in promoting compliance.
Kassim and Fagbemi (2019) observed that taxpayers in Nigeria were more likely to comply
when penalties were consistently and fairly enforced. Their findings revealed that strict
enforcement policies increased the perceived risk of detection and punishment, altering taxpayer
behavior in favor of compliance.

Similarly, Okoye and Ezejiofor (2022) highlighted the role of penalty enforcement in addressing
non-compliance within Nigeria’s informal sector. By targeting high-risk groups with well-
publicized enforcement actions, tax authorities successfully expanded the tax base and improved
voluntary compliance.

Globally, the role of penalties in compliance enhancement is well-documented. For example, the
United States Internal Revenue Service (IRS) attributes its high compliance rates to strict penalty
enforcement policies, including criminal prosecution for serious offenses. These measures
reinforce the deterrent effect of audits, ensuring that taxpayers weigh the risks of non-compliance

more heavily (OECD, 2022).
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Despite its importance, penalty enforcement in Nigeria faces significant challenges. Corruption
and administrative inefficiencies undermine the consistency of enforcement, reducing its
deterrent effect. Furthermore, limited public awareness of tax laws and penalties contributes to
unintentional non-compliance, highlighting the need for education and outreach efforts (Federal

Ministry of Finance, 2020).

2.3 Theoretical Framework

The theoretical framework provides the foundation for understanding the relationship between
tax audit effectiveness and tax compliance. This study draws primarily on the Economic
Deterrence Theory as the underpinning framework, with complementary insights from the Social
Exchange Theory and the Theory of Planned Behavior (TPB). Together, these theories offer a
comprehensive perspective on the motivations and behaviors of taxpayers, as well as the
mechanisms through which tax audits and penalties influence compliance.

The Economic Deterrence Theory serves as the primary framework, as it directly addresses the
enforcement mechanisms that are central to this study. It highlights how frequent audits, high-
quality examination processes, and appropriate penalty enforcement can shape compliance
behavior by altering taxpayers’ cost-benefit perceptions. Supporting this framework, the Social
Exchange Theory adds depth by emphasizing the role of trust and fairness in voluntary
compliance, while the Theory of Planned Behavior explores how individual attitudes, social

norms, and perceived control impact taxpayers’ intentions to comply with tax laws.
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2.3.1 Economic Deterrence Theory

The Economic Deterrence Theory, introduced by Allingham and Sandmo (1972), forms the
cornerstone of this study's theoretical framework. This theory suggests that taxpayers approach
compliance decisions through a rational cost-benefit analysis. They weigh the potential benefits
of evading taxes—such as retaining more income—against the associated risks and costs,
including the likelihood of detection during audits and the penalties imposed for non-compliance.
Frequent tax audits, by increasing the perceived probability of detection, serve as a deterrent to
evasion. When taxpayers believe that the risk of being audited is high, they are more likely to
comply voluntarily to avoid penalties. Similarly, the quality of audits plays a crucial role; a
thorough and accurate audit process can uncover discrepancies and hold taxpayers accountable,
reinforcing the credibility of enforcement mechanisms. Penalty enforcement amplifies this effect
by making the financial and reputational consequences of evasion significant enough to outweigh
the perceived benefits of non-compliance.

In Nigeria, where tax evasion remains widespread, the Economic Deterrence Theory is
particularly relevant. The informal sector's dominance and weak enforcement mechanisms create
an environment where evasion often seems low-risk. However, this theory suggests that
enhancing the frequency, quality, and consistency of tax audits can reshape taxpayer perceptions
and behavior. By aligning enforcement practices with the principles of deterrence, Nigeria can

strengthen its tax compliance framework and close the revenue gap.
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2.3.2 Social Exchange Theory

The Social Exchange Theory focuses on the role of trust and fairness in influencing taxpayer
compliance. This theory posits that individuals engage in transactions based on an expectation of
reciprocity; in the context of taxation, this involves taxpayers complying when they perceive that
the government is using tax revenues responsibly and equitably (Alm & Torgler, 2011).
Conversely, perceptions of misuse, corruption, or inequitable treatment erode trust, discouraging
voluntary compliance.

