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ABSTRACT

This study on the effectiveness of outsourcing revenue collection in Local
Government Authorities was conducted in Arusha City Council (ACC). The purpose
of this study was to determine whether ACC adheres to the important criteria in

selecting the revenue collecting agents, to determine the influence of budget on

outsourced revenue collection and to determine whether ACC obtain expected
outcomes from outsourced revenue sources. The focus was to determine whether

outsourcing revenue collection was effective in attaining revenue collection
objectives. A time series research design was adopted whereby both primary and

secondary data were used. The population relied on the approved and actual
collection of outsourced revenue collections from 2009/2010 to 2018/2019 financial

year (Quarterly data). Purposive sampling was used to select 5 local government staff
of ACC revenue section whereby key informants’ interview was used to collect

primary data. Data analysis was done by using STATA and Micro Soft Excel where

by content and descriptive analysis was used for the first and third objective.
Multiple Linear Regression model was used to analyse the influence of the approved
budget on the outsourced revenue collection.

Findings revealed that ACC had 7 outsourced revenue sources covered by the study
which were market levy, bus stand levy, toilet charges, waste charges, murram levy,

weigh bridge charges and forest levy. Important criteria used in selecting revenue

collecting agents by ACC were cost of outsourcing, experience, resource capability
and compliance with statutory obligations. The study found that there was no longterm relationship between approved budget and actual collection since p - values was

greater than 0.05, however, actual revenue collection had relationship with previous
period collection. Moreover, findings revealed an outstanding performance of the

outsourced revenue collection of which most of the outsourced source recorded a

performance of up to thrice the target. The study concluded that outsourcing revenue

collection in ACC was effective during the period of 2009/10 – 2018/19 and
recommended that ACC should ensure that revenue potentials of the outsourced

sources are well exploited in order to effectively measure the performance of the
outsourced agents.
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CHAPTER ONE

1.0 BACKGROUND TO THE STUDY
1.1 Introduction

Public Revenue in Tanzania, specifically domestic sources are raised within the
borders of the country by the local government authorities (LGAs) in their respective

own source collections (Donald, 2018). Domestic revenues are firstly collected by
the LGAs for the purpose of financing development activities (Nnadozie et al.,
2017). For that reason, several sources and methods of tax collection in the local

government councils exist which among them include local tax, fees, licenses,

market dues and charges. Collection responsibility was fully handled by the local
government administration to the LGAs in the basis of Local Government Finances

Act of 1982 and Urban Authorities (Rating) Act of 1983. The council collected its
own source revenue from relevant sources (Olatunji & Aminu, 2018).

The thrust for reform, in particular outsourcing revenue collection, arose because
LGAs operated under severe financial constraints and under-funding was significant
(Mtasigazya, 2018a). Since 1996, many local authorities opted for outsourcing in

revenue collection by employing a private agent as tax collectors (Lukio, 2016).

Outsourcing of revenue collection was enhanced by the guidelines on outsourcing
local government services issued in 2001 by the President’s Office – Regional

Administration and LGAs (Fjeldstad et al., 2005). Because of the poor collection of
revenue, LGAs relied heavily on inter-governmental fiscal transfers, which
accounted for more than 90% of total local government financial resources over the
years of outsourcing revenue collection (Mtasigazya, 2018b).

Following the failure of local authorities in collecting enough revenue through
taxing, the need to use private agents has gained an important position. Outsourcing

revenue collection in LGAs was adopted as a mechanism to solve the previous

problems of revenue collection which resulted into loss and mismanagement of the
whole process. One of the expectations was to increase revenue collection which will

provide a room for fiscal autonomy (Lukio, 2016). It is based on the assumption that
private tax collection is more efficient and is likely to reduce corruption at the

collection points by offering mechanisms for penalizing a poor revenue collector as
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stated by proponents who viewed private companies as more efficient than LGAs in
this endeavor (Mtasigazya, 2019b).

It is believed that the use of private agent in revenue collection increase efficiency
and effectiveness

hence more revenue will be realized (Cindy, 2012). The

experience in many district councils, the use of private agent was believed to be

effective but with a myriad of challenges in terms of political interference especially
for market dues collection in the market area (Kazimoto, 2013). The outsourcing of

revenue collection was previously considered accommodative in many district
councils in Tanzania. Particularly, Mwanza city council attempted to increase
revenue by the use of outsourcing method in own source collection since 1997
(Kanuti & Alananga, 2017). The establishment of this method of collection was

championed by the influence of citizen complaints on the local government staff
collection approach and procedures (Mgonja & Poncian, 2019). It is believed to be

cost effective method towards increased market charges and dues collections
(Deogratus et al., 2019).

Despite the fact that outsourcing revenue collection resulted in the application of
private agents to facilitate revenue collection on behalf of council authoritiesLGAs

still failed to meet their targets (Kimario, 2014). This situation led to temporary
abolition and review of the tender process for evaluation and its procedures to

determine own source revenue collection and councils authority capacity (Mghase,

2015). The resulting effect is the implementation of new measures to review the

private agents during the trial and error approach of own source collection in
Tanzania (Ishabailu, 2013). In selecting the private agents local governments should

comply with the Public Procurement Act No. 7 of 2011, so that tenders for revenue
collection are awarded to the companies on merit basis in order to increase revenues.

It is important to review the outsourcing of revenue collection in LGAs in order to

examine whether it is effective or otherwise. The review of the effectiveness of own
source revenue collection in the local government authority is especially connected
to the collection methods and approach (Nyenza, 2016). The ability must be

comparative while minimizing the social complaints, with strengthening the
corruption free collection points (Meena, 2013).
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The situation in ACC, has been quite challenging over the recent increase of revenue

sources and ability of the council to ensure its compliance (Chilale, 2015). It is clear
that the local government decided to use agents in own source collection because of

increasing challenges and the sake of strengthening the tax system. This aimed at

reducing corruption among local government officials and ability of timely revenue
collection. The use of agents in LGAs own source collection created more and
evident challenges as it has increased complaints among the tax payers over the

amount charged, limited tax payment flexibility and increased enforcement measures
(Chilale, 2015).

Despite outsourcing revenue collection, the CAG (2015) shows a low percentage of
revenue collected through outsourcing. For example, the revenue collected was on

average of 8.5% in 2006/2007 and the average of 11% in 2013/2014. The trend of
revenue collection suggests that there was a marginal increase in revenue. Also, in

2010, the average revenue collected by LGAs was 7.5%, which had slightly

increased from LGAs Report of 1997 which indicates that LGAs collected 3-5% of
their expected revenue before outsourcing. However, it is still not yet known on

whether the cost saving is realized after outsourcing revenue collection (Mtasigazya,
2018a).

The realization of such complex goals requires an adequate approach to the
budgeting process. The importance, achievements, and challenges of budgeting is an
instrument of management accounting and strategic budget in order to support

management in their efforts of acquiring and improving the competitiveness (Savic et
al., 2016). The government budget which is a legal product that must be adhered to

both in planning, implementation and accountability is distorted by the actions of
persons who prioritize personal interests and groups. Various rules are violated and
various tricks are done in order to use the state budget for personal and group
interests (Ramdany & Yadiati, 2018).

Budgets are formalized plans of management’s objectives. They serve as a guide in
the implementation of a selected strategy but during the budget period it acts as a
management control device (Raghunandan et al., 2012). Budgeting forces firms’

management to do better forecasting. Vague generalizations about what the future
may hold for the organization are not good enough for assembling a budget. Firms’
3

management must put their predictions into definite and concrete forecasts (Onduso,
2013).

The agents contracted to collect entry fees from vehicle passengers at the Ubungo
Bus Terminal in Dar es Salaam in 2006 retained almost 60% of the revenue
collected. Data from Mwanza City Council showed that on average 32% of the

officially reported revenues collected were retained by agent to cover costs and
margins. Such margins are very high, by any country’s standards. Moreover, it is
likely that the official understates the actual margins, since the revenue potential
reflected in contracts in many cases is underestimated (Fjeldstad et al., 2008).

There is increased challenges for the local government ability to meet the targeted

own source revenue, even though the relevant sources and methods of collection
were already applied (Nyenza, 2016). For that reason, it is important to examine the
effectiveness of outsourcing LGAs own source revenue collection in ACC.
1.2 Statement of the Problem
Outsourcing of services has become popular to public organization since public

reform took place in 1992 with aim of improving operational efficiency of

enterprises and reduce the burden of loss-making parastatal enterprises on the
government budget (Payowela, 2016). The outsourcing process must be changing
and not static as being theorized (Keynes, 2018). In reality, changes are inevitable in
the whole own source revenue collection through outsourced or local government
staff, this partly depending on the need and nature of own source revenue. This has

been expected to maximize social utility rather than disutility existence (Edwin,
2019).

It was found that, more than 70% of the LGAs in the country did not achieve their
revenue collection targets. The highest percentage achievement was noted in the

financial year of 2015/16, where 81% of the LGAs managed to achieve their annual
revenues collection targets. The minimum percentage was in the financial year of

2018/19 in which 73% of the LGAs did not achieve their targets for revenue
collections (The United Republic of Tanzania National Audit Office, 2020).
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The outsourcing of LGAs is administered to different types of agents, within and
across the councils. The movement of LGAs between the councils and private agents
show the complexity of revenue base as compared to others. ACC, for instance, had

associated with myriad of challenges in accomplishment of planned collection. It is

yet to attain fully 100% collections (Edwin, 2019). Similarly, ACC own source
revenue performances for the year 2012/2013, 2013/14, 2014/15,2015/16, 2016/17,

2017/18, and 2018/19 were 63.4%, 90.33%, 94.75%, 91.62%, 84%, 90% and 94%
respectively.

The outsourcing of revenue collection in LGAs has been adopted to remedy the
preceding issues of revenue collections which had been experienced with loss and
mismanagement of the total process. This process was highly expected to increase

revenue through fiscal autonomy. In reality, few LGAs that had outsourced revenue
collection have not yielded the anticipated results. Alternatively, it has grown to
benefit the revenue collecting agents (Lukio, 2016).

This suggests that, despite the fact that LGAs have outsourced revenue collections to

different agents still failed to meet their targets. The big question is whether
outsourcing revenue collection in local government authority is effectiveness or not
(Mtasigazya, 2019b). This has created several questions on adherence to the

important criteria in selecting the revenue collecting agents, influence the approved
budget on the performance of outsourced revenue collection and attainment of

expected outcomes from outsourced revenue sources. It has created the need to

search for comprehension on the effectiveness of outsourcing revenue collection in
the ACC.

1.3 Objectives of the Study
1.3.1 General Objective

The general objective of this study was to examine the effectiveness of outsourcing
revenue collection in LGAs a case of ACC.
1.3.2 Specific Objectives

1. To determine whether ACC adheres to the important criteria in selecting the
revenue collecting agents.

5

2. To determine whether the approved budget has influence on outsourced
revenue collection.

3. To examine whether ACC obtain expected outcomes from outsourced
revenue sources.

1.3.3 Research Questions

1. Does ACC adhere to the important criteria in selecting revenue collecting
agents?

2. Does the approved budget influence the performance of outsourced revenue
collection?

3. Does ACC obtain the expected outcomes from outsourced revenue sources?
1.4 Significance of the Study

Outsourcing of revenue collection in LGAs in Tanzania has so far attracted few

studies. The scant literature on outsourcing need to be enriched by other studies to
stimulate new scholarly work. This study did observation of 40 quarterly data of own

source revenue that have been collected in 10 years’ time since 2009/2010 to
2018/2019.The findings from this study are of greater worthy to policy makers,
planners and other stakeholders in the Government of Tanzania since they will be

informed specifically on development of plans that are effective to increase LGAs
own source revenue collection.

The findings presented in this study are significant contributions to the body of
knowledge in public administration studies and outsourcing revenue collection in
particular. This will contribute valuable knowledge to LGAs that will improve their

decision of outsourcing revenue collection in order to attain revenue collection

target. Information obtained in this study pointed out if the approved budgets by
themselves have much influence on the performance of the outsourced revenue.
Budgeting also was established if there were other factors that contributed to the

actual year revenue performance and if so, how management responds to them to
ensure that the approved budgets are realistic.

Moreover, findings through this study serve as a guide for future reference especially
in obtaining starting point through literature review as far as for the effectiveness of
outsourcing LGAs own source revenue collection in ACC is concerned.
6

1.5 Scope of the Study

The scope of the study in terms of content was generally to examine the effectiveness

of outsourcing LGAs own source revenue collection in ACC. This basically relied on
the criteria in selecting revenue collecting agents, the influence of the approved

budget on the performance of outsourced revenue collection and the attainment of
excepted outcomes from the outsourced revenue sources. The methods used for data

collection were secondary and primary methods. The study used the approved budget
and actual outsources revenue collection data from 2009/10 to 2018/19. Moreover,
key informants for interview were used for the purpose of collecting primary data
directly from the local government staff of ACC.
1.6 Limitations of the Study

The limitations in this study firstly lie in the sample used in this study which focused

only on the revenue collection outsourced in ACC, so the conclusions drawn from
this research cannot be generalized in other local government councils and

government institutions in Tanzania. A further research on outsourcing revenue
collection needs to be addressed in order to have a more comprehensive result.