Tax audits, as enforcement tools, can either build or undermine trust depending on their
execution. When audits are perceived as fair, impartial, and transparent, they reinforce the
legitimacy of the tax system and encourage compliance. However, excessive penalties or
arbitrary enforcement may alienate taxpayers, reducing their willingness to comply voluntarily.
This theory underscores the importance of balancing enforcement with equity, particularly in
contexts like Nigeria, where mistrust of government institutions is a recurring challenge.

By integrating the Social Exchange Theory into this study, the role of perceived fairness in
shaping compliance behavior is highlighted. It complements the deterrence perspective by
addressing psychological and social dimensions, offering a holistic view of the factors driving

compliance.
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2.3.3 Theory of Planned Behavior (TPB)

The Theory of Planned Behavior, developed by Ajzen (1991), explores how individual attitudes,
societal norms, and perceived behavioral control influence decision-making and behavior. In the
context of tax compliance, this theory suggests that taxpayers’ decisions are shaped by their
beliefs about the benefits or burdens of paying taxes (attitudes), societal expectations regarding
compliance (subjective norms), and their confidence in fulfilling tax obligations (perceived
behavioral control).

Effective tax audits can influence these factors by fostering accountability and fairness, which
improves taxpayers’ attitudes toward compliance. Consistent enforcement reinforces societal
norms that discourage evasion, while transparent processes and accessible education enhance
taxpayers’ confidence in their ability to meet obligations.

In Nigeria, where SMEs often struggle with complex tax systems and limited resources, the
Theory of Planned Behavior provides valuable insights into how psychological and social factors
interact with enforcement mechanisms to shape compliance behavior. By addressing these

elements, tax authorities can promote a more compliant tax culture.

2.4 Empirical Review
Lawal and Igbekoyi (2024) explored strategies for enhancing tax compliance and revenue
generation in Nigeria, focusing on the effectiveness of tax audits and penalties in improving

compliance. The study adopted a mixed-methods approach, integrating survey responses from
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200 taxpayers with secondary data on tax revenue trends from 2015 to 2022. Their findings
revealed that frequent tax audits had a significant positive impact on compliance rates,
particularly among corporate taxpayers, who perceived increased audit frequency as a deterrent
to evasion. Penalties also acted as a strong enforcement tool, discouraging evasion by raising the
perceived financial risks of non-compliance. However, the study noted that taxpayer education
was a critical missing element, as a significant proportion of respondents lacked a comprehensive
understanding of their tax obligations. Lawal and Igbekoyi emphasized the need to integrate
taxpayer education campaigns with enforcement strategies to foster voluntary compliance. They
further recommended the adoption of digital tax administration tools, such as automated audit
selection systems, to enhance audit efficiency and reduce administrative bottlenecks. The study
contributes valuable insights for policymakers seeking to optimize Nigeria's tax compliance
framework through balanced enforcement and education.

Oladimeji (2023) investigated the role of revenue administration in improving financial
performance in Nigeria’s local governments, focusing on tax audits as a key enforcement
mechanism. The study analyzed data from 15 local government areas between 2017 and 2021,
employing regression analysis to assess the relationship between audit practices and revenue
outcomes. Results indicated that effective tax audits significantly increased revenue collection by
as much as 35%, especially in urban areas with higher densities of taxable businesses. However,
rural areas experienced minimal gains due to inadequate enforcement infrastructure and low

taxpayer awareness. The study highlighted disparities in audit practices, noting that local
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governments with well-trained audit personnel and mobile tax units performed significantly
better in revenue collection. Oladimeji concluded that tailored capacity-building initiatives for
tax officials and the adoption of mobile audit technologies could address these regional
disparities. Additionally, the study emphasized the importance of integrating audit efforts with
taxpayer education to increase compliance, particularly in underperforming rural areas. These
findings offer practical recommendations for improving revenue performance across Nigeria’s
local governments.