Secondly, the time for data collection, analysis and report writing was very fixed to

come up with accurate results. To overcome this problem, the researcher had to work
extra time so as to make sure that the work is accomplished in time. The data
collection was difficult because of some sort of confidentiality in ACC. Lastly,

financial resource was also not sufficient to the researcher to manage to pay all
expenses, but tried to do the needful in order to make the research a success.
1.7 Organization of the Study

This report has been divided into six chapters. The first chapter being an introduction
part which comprises, an overview of the study, background of the research problem,
statement of research problem, research objectives, significance of the research,

scope and limitation of the study. Chapter two is concerned with critical review of

the literature which explains how other scholars have written about outsourcing of
revenue collection in LGAs. Chapter three talks of a research methodology which

includes research design, study area, target populations, sample size and procedures,
data collection and analysis techniques, data reliability and validity of data, and

7

ethical considerations. Chapter four provides the findings of the study while chapter
five finishes with the summary, conclusions and recommendations.
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2.0 LITERATURE REVIEW

CHAPTER TWO

2.1 Introduction

The literature review evaluates some researches which are relevant to the study at
hand. The chapter begins with important definitions of key terms then, proper

description of relevant reviews that build up a theoretical foundation representing
theoretical and empirical reviews to the study is presented.
2.2 Definition of Key Terms
2.2.1 Own Source Revenue

Revenue is income that an organization receives from its normal business activities,

usually from the sale of goods and services to customers (Mgaya, 2014). Revenue is
increasingly recognized as turnover. It is clear that some organization receive

revenue from interest, royalties or other fees. Revenue is shown usually as the top
item in an income statement (profit and loss) from which all charges, costs and
expenses are subtracted to arrive at net income (Mwansele, 2014)

LGAs are mandated to raise certain revenues from taxes, levies and fees under the

Local Government Finances Act of 2012. The Local Governments set their own
revenue policy within the limits set by Central Government. They retain all their
revenue and use it as part of their own budgets. These revenues do not form part of
Central Government revenue.

Own source revenue is obtained from the regional level levied according to the local
regulations in the basis of existing laws and regulations. These revenues are charged

from the local business and relevant local jurisdiction such as taxes, charges and

fines. These revenues are important to the local people because this directly improves
the services of the local context (Caldeiraa & Rota-graziosi, 2014). Own source

revenue is designed to increase income of the local government authority, it is
formulated in the basis of relevant sources charged in the local government
jurisdiction (Nkanyanga, 2014).

9

2.2.2 Local Government Authorities

Local Government is recognized to be a sub-national, semi-autonomous level of

government discharging its functions in a specified area within a nation. This is the
level of government which is closest to the people with direct responsibilities to
serve the political and material needs of people and communities residing in the
respective local area (Panday, 2017).

Economically, Local Governments provide basic services that affect people in their
area of jurisdiction. Tanzania has a two-tier system of government: the Central

Government and Local Governments. Local Governments are either Urban
Authorities (city, municipal and town councils), or Rural Authorities (district and
councils). The latter incorporate small towns (township authorities) as well as village

councils. Therefore, Local Government Authority is a form of public administration

which in a majority of contexts, exists as the lowest tier of administration within a
given municipality, district or region. Local Governments act within powers

delegated to them by legislation or directives of the higher level of government
(Mwenisongole, 2013).

2.2.3 Effective Outsourcing

Effective outsourcing means clear definition of terms and conditions, understanding
of obligation, and agreement on the specific business and performance objectives as
the starting point (Payowela, 2016). Outsourcing is the strategic use of resources to

perform activities traditionally handled by internal staff and their resources. It is a

management strategy by an organization that outsources non-core functions to
specialized and efficient service providers to help the organizations perform best
where it is best capable.

Outsourcing in this context is defined as the system in which the right to collect
certain tax owes the state is auctioned off to the highest bidder. This is usually the

private agent who is delegated with the authority from the local government to

collect a certain tax on behalf, is automatically connected to the ability to win the

bidding process. The line which outsourcing the local government grants in the
collection of tax is already agreed on the measures and approach to collect tax from
the public (Kipilimba, 2017).
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2.2.4 Approved Budget

The budget process is actually about the annual budget cycle events and activities.
The process of budgeting involves setting strategic goals and objectives and

developing forecasts for revenues, costs, production, cash flows and other important
factors (Raghunandan et al., 2012). Essentially, it involves the determination of

resources and their uses for attainment of government objectives. A sound budget

serves as a tool for economic and financial management and accountability. It also
serves as a mechanism for allocation resources among different needs and priorities
as well as bringing economic stability and growth.

The estimates budget passes several stages before getting Parliamentary approval of
estimates which is through passing Appropriation and Finance Bill that empowers
the Minister for Finance to raise the money and finance the budget. The approved
budget include income, expenditure and the employment of capital (Assey, 2014).
2.3 Theoretical Framework

2.3.1 Transaction Cost Theory (TCT)

Originally, the TCT was initiated by Ronald Coase in 1937 (Kikuchi, Nishimura, &
Stachurski, 2018). The basic idea of the TCT is to identify the most economical
governance structure or institutional framework within which the integrity of a

transaction is decided. It leads to the lowest transaction costs; whether this should be
the market, hierarchy or an intermediate form. The assumption of TCT has been used
in guiding this study through its central idea which emphasizes on the importance of

integrity through the transaction cost on the outsourcing local government authority
own source revenue (Mtasigazya, 2018b). The cost incurred in the transaction
process once it becomes low then the outsourcing is considered effective, on the

other hand high cost in the transaction process tend to limit effectiveness of the
outsourcing (Payowela, 2016).

2.3.2 Theory of Maximum Social Advantage

This theory was developed by the British economist Hugh Dalton in 2011. It states
that the state should collect revenue and spend money to maximize the welfare of the
people. When the state imposes taxes, some disutility is created; on the other hand,
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when the state spends some money there is gain in utility (Edwin, 2019). The state

should adjust revenue and expenditure that surplus of utility is maximized and
disutility is minimized. Therefore, since government collect money from the people
it has a responsibility to ensure that the collected money is used effectively to

maximize the welfare of the public by providing better and quality social and public
services to the people (Hillman, 2018). However, this theory has been criticized
because social services provision and benefit cannot be measured. The theory also

assumes that there will be static condition but in the real world, the condition is not

static (Keynes, 2018). In reality, there must be changes in the system of own source

collection that may be outsourced or administered to the private agencies or local

government staff; this partly depend on the need and nature of the own source
revenue.

This theory relates to this study in the sense that local government authorities
collects own source revenue for the purpose of providing social services to the
public. The social services must be well provided in such a way that they meet public
demand regardless of the means used to collect them either through the agents or

local government staff. This is related to the fact that the ability to collect own source
is directly connected to the methods and approaches employed to collect it. It is
important for the LGAs to grant collection responsibility to either private agent,
under the consideration of outsourcing or retain the responsibilities to own local

government staff. The decision is relied on the existence and minimization of social
disutility while maximizing social utility. Therefore, the decision is on whether
outsourcing or not is based on the utility and disutility (Edwin, 2019).

This theory is connected to this study because the collection of revenue is

administered by both outsourcing process through agents and local government own
staff collections. The ability to collect is based on the disutility minimization either

by local government authority or collecting agents. The local government’s
expenditure is expected to create utility in the society, therefore according to this
theory, the revenue collection either by agents or local government own staff should

create the utility. It states on the utility and disutility only while the government is
required to adjust revenue and expenditure; it does not then mention clearly the role
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of agents in revenue collection and the existing relationship of agents and Local
Government Authority (Edwin, 2019).
2.4 Empirical Review

The Tanzania’s Public Procurement Act (PPA) No.7 of 2011 Section 121 and with

the Public Procurement Regulation of 2013 Section 53 provide important criteria to

be adhered to in selecting the vendor when outsourcing services in Tanzania. The
criteria include: experience and past performance of the vendor in similar or related

task; knowledge of working conditions surrounding provision of specified goods or
services; resource capability especially in terms of personnel and equipment;
financial strength of the vendor; current commitment; and compliance with legal
obligations as provided by numerous statutes.