Sule and Egbunike (2023) examined the role of penalties in moderating the relationship between
tax audits and tax compliance in Northeast Nigeria. Their study utilized a survey-based approach,
collecting responses from 300 tax practitioners and leveraging structural equation modeling to
analyze the data. Findings revealed that penalties significantly strengthened the positive
relationship between audit frequency and tax compliance. This was particularly evident in high-
income regions, where penalties were perceived as a credible enforcement mechanism. However,
excessive penalties in lower-income regions had the opposite effect, fostering resentment and
reducing compliance due to perceptions of inequity. Sule and Egbunike stressed the importance
of proportional penalties that consider taxpayers’ financial capacities, recommending the
adoption of a progressive penalty structure. The study also highlighted the need for greater
transparency in penalty enforcement to enhance trust in the tax system. These findings
underscore the delicate balance between enforcement and fairness in sustaining compliance and

provide a framework for tailoring penalty systems to regional economic contexts.
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Nkwagu, Awoke, and Nkwagu (2024) investigated the impact of transfer pricing audits on tax
compliance among multinational corporations in Nigeria. The study analyzed audit outcomes
from 50 multinational firms operating in key sectors such as oil and gas, telecommunications,
and manufacturing. Using logistic regression, the authors found that transfer pricing audits
significantly improved compliance levels by increasing the perceived risk of detection among
corporations engaged in cross-border transactions. However, inconsistencies in audit guidelines
and enforcement practices across states undermined the effectiveness of these audits. For
example, firms operating in states with less stringent audit frameworks demonstrated lower
compliance levels compared to those in regions with standardized guidelines. The authors
recommended enhancing coordination between federal and state tax authorities to ensure
uniformity in audit practices. They also emphasized the role of technology in streamlining
transfer pricing audits, suggesting the adoption of advanced analytics to detect anomalies in
cross-border transactions. This study provides actionable insights for improving tax compliance
among multinationals through standardized and technology-driven audit practices.

Ejike and Agu (2024) proposed a compliance and audit model aimed at addressing tax evasion in
high-risk sectors such as retail and construction. The study analyzed audit data from 100
businesses between 2017 and 2022, employing a cluster sampling technique to identify patterns
in compliance behavior. Findings revealed that combining frequent audits with targeted taxpayer
education initiatives significantly reduced evasion rates in these sectors. The authors highlighted

the effectiveness of audits in detecting discrepancies, particularly when focused on industries
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with complex financial transactions. Additionally, the study emphasized the importance of data
analytics in identifying high-risk taxpayers, recommending the integration of predictive models
into audit selection processes. The authors concluded that a hybrid approach, balancing
enforcement with education, would be most effective in improving compliance. By incorporating
taxpayer education into audit strategies, tax authorities could foster voluntary compliance while
maintaining robust enforcement mechanisms. This study offers practical solutions for reducing
evasion and optimizing audit outcomes in Nigeria’s high-risk sectors.

Justine (2023) evaluated the effectiveness of tax audit practices in enhancing tax revenue in
Southern Nigeria. The study employed a difference-in-differences approach to analyze revenue
trends across 10 states with varying levels of audit coverage between 2012 and 2021. Results
showed that states with higher audit coverage achieved an average revenue growth of 20%
compared to states with lower audit engagement. However, poor audit quality in some states
limited the potential gains, with taxpayers in these regions reporting lower compliance rates due
to inconsistencies in audit execution. Justine recommended capacity-building programs for
auditors to enhance their technical skills and the adoption of standardized audit procedures to
ensure consistency. The study also emphasized the role of technology in improving audit
efficiency, suggesting the use of digital tools to streamline processes and reduce human error.
These findings highlight the critical role of high-quality audits in optimizing revenue generation

and compliance in Nigeria.

40



Badara (2012) examined the effect of tax audits on compliance in Bauchi State, Nigeria. The
study utilized survey data from 150 taxpayers and analyzed audit reports from 2010 to 2015.
Findings indicated that tax audits significantly increased compliance among formal businesses,
with respondents citing the fear of penalties and reputational damage as key motivators for
adherence. However, the study noted that informal businesses were largely unaffected due to
their exclusion from audit programs. Badara emphasized the need to extend audit coverage to
include informal sector players, proposing simplified audit procedures tailored to small
businesses. The study also highlighted the importance of taxpayer education in fostering
compliance, recommending outreach programs to raise awareness of tax obligations. These
findings underscore the potential for expanded audit coverage and education to improve
compliance in Nigeria’s diverse economic landscape.

Modugu and Anyaduba (2014) assessed the effectiveness of tax audits in improving corporate
compliance in Nigeria. The study combined interviews with tax officials and analysis of audit
outcomes from 2009 to 2013. Findings revealed that frequent audits and prompt enforcement of
penalties significantly improved compliance rates, particularly among large corporations.
However, delays in penalty enforcement reduced the deterrent effect of audits, leading to
increased non-compliance over time. The authors recommended the integration of digital
solutions to expedite penalty enforcement and ensure consistency in audit practices. They also

stressed the importance of capacity building for tax auditors to enhance their ability to detect
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complex evasion schemes. This study contributes valuable insights into the role of timely

enforcement and skilled audit personnel in optimizing compliance.
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CHAPTER THREE

METHODOLOGY

3.1 Introduction

This chapter provides a comprehensive description of the study's methodology, including the
research methods that will be employed. This study examines tax audit effectiveness and tax
compliance in Nigeria.

The chapter is structured into several distinct sections, encompassing research design,
population, sample size and sampling technique, sources of data, research instrument, and
methods of analysis. Additionally, it includes research approach, research context, research
design, population and sampling, research instrument, pilot study, and data analysis. Additionally,
it included a detailed account of the methods and protocols employed for gathering data, along

with the rationale behind the selected approach.

3.2 The Research Design

A descriptive survey research design is utilized in this study to thoroughly examine the target
population. The selected survey methodology allows for the gathering of data from various
segments, facilitating the examination of trends and correlations. This methodology guarantees a
comprehensive and all-encompassing portrayal, so augmenting the credibility of the research.

The designed framework provides a comprehensive comprehension of the investigated
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phenomenon. In conclusion, the utilization of a descriptive survey research design provides a

strong basis for methodically addressing the study inquiries and goals.

3.3 Population of the Study

The study targeted staff of the Federal Inland Revenue Service (FIRS) in Benin City, Edo State.
These staff members were chosen because they can better assess how tax audit effectiveness
affects tax compliance. The study includes 538 staff members in FIRS, Benin City. According to
the FIRS annual report (Federal Inland Revenue Service, 2023), the Benin City office plays a
crucial role in tax administration and compliance monitoring in Edo State, making it an ideal

setting for examining the impact of tax audit effectiveness and tax compliance in Nigeria.

3.4 Sample and Sampling Methods

The study samples experienced staffs of the FIRS employed between 2011 - 2024. Because they
were employed during the height of digitalization in Nigeria these staffs were chosen to furnish
the study with the essential data. The margin of error was established at 10%, a level deemed
suitable for student research endeavours involving a limited sample size. The utilization of this
formula resulted in an enhanced degree of precision and a diminished likelihood of inaccuracies
when ascertaining the precise sample size necessary for the study. The calculated sample size for

this study is 84, based on a sample population of 538 staffs with a margin of error of 10%.
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3.5 Model Specifications

This study focuses on tax audit effectiveness and tax compliance in Nigeria taken as the
dependent variable, which indicates if tax payers are paying their tax properly. This study
adopted mostly the 5-point Likert type questions in this study, it ranged from Strongly Agree
(SA) = 5 pts, Agree (A) = 4 pts, UN- Undecided — 3pts, Disagree (D) = 2 pts and Strongly
Disagree (SD) = 1 pt. Open ended questions were also asked in the demographic section (part A)
of the questionnaire.

The study did not adopt any previous model, the following econometric model was formulated,

3.6 Research Instrument for Data Collection

The research instrument is a questionnaire designed by the researcher. It is divided into two
sections: section A and B. Section A contains particulars of the respondents (demographic data)
such as age and gender while section B contains twenty-five major questions to address the
research questions. The questions contained in the questionnaire revolves round the research
questions raised in the chapter one of this study and the response obtained from the respondent

will help to validate the research questions.

3.7. Reliability of the Instrument
Reliability refers to the degree of consistency exhibited by a measurement. It quantifies the
degree to which the outcome can be replicated when the study is replicated under identical

circumstances. Fiona (2021) conducted a study. Reliability pertains to the degree to which a
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study methodology will yield consistent outcomes when replicated at a later point in time.
Golafshani (2020). Therefore, if a test instrument consistently produces the same results upon
administration, it is considered to possess reliability. The test-retest approach will be utilized to
determine the coefficient of stability of the instrument employed in this study, in order to
establish its reliability. The dependability of the research instrument will be assessed using the
Crombach Alpha statistical approach. The reliability test known as Cronbach's Alpha The study
instrument's reliability will be assessed for each scale individually, as well as for the aggregate of
all scales using the Cronbach alpha reliability statistics. This assessment will ascertain the level

of dependability.