Findings on the study conducted in the United Kingdom confirmed that revenue
generation in the local government is focusing on collection of revenue through

agents which had some challenges such as low collection, complaints from the
citizen on the collection methods and approaches, poor relationship between tax
collectors and tax payers, and the overpower application to collect tax, because the

agents are concerned with profit and increased collection of revenue (Gavazza et al.,
2019).

Other findings also showed that local government authorities’ revenue generations in
Nigeria are focusing on the provision of social services to the entire public. The
peoples’ expectation is on improved social services in terms of health, water and

education. The provision of services and related accessibility to the entire public is

pressed with higher emphasis. On the other hand, the local government desires
improved and sufficient revenue generation, while the public desire accessibility of
social services. This attempt showed that social services are improved through
revenue generation and not otherwise (Ijeoma, 2014).

Moreover, findings showed that outsourcing revenue collection in LGAs has been
adopted to remedy the preceding issues of revenue collections. The revenue

collection in most of the LGAs in terms of own source faced challenges of loss and

mismanagement of the total process. One of the expectations was once to increase

revenue collections which were expected to provide room for fiscal autonomy.
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However, experience from few LGAs which have outsourced their revenue
collection suggests that, the whole manner of outsourcing has

not yielded the

anticipated result specifically on enabling local authorities to have fiscal autonomy,

alternatively it has grown to become a benefit to the non-public agent who collected
the revenue (Lukio, 2016).

The existing secondary data showed that the technique of outsourcing is benefiting
the personal agent and consequently it is like giving out the entire output. Findings

also conclude that, outsourcing seems to benefit the LGAs by the way of decreasing

some duties mainly on tax collection, hence outsourcing benefits plenty a non-public
agent. Therefore, quick measures need to be adopted which include constructing the
capability of LGAs in identifying the sources of revenue and in estimating the real

collections so as to have clear image of how a good deal will be generated by using
the agent and what should be the suitable quantity to be submitted to the local
authority (Mtasigazya, 2018a).

The impact of outsourcing on the performance of local government revenue

collection was mainly reviewed in terms of revenue collection in Kinondoni
Municipal Council (KMC), Morogoro Municipal Council (MMC) and Dar es Salaam

City Council (DCC) before and after outsourcing. The study adopted the case study
research design and the data collection technique was documentary review. The
major findings indicate that, despite introduction of outsourcing in revenue collection

in the studied councils, an increase of revenue have not been realized at its full
potential. This is due to the fact the revenue has not been paid in terms of contracted

companies due to collusion between local government staff and the outsourced
companies (Mtasigazya, 2018b).

These created the differences in the amount collected and increased the cost of
outsourcing in the studied councils. This study concluded that there is a need for

KMC, MMC and DCC to improve their system of contract enforcement during the
outsourcing process. The ability to select the firms or companies which need to be

outsourced must be screened properly for the benefit of the LGAs. The study
recommends that local governments authority need to comply with the Public
Procurement Act No. 7 of 2011, so that tenders for revenue collection are awarded to
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the respective business after being adhered to the regulation of respective councils in
order to expand revenues (Mtasigazya, 2019b).

Furthermore, findings showed that lack of consistent in LGAs own sources

outsourced created the query of whether or not outsourcing of revenue collections

has led to cost saving in Tanzania. The cost-effectiveness of outsourcing revenue

collection was to set up criteria of whether or not cost-saving has been realized after
outsourcing revenue collection through evaluating the cost incurred before

outsourcing in KMC and MMC. The study adopted the case study research design

and the methods of data collections were the interviews and documentary review.
The findings point out that cost-saving was once realized after outsourcing of

property tax and guest residence levy. This was because the tendering cost incurred
after outsourcing had decreased than the cost incurred on using revenue collectors

and stationery cost before outsourcing. The study was guided by the use of the

Transaction Cost Theory which is developed by the assumption that, in a transaction

process where integrity is adhered to, the transaction prices are likely to be reduced.
Also, it was found that the outsourcing accelerates the cost of collecting public

bathroom fees in KMC due to failure in monitoring the private companies
(Mtasigazya, 2018b).

Empirical evidence from DCC, Mwanza City Council and Moshi District Council
shows that outsourcing revenue collection has ended up benefiting private agents.

Failure to assess revenue potentials and weak monitoring process has resulted into
substantial loss of revenue (Mtasigazya, 2019b; Mtasigazya, 2018b).

Literature argues that the improvement of government revenue is attached to the

strategies and efficient plan to collect resources from the public. These are based on

the efficiency, integrity and effectiveness to achieve the goal of collecting public
resources. The allocation is related to the provision of social services to the most

efficient ways. It must take into account on the supply of education, health and water
services in the most efficient ways (Muteithia, 2019).

The relevant means of revenue collection either by the agents or local government
staff must be persistent to the interest of the public. This has to be controlled by the
goal of collection which in most instances it is difficult to accomplish because of
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existing circumstances in revenue collection. This specifically needs a demand in
improvement of revenue collection for the purpose of reaching the target set by the
LGAs (Muteithia & Machuki, 2018).

Revenue collection in local authorities is required to improve social services. The

amount collected and the amount allocated in the social services is quite important in
the development of respective government authorities. The system used to collect tax

is expected to determine the amount to be collected, failure to improve the collection

procedures tend to affect both the amount and tax payers. There is a need to improve
in a consistent way the procedures and responsive authority for the matter of
compliance (Adenugba & Ogechi, 2013).

Likewise, reasons for revenue collection, the findings stressed the various revenue

collected towards social services improvement. It is important to note that local

government is responsible for the collection and allocation of revenue entrusted to
them. The collection of own source in the local government may even grant
responsibilities to another private agents (Lulseged, 2016).

The entire public needs answers to the problems of what they pay. The approach and
means to pay must be friendly with minimum enforcement and the public who are

tax payers must be satisfied by the collected revenue directed to social services in the

respective local government. In addition to that, the central government remains the
one that oversees the general collection methods and approach to the tax payers
(Lulseged, 2016).

LGAs have been given duties to collect tax and convey services to citizens but
citizens are hesitant to pay the tax due to dissatisfaction on the way LGAs devote on
the collected revenues. Similarly people are especially interested with the

effectiveness of the system and approach that is used to collect revenue that will
improve social services (Captain & Ogbonna, 2019). The entire public needs

education, health, and water services to be provided by what they pay to the
government. In reality, the revenue demands sometimes may be the barrier to reach

the collection target, but the public who are tax payers tend to be interested with
proper collection procedures and visible result of the collected revenue.
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2.4.1 Compliance with Statutory and Obligations

All the vendors providing services had signed contracts. Outsourcing relationship is

faced with challenges which may arise when the goals of the two contracting parties

are different. Difficulty in controlling and supervising the agent was manifested in
the study during the outsourcing process which was mitigated by the establishment
of contract -monitoring criteria, performance review, and dispute resolution
mechanisms in line with the agency theory (Muteithia, 2019).