46



CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION OF RESULT

4.1 Introduction

This chapter contains the presentation, analysis and interpretation of the data collected for the
purpose of this research work. Consequently, it entails the application of statistical technique to
provide the basis for the testing of the research hypotheses raised earlier at the introductory
section of the study. It is a vital part of any research work since it forms the basis for
recommendations and conclusion at the end of the research. The preliminary analysis of the data
is evaluated using responses from questionnaires analyses.

Table 4. 1: Analysis of responses to question 1; How often do you believe businesses in

your industry are subjected to tax audits.

Frequency | Percent Percent Cumulative Percent
STRONGLY
DISAGREE 27 76.5 76.5 76.5
DISAGREE 14 21 21 97.5
UNDECIDED 7 9.09 9.09 106.59
AGREE 16 18 18 124.59
STRONGLY AGREE 13 35 35 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)
The table above shows that about 35% strongly agree that that they believe businesses in the

industry are subjected to tax audits while about 76.5% strongly disagree.
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Table 4. 2: Analysis of responses to question 2 How frequently has your business

experienced tax audits in the past five years

Cumulative

Frequency | Percent Percent Percent
STRONGLY

11 14.3 14.3 14.3
DISAGREE
DISAGREE 11 14.3 14.3 28.6
UNDECIDED 9 12 12 40.6
AGREE 31 40.2 40.2 60.1
STRONGLY AGREE 15 19.5 19.5 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)

The table above shows that about 19.5 % strongly agree that business their business has

frequently experienced tax audits in the past five years while about 14.3% strongly disagree.
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Table 4. 3: Analysis of responses to question 3; To what extent do you agree with the
following statement: 'The current frequency of tax audits is necessary to ensure compliance

within my industry

Cumulative

Frequency | Percent Percent Percent
STRONGLY
DISAGREE 7 9.09 9.09 9.09
DISAGREE 4 5.19 5.19 14.28
UNDECIDED 9 12 12 40.6
AGREE 17 22 22 60.1
STRONGLY AGREE 40 52 52 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)
The table above shows that about 52% strongly agree that the current frequency of tax audits is

necessary to ensure compliance within my industry while about 9.09% strongly disagree.
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Table 4. 4: Analysis of responses to question 4 To what extent do you agree with the

following statement: 'Tax audits in my jurisdiction are conducted thoroughly and

impartially.'"
Cumulative

Frequency | Percent Percent Percent
STRONGLY

13 17 17 14.3
DISAGREE
DISAGREE 8 10.3 10.3 28.6
UNDECIDED 4 5 5 40.6
AGREE 19 25 25 60.1
STRONGLY AGREE 33 43 43 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)

The table above shows that about 43% strongly agree that 'tax

conducted thoroughly and impartially in Nigeria while about 17% strongly disagree.
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Table 4. 5: Analysis of responses to question 5: To what extent do you agree with the

following statement: 'High-quality tax audits encourage businesses to comply with tax

regulations.'"
Cumulative
Frequency | Percent Percent Percent
STRONGLY
DISACREE 3 3.8 3.8 14.3
DISAGREE 5 8 8 28.6
UNDECIDED 2 2.6 2.6 40.6
AGREE 12 16 16 60.1
STRONGLY AGREE 55 71.4 71.4 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)
The table above shows that about 71.4% strongly agree that high-quality tax audits encourage

businesses to comply with tax regulations while about 3.8% strongly disagree.
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Table 4. 6: Analysis of responses to question 6 To what extent do you agree with the

following statement: 'The tax audit process in my jurisdiction is fair and unbiased

Cumulative

Frequency | Percent Percent Percent
STRONGLY
DISACREE 6 7.8 7.8 14.3
DISAGREE 13 16.8 16.8 28.6
UNDECIDED 12 15.5 15.5 40.6
AGREE 29 37.5 37.5 60.1
STRONGLY AGREE 17 22 22 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)

The table above shows that about 22% strongly agree that the tax audit process in my jurisdiction

is fair and unbiased while about 7.8% strongly disagree.
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Table 4. 7: Analysis of responses to question 7; To what extent do you agree with the
following statement: 'The penalties imposed for tax non-compliance in my jurisdiction are

severe enough to deter potential offenders.'