The investigation was done on the efficacy of tendering system on outsourced

revenue collection in KMC and MMC in Tanzania. The study looked on how

tendering process was once adequate on outsourced revenue collection. The
researcher pointed out that the tendering of revenue collection was once ineffective

due to the fact that the standards for choosing the bidders had been not transparent
due to the reality that tenders have no longer been advertised with the aid of KMC
and MMC (Mtasigazya, 2018a).
2.4.2 Cost

Cost reduction was a common motive that led LGAs to outsource various activities.

The LGAs undertook cost benefit analysis to justify the outsourcing benefits by
comparing the current cost being incurred versus the cost to be charged by an
external (Muteithia & Machuki, 2018).

From literature review, the motives to outsource include; cost reduction, corporate
strategy, focus on core competencies, and access to specialized skills. Local

government is required to improve its administrative efficiency in order to be able to
reduce collection costs. Improvement in local government revenue performance

critically depends upon the capacity of local government authorities to reduce the
price of collecting revenues (Nuluva, 2015).

The information that was collected from revenue collector, councilors and officials

of Tabora District Council showed that agents have managed to considerably amplify
the amount of expenses accrued compared to what was accumulated before. The
sampling procedures were relevant in data collection at the field. The data were once
analysed and processed by using SPSS computer software. Quantitative information
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was basically relied on the production and interpretation through frequency,

tabulation and graphs. Conclusions suited the planning for making decision on

outsourcing. Proper implementation of procurement method is of high-quality
importance, agreement between the council and contractors in order to outsource
own source collection needs the respective monitoring and assessment of revenue

collectors’ performance for the council’s interests. Finally, guidelines on revenue

collection throughout sourcing mostly demanded for improving revenue collection

towards the overall performance of LGAs. Proper mechanism of ascertaining the
revenue collection charges needs the provision of relevant agents and capability to
collect own source revenue on behalf of the LGAs (Vincent & Stephen, 2015).
2.4.3 Experience

The level of skills and the amount of resource required to undertake an activity has
greatly influenced the sourcing locality for various activities (Mtasigazya, 2018b;
Mtasigazya, 2019a; Mtasigazya, 2019b). The bidder must be experienced enough to
properly manage the tax collection enforcement mechanism, while balancing the

demand of the tax payers. The ability to achieve targets are basis criteria in selecting

the experienced bidders once the agent has already carried out similar or approximate
duties is required to mention during the process of selection that a duty of tax

collection in similar or different council will be regarded as experience (Nyanumba,
2010).

2.4.4 Resource Capability

Tenders have been presented to businesses without appropriate criteria, such as
resources, and so have been unable to fulfill their contractual obligations after being
selected to collect revenue in KMC and MMC. It consequently concluded that

ineffectiveness of the tendering process in MMC and KMC resulted in awarding
tenders to companies while missing the required potential to collect revenue in the

councils’ authority. These arguments indicated that the decision and ability to judge

the own source revenue collection by the means of agents need to be viewed in the
effectiveness of the tendering process (Mtasigazya, 2019a).
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2.4.5 The Influence of Budget on Outsourced Revenue Collection

The government budget which is a legal product that must be adhered to both in
planning, implementation and accountability is distorted by the actions of persons
who prioritize personal interests and groups. Various rules are violated and various
tricks are done in order to use the state budget for personal and group interests
(Ramdany & Yadiati, 2018).

Budgets are formalized plans of management’s objectives. They serve as a guide in
the implementation of a selected strategy but during the budget period it acts as a
management control device (Raghunandan et al., 2012). Budgeting forces firms’

management to do better forecasting. Vague generalizations about what the future
may hold for the organization are not good enough for assembling a budget. Firms’

management must put their predictions into definite and concrete forecasts (Onduso,
2013).

The realization of such complex goals requires an adequate approach to the

budgeting process. The importance, achievements and challenges of budgeting is an
instrument of management accounting and strategic budget in order to support

management in their efforts of acquiring and improving the competitiveness (Savic et
al., 2016)..

The agents contracted to collect entry fees from vehicle passengers at the Ubungo
Bus Terminal in Dar es Salaam in 2006 retained almost 60% of the revenue
collected. Data from Mwanza City Council showed that on average 32% of the

officially reported revenues collected were retained by the agent to cover costs and
margins. Such margins are very high, by any country’s standards. Moreover, it is
likely that the official understates the actual margins, since the revenue potential
reflected in contracts in many cases is underestimated (Fjeldstad et al., 2008).

2.4.6 Causes of Large Variations between Targets and Actual Revenue
Collected

The causes of large variations between targets and actual revenue collected are as
follows: lack of reliable database for various sources of revenues leading to

variations of revenue in different years; ineffective mechanisms for setting targets for
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revenues collection; inadequate feasibility study for proper projection of revenues to

be collected from own sources; non-considerations of key factors such as cost for
collection, modality and working tools during estimation of probable revenues for

each source; non-involvement of user department for the respective revenue source
in setting the targets and rely on revenue accountants; and absence of updated

taxpayer data base for particular revenue source (The United Republic of Tanzania
National Audit Office, 2020).

2.4.7 The Performance of Outsourced Revenue Sources

An empirical study was conducted on factors affecting revenue collections in local
government, a case study of Isingiro district local government at Makerere
University, in Uganda. This study recognized the integral elements which were;
administrative inefficiencies, lack of frequent sensitization, political interference,

corruption, tax evasion, absence of sufficient relevant records about taxes, lack of
auditing of tax revenue returns and drafts, and lack of sufficient tax education. It

concluded that the identified elements have an impact on revenue collection in
neighborhood governments (Nyenza, 2016)

Management of revenue collections in the town council of Nairobi has not been
effective. Very little attempt have been made to improve on revenue collection.

Planning the same has not been incredible either. In most instances the Audit

department which acts as a watchdog of all financial management, in particular

revenue collection in a number of collections facilities suffers substantially from
shortfalls. These shortfalls are such as desirable approach to audit the work, lack of
experience and planning techniques, lack of professional etiquette, reliance on guide

systems and lack of coaching leading to terrible revenue collections, audit which
leaves some leakage for misappropriation, and interference from civil leaders which
severely hampers operations in revenue collection in their wards (Nyanumba, 2010).

The study proposed to find out the factors affecting revenue collection in the city
council of Nairobi. The study was a case study. Primary data were received through

questionnaire from the chosen departments. The target respondents were from the
branch concerned with revenue collection. The researcher analyzed data

quantitatively with the aim of describing and summarizing using descriptive statistics
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to enable the researcher to describe distribution of scores. Statistical quantitative

facts were analyzed by using a SPSS in order to come up with some conclusions and
recommendations. The study findings were of tremendous importance to all coverage
makers and stakeholders who encompass management of city council of Nairobi and

civil leaders, well-known public and future researchers in the identical study
(Muteithia & Machuki, 2018).

A descriptive study design was adopted through empirical evaluation involving
numerical size and statistical analysis. The target population was taxpayers with the

bracket of larger taxpayers. The focus was on about 675 taxpayers that fall in the
description. The simple random sampling approach was used

to compose 252

taxpayers (Kamande, 2014). The financial needs of Kenya were continuously
threatened in terms of sustainability of the economy. The motive of the study

conducted was to examine the elements that affect either positively or negatively
revenue collection in Kenya Revenue Authority (KRA) in Nairobi County. The

results showed that political situation hinders the revenue collection by imposing

interferences in revenue collection policies. The policy makers of KRA were most of
the time changing the policies. This in-fact affect revenue collection system in terms

of changing revenue sources in the tax based. The policies of revenue collection were
the source of direction in the LGAs (Kamande, 2014).

Despite the factors affecting revenue collections in LGAS in Morogoro region, for

example Ulanga, Kilombero, Mvomero and Morogoro District Council in most
instances LGAs have sufficient revenue collection bases to finance provision of
social services. Nevertheless, revenue collected tend to decline below the target set
by the LGAs. (Mtasigazya, 2018a). The study by Mtasigazya (2018a) targeted on the

effect of revenue collections in terms of revenue outsourcing which applied

quantitative research design specifically focused on the revenue collectors, planning
officers, accountants, district treasurers and trade officers who composed of 160 in

total. Simple random sampling enabled selection of 80 respondents. The structured
questionnaire was used to collect data and analysis was carried out by the use of
Statistical Package for Social Sciences (SPSS) model 20 and presentation was once

achieved in terms of frequencies and percentages in the shape of figures and tables
(Nuluva, 2015).
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The findings showed that 63.8% of the participant agreed that LGAs expenses lower

revenue collection fees whilst 60% of the participant agreed that climate condition is
among the aspect affecting revenue collection. Also, 77.5% of the members agreed
that revenue outsourcing has an influence on revenue overall performance and 60%

agreed that there is ineffective implementation of bylaws. The data have been
analysed through more than one regression, using Independent Variable (Low
revenue collection fees (sig.0.000), the effect of climate situation (sig.0.602),
ineffective implementation of bylaws (sig.0.666) and revenue outsourcing (sig.0.00)

and Dependent Variable (Revenue Performance). The regression model used to be
better (R - square = 69.5), but the average relationship used to be giant (F = 42.629,
p&lt; 0.001). The study concluded that the use of LGAs man-power to accumulate

revenue is one of the strategies for enhancing revenue collection. Among others, the
study endorsed that the LGAs should think about new sources of revenue rather than
of depending on the existing sources to enhance revenue collection (Nuluva, 2015)

Mobilization of assets for performing LGAs functions is regarded as a vital problem
for the local authorities’ existence. Outsourcing revenue collection is considered as a

skill to increase local authorities’ revenue collection and for setting up a platform for

more effective and efficient local government revenue administration. Generally, the
goal of the study was to investigate the influence of service outsourced in revenue
collection to non-public dealers on the overall performance of revenues collections in
local authorities citing the case of Tabora District Council (Ishabailu, 2013).

Organizations seeking to reap and preserve competitive advantages need to choose
among different strategies and outsourcing strategy. However, companies are bound

to come up with challenges on the implementation process. Kenya’s sugar processing

businesses confront a quantity of challenges and outsourcing of noncore activities
which has emerged as one of the many strategies they undertake to mitigate these

challenges. The study intended to set up the outsourcing approach of implementation,
practices, the challenges of implementing outsourcing strategy, and the measures to

deal with the challenges. Through a multiple-case study design, both fundamental

and secondary data were used from senior managers and relevant documents
respectively; and data were analyzed by the use of content analysis (Muteithia &
Machuki, 2018).
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The findings showed that ineffective management of revenue collection exercise
especially in the use of own staff should be considered as a factor to overcome

resistance for change in the LGAs. There is sometimes an increase in conflict of

interest between staff in LGAs especially in carrying out the revenue collection
responsibilities. These have brought common challenges faced by agencies in

collection of revenue. These challenges including complaints over power application
in the enforcement measures and sometimes may question on the outsourcing steps.
The reality is that staff members in the LGAs may even reject to provide sufficient

information to the agents in carrying out revenue collection responsibilities
(Fjeldstad et al., 2008). There is mostly the need to be supported by the
communication channels within LGAs in the basis of policies facilitating revenue
collection through outsourcing (Muteithia & Machuki, 2018).

The findings showed that agents need to perform well in the revenue collection
responsibility as their core competency. There are necessary factors to handle
revenue collection in the outsourcing system. The system must be relevant to the

projection of target while maintaining the adequate relationship between tax payers
and other LGAs staff. The step to go ahead in the increasing trend for relevant
financial years is just to maintain the close relationship. The management of LGAs

must be persistent in the outsourcing agents in terms of the performance of

outsourcing revenue source. This need to be conceptualized in the existing tender
process and even that resource capability to handle over the revenue collection
responsibilities (Nkanyanga, 2014).

Outsourcing of revenue is specifically beneficial to agents than local government

authority because the agent experience an increase in revenue collection than what is
reported to the local government authority. These have already experienced
questioning of the process used to control the outsourced procedures Such as the

relevance on the signed contracts and different outsourced services, the years the
company is in operation, ownership structure, and oversight system. The LGAs
experience loss of revenue than when using own staff in collections of revenue. The

study recommended that companies should be well checked with several steps in

order to enforce the contract with respective local government authority. There

should be a process and mechanism to check on the regulations and policies,
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mechanism to deal with staff training and ability to share experience on the
outsourced activities (Nyanumba, 2010).

A study which explored the relationship between tax employee integrity and

effective revenue collection in Moshi local government authority found out that
employee integrity increased the capacity to collect and minimizes the complaints
from the tax collectors (Isaac & Kazungu, 2016).

Local government could create a system which would enhance revenue collection

that is clearly set and autonomous. The autonomy could be set on the collection
capacity and ways which are necessary to reach the tax payers. The ability of local
government will be to increase revenue in increased and respective forecast of

resources’ sources. This is designed to the forecast department and planning which
comply in terms of amount, structure, procedures and types of revenue sources which
are relevant to the tax payers (Schilirò, 2014).

This has focused in establishing whether the agencies have helped to reduce the

variance between the actual collections and the predicted target. In reality, the
problems are in the use of outsourcing system and whether the ACC has effective
levels of control in monitoring revenues paid to them by the outsourced agencies.

The study applied two types of data sources which are secondary and primary
sources including documents, minutes and statistical reports, which gave the
background information to the problem. Primary sources of data included interviews,

in depth discussions and questionnaires. These have been used to obtain records

concerning respondents and opinions on the revenue outsourcing system in the
council.

The findings showed that revenue collection amounts had increased after district
municipal councils determined to use outsourcing system of revenue collection. The

study revealed that outsourcing narrowed variances between target and actual

collection, from the mean of Tshs.98 million earlier before outsourcing to Tshs.592
million after outsourcing (Anggraini & Oliver, 2019).