Cumulative

Frequency | Percent Percent Percent
STRONGLY

14 18 18 14.3
DISAGREE
DISAGREE 12 15.5 15.5 28.6
UNDECIDED 11 14.3 14.3 40.6
AGREE 15 19.4 19.4 60.1
STRONGLY AGREE 25 324 324 100.0
Total 77 100.0 100.0

Source: Field Survey (2024)

The table above shows that about 32.4% strongly agree that the penalties imposed for tax non-
compliance in my jurisdiction are severe enough to deter potential offenders.' while about 18%

strongly disagree.

On the basis of the overall statistical significance of the model as indicated by the Z-statistics, it
was observed that the overall model was statistically significant since the calculated Z- value of

55.9 was greater than the critical T-value at 5% level of significance. This shows that there exist

53



a significant linear relationship between the dependent variable and all the explanatory variables

taken together.

4.2  TEST OF HYPOTHESES
The hypotheses of the study were tested using data generated from the field work. The z-

test was used in testing the hypotheses at 5% level of significance under the two-tailed test.
Hypothesis 1 o4: There is no significant relationship between audit frequency and tax
compliance among taxpayers in Nigeria.
The result showed that audit frequency with a calculated z-value of 7.93 is greater than the
critical t-value of 2.0 at 5% level of significance. Therefore, we reject the null hypothesis
and accept the alternative hypothesis which states that there is relationship between audit
frequency and tax compliance among taxpayers in Nigeria.

Hypothesis 2
Hp: There is no significant relationship between audit quality and tax compliance in Nigeria.
The result showed that there is no relationship between audit quality with a calculated z-
value of 3.87 is greater than the critical t-value of 2.0 at 5% level of significance. Therefore,
we reject the null hypothesis and accept the alternative hypothesis which states that there is a
positive relationship between audit quality and tax compliance in Nigeria
Hypothesis 3

Hy3: There is no significant impact of penalties imposed post-audit on future tax compliance.
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The result showed impact of penalties imposed post-audit on future tax compliance with a
calculated z-value of 7.93 is greater than the critical t-value of 2.0 at 5% level of significance.
Therefore, we reject the null hypothesis and accept the alternative hypothesis which states that

there is relationship between them.
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CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This study aimed at investigating the impacts of tax audit effectiveness and tax compliance in
Nigeria. Tax audits are pivotal in enhancing tax compliance by ensuring adherence to tax laws
and deterring non-compliance. In Nigeria, the efficacy of tax audits has been a focal point for

policymakers aiming to bolster revenue generation.

5.2 Summary of Findings
The specific focus of this study is examine the impacts of tax audit effectiveness and tax
compliance in Nigeria., the estimation provided the following results:
There is relationship between audit frequency and tax compliance among taxpayers in
Nigeria.
There is a positive relationship between audit quality and tax compliance in Nigeria

There is no significant impact of penalties imposed post-audit on future tax compliance.

5.3 Conclusion
Empirical evidence indicates that effective tax audits positively influence tax compliance in
Nigeria. A study examining the impact of tax audit on tax compliance behavior of companies in

Nigeria found that audits play a significant role in promoting voluntary compliance.
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1.

ii.

1il.

Similarly, research focusing on audit quality revealed that auditor independence and proper
engagement performance are crucial in enhancing tax compliance. However, challenges such as
inadequate enforcement mechanisms, corruption, and a lack of taxpayer education continue to

impede optimal compliance levels.

5.4 Recommendations

Ensuring auditor independence and adherence to professional standards is essential. Regular
training and capacity-building programs for auditors can improve the effectiveness of tax
audits.

Implementing advanced data analytics and automated systems can streamline the audit
process, making it more efficient and reducing opportunities for corruption.

Establishing stringent penalties for tax evasion and ensuring their consistent application can
deter non-compliance. A comprehensive compliance and audit model tailored to Nigeria's

specific challenges can address systemic issues.
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