The study identified challenges that emanated from outsourcing of own source of
revenue in the council. The local government lack of co-ordination in outsourcing
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and training of both revenue collection staff and tax payers. There are challenges
which are recognized in the LGAs in the ability to outsource revenue collection in

terms of actual revenue collection and actual revenue based in the large tax payers.
There is a need of training among tax payers and the outsourcing agents. The

outsourcing revenue collectors are specifically required to have qualification in
revenue collections. Finally, LGAs need to have desirable supervision and
monitoring for maximizing revenue collection towards the designated revenue target
(Anggraini & Oliver, 2019).
2.5 Research Gap

On reviewing various literatures and previous studies about outsourcing, it has been
revealed that less emphasis is placed in outsourcing revenue collection in the way of

ensuring LGAs achieve the objective of revenue collection. There is an increased
trend on the sources and types of own source of revenue in the local government.
There is a challenge to manage the effectiveness of local government outsourced

revenue which rely on the aspects of collection goal and target. The effectiveness is

limited to collection method which depends on types of sources of own source
revenue. From this perspective, it is important to view on the effectiveness of own
source revenue collected by using revenue collecting agents. There are some

important aspects in the outsourced own source revenue and its effectiveness in the
perspective of local government authority. These demands for the inability to

promote the effectiveness of local government own source revenue collection.
Therefore, it is from this concern where this study was undertaken.
2.6 Conceptual Framework

The conceptual framework conveys the ideas in a logical and persistent way for the
study. The presentation is based on the independent and dependent variables in a

logical and organized way. The revenue collection is simply facilitated by the way
the agent is strong enough to handle the collection assignment. The relevant process

to outsource revenue sources is related to the number and type of out sourced sources

(Ijeoma, 2014). The local government authority must be clear and attentive to the

criteria used to select agents such as experience, resource capability and compliance
with statutory obligations. This must respectively be related to the number of years

the agents have worked in the business and even relevant experience to interact with
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own source revenue collection is relevant (Vincent & Stephen, 2015). The

performance of outsourced revenue sources relies on both the trend of outsourced

revenue collection and target of revenue collection. Here, the proportional number of
outsourced revenue sources, proper mechanism and process in agent selection,

credible budget, and the ability of the agent to accomplish the revenue target is what
determine the effectiveness of outsourcing in ACC.
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Criteria
agents

used

to

Dependent Variable

select





Cost
Experience
Resource
capability
 Compliance with
statutory
obligations
Influence
of
approved
budget
on
revenue
collection
 Approved Budget

The

Performance

Effective Outsourcing
Revenue Collection

of

outsourced revenue sources


Percentage of revenue
collection

Figure 1: Constructed from Literature Review (Payowela, 2016) and Modified.
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY
3.1 Introduction

Research methodology is critical to the study and aims at providing clarity and

focuses on the research problem with improved methodology. This study focused on

the effectiveness of Outsourcing Revenue Collection in LGAs at ACC. It also

focuses on how the study was conducted, the choices and the reasons for choosing
the methodology, research design, data collection approach and procedures that were
used in conducting the study.
3.2 Research Design

Research design is the shape which offers a direction for conducting and organizing a
research in the manner which is applicable to the objective of the study (Binga,
Islamb, & Hossenc, 2019). This study adopted a time series analysis research design

whereby a single subject or research units which are outsourced revenue collected in
ACC were measured at regular intervals. This study was carried out for the purpose
of extracting meaningful statistics and other characteristics of data in a particular

interval. The interval of this study was annual data from 2009 to 2019 by the focus of

outsourcing own source revenue in LGAs. The case study design was applied in this

study because the study concentrated only on the effectiveness of outsourcing
revenue collection in LGAs in ACC.

This study used mixed research approach whereby quantitative research approach
was used in which the time series and analysis of facts in a manner that aims to
combine relevance to the research on the outsourcing LGAs own source revenue

collection in ACC (Burino, Awan, & Lanjwani, 2017). The qualitative research
approach was also used to find out the outsourced revenue sources and to determine

whether ACC adheres to the important criteria in selecting the revenue collecting
agents.

3.3 Study Area

Arusha city was selected amongst cities in Tanzania. The selection of ACC was
based on the fact that it has a large scale of tourism activities which for years, it has
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accounted for 17 per cent of the Gross Domestic Product (GDP) and it is the leading

sector in foreign exchange. Therefore, revenue is needed to improve various services
in ACC, in which the objective of achieving revenue collection target is an important
factor. This target must be assessed on the ability of effectiveness or ineffective

outsourcing revenue collection in ACC. Similarly, this study was conducted in ACC
as one of the LGAs which have already outsourced its revenue collection.
3.4 Target Population

The population is defined as a collection of all units in a discipline of study (Eager,

2017). The populations for the quantitative data were all the planned budget and

actual outsourced revenue collections of ACC for the financial years 2009/2010 to
2018/2019 (Quarterly data). The record of revenue was obtained from the budget and
expenditure plan for the effectiveness of outsourcing revenue collection in LGAs at
ACC. The targeted population for qualitative and quantitative data was the local
government staff from revenue section of ACC.
3.5 Sampling Size and Sampling Procedures

The sample size was the quarterly data of all outsourced revenue budgets and actual

collection of Arusha city for financial years of 2009/2010 to 2018/2019 and this was
represented by 40 observations. The total of 5 ACC staff from the department of
Finance and Trade (revenue section) was used for the purpose of this study to
provide qualitative information.

This study adopted a purposive sampling procedure whereby data were drawn from

the reports on income and expenditure on the revenue collected by agents from

2009/2010 to 2018/2019 (quarterly data) and on selection of 5 local government staff
for interview.

3.6 Data Collection

This study employed primary and secondary data whereby secondary data were

collected in terms of yearly reports on Outsourced Revenue Budget and actual

collection for the financial years 2009/2010 to 2018/2019 from ACC since this study
intended to examine the effectiveness of Outsourcing Revenue Collection in LGAs at
ACC.
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Primary data were collected by the use of key informant interview method, in which
local government staff were interviewed to provide information on the type and the
number of the outsourced revenue sources and the criteria used to select agents.
3.7 Data Analysis Technique

The computations and analysis of data were conducted by using STATA and Micro
Soft Excel.

Objective one focused on determining whether ACC adheres to the important criteria
in selecting the revenue collecting agents. This objective used qualitative data

obtained from key informants interview and documentary review that were analysed

by using content analysis to check whether the criteria are as indicated in the Public

Procurement Regulations of 2013; and Arrangement of Regulations and the Public
Procurement (amendments) Regulations of 2016.

Objective two focused on determining the effects of budget on revenue collection.
This objective was analysed by the using Micro Soft Excel and STATA in which
Multiple Linear Regression Model was used to determine the effects of budget on
outsourced revenue collection.

Objective three was to examine whether ACC obtain expected outcomes from

outsourced revenue sources. This objective was analysed by using descriptive
analysis.
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Table 1: Measurement of Variables
Variables

1.

Measurements

Measurement Scale

Criteria used to select agents



Cost,

experience,

Resource

Compliance

with

capability



and



Content analysis in

accordance with the
Public Procurement
Regulations,

statutory obligations

Arrangement

Content

analysis

2013

of

Regulations and the

Public Procurement
(amendments)
2.

3.

Regulations, 2016





Influence of approved budget on revenue collection
Approved
Budget



Approved Budget and
actual collections

The performance of outsourced revenue sources.
Percentage of
revenue



collection

Approved Versus actual
collection



Multiple

regression
Model



Descriptive
analysis

Source: Literature review 2020
Before model estimations the following tests were employed in order to get the
robust results.

3.8 Testing for Homoscedasticity

It is clear that the existing error term is presented as a constant variance for example
var (εi) =Ϭ2 for every i. It is the contrary of heteroscedasticity (which if now not

preferred. It is necessary to test for homoscedasticity due to the fact if the
homoscedasticity assumption is overlooked the OLS estimators were nonetheless

supply unbiased and additionally consistent coefficient estimates. They will no
longer have the minimal variance amongst the classification of independent
estimators. This led to wrong result and they ought to lead to incorrect tips (Baltes,
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Reese, & Nesselroade, 2014). Therefore, the reason of testing for homoscedasticity

in this study is to avoid unbiases in OLS estimators and additionally to acquire
accurate result. The heterosdesticity was examined by the way of using Breuschpagan/ cook dinner –Weisberg.
3.9 Testing for Normality

In order to extend the probabilities of discovering considerable outcomes the study
tested for normality by computing the probability of random variable underlying the
information set to being ordinary distributed. The motive for normality check in this
study was to determine whether data follow the normal distribution. Regression
evaluation

assumes

that

the

error

phrases

are

typically

Skewness/Kurtosis tests for Normality test was used for normality test.

distributed.

3.10 Testing for Serial Correlation/Autocorrelation

Serial correlation indicates that the error phrases are correlated. The required
situation was that the error time period have now not to be correlated i.e. there have

to be no serial correlation or the error term ought now not to be auto correlated.
Ignoring serial correlation assumption capacity that the OLS estimators was

nonetheless giving an independent coefficient estimates will lead to wrong result
and it ought to lead to wrong hints (Brantley-Sieders et al., 2011).

Therefore, the motive for checking for serial correlation is to observe nonrandomness in information and additionally to discover if the cyclical sample was
existing and as a result to come up with the gorgeous result. The researcher tested for

stationarity by using both augmented dickey fuller test and Phillips Perron and last
the cointegration test was employed in order to determine the appropriate model.
3.11 Multiple Linear Regression Model

A multiple linear regression analysis is carried out to predict the values of a

dependent variable; Y is given a set of P explanatory variables (x1, x2,….,xp). This
model assumes the following assumptions; that the residuals have constant variance,

whatever the value of the dependent variable. This is the assumption of

homoscedasticity or simply the opposite of heteroscedasticity; that there are no very
extreme values in the data. That is, that there are no outliers; that the residuals are
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normally distributed, that the residuals are not related to the explanatory variables;
and the residuals are not correlated with one another. The reason of using Multiple
Linear Regression Model is because the tests conducted showed that model
assumptions were met.

The Multiple Linear Regression model function used in this study is shown below.
Where by

Objective four focused on examining the performance of outsourced revenue
collection in ACC. This qualified the use of quantitative data analysis in which the
Excel was used for data analysis.

3.12 Data Validity and Reliability

Reliability and validity are important concepts in research as they are used in
enhancing the accuracy of the assessment and evaluation of a research work.

Reliability is much concerned with the accuracy of research procedure whereas
validity is concerned with the accuracy of the findings and results. Therefore, these

are elements which must be assumed by quantitative research while designing a
study, inspecting outcomes and judging the quality of findings.
3. 12.1 Data Validity

Validity is the extent to which the instruments that were used during the study to

measure the issues that were intended to be measured. It is important to test validity
in order to ensure that the result obtained was accurate (Lakshmi & Mohideen,

2013). To ensure validity, the researcher tested for stationarity by using both
augmented dickey fuller test and Phillips Perron and last employed the co integration test in order to determine the appropriate model.
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3.12.2 Data Reliability

Reliability is the extent to which the technique for data collection or measuring
instrument will produce a consistent result. Similar observation would be made when

the same groups of individuals are repeatedly measured under the same conditions

(Taherdooost, 2016). In this study, reliability of the study procedures was achieved
by using secondary data which are correctly recorded by revenue officers in ACC.
3.13 Data Quality Issues

The series of facts was time sequence in nature in order to keep away from

unexpected behaviors like t-ratios now not following a t-distribution or excessive rsquared values assigned to variables that are not correlated. Additionally, in order to
improve the best of facts, this study adopted the check for stationarity. Time

collection information is a sequence of numerical records in which every object is
related with a unique on the spot in time. Data can be recorded daily, weekly,

monthly, quarterly and annually. Time sequence records has statistics that have been

gathered over a length of time or more variables. A time collection process is stated
to be strictly stationary if are unaffected with the aid of exchange of time origin
(Sewell, 2017).

3.14 Ethical Consideration

The permission to undertake this study was given by the University of Dodoma.
Informed consent was basically considered in this study, because the local

government authority staff was provided with information to participate in broadly
terms and willingly; this facilitated the provision of meaningful information to this
study. Moreover, this study was based in the social sciences research ethics that
ranged from professional ethics to those related to the authority to provide
information. The information provided was handled in the privacy and used for this
study only and not otherwise, in order to maintain confidentiality.
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CHAPTER FOUR

4.0 FINDINGS OF THE STUDY
4.1 Introduction

This chapter presents the findings of the study. The study results were generated by
using tools of data analysis which were carried out by STATA and MS Excel.

Findings are presented on the basis of the research objectives specifically on the
adherence to the important criteria in selecting the revenue collecting agents by ACC
and the performance of the outsourced revenue collection in ACC.
4.2 Outsourced Revenue Sources in ACC

ACC has occasionally outsourced revenue sources which include revenue derived

from various agriculture and economic activities at ACC, examples are: businesses,
market dues, fish license fees and bus stand fee. The aspect or feature of effective
revenue collection was sought by research to be the appropriate identification and

documentation of the outsourced of revenue. Consequently, respondents were asked

whether they consider the identification and documentation of various sources of

revenue to have been appropriately done and hence affect the levels of revenue
collection at ACC. The following are outsourced revenue sources which were
identified and documented for the relevant period of the study.
4.2.1 Market Levy Actual Revenue Collection

Finding in figure 4.1 presents the actual market levy revenue collection from 2009/10
to 2018/19 financial years as follows.
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Figure 4. 1: Market Levy Actual Revenue Collection from 2009/10 to 2018/19
Source: Field data, 2020

Findings in figure 4.1 present the market levy outsourced revenue collection in terms

of actual collection and their respective financial year. In financial year 2009/2010,
outsourced revenue collection amounted to 135%, in the next financial year 2010/11
outsourced revenue collection amounted to 100%, which indicated a slight decline in

comparison to the previous financial year. In 2011/12 financial year actual

outsourced revenue accounted for 86%, which still indicated a declining fashion.

Nonetheless, in both 2012/13 and 2013/14 recorded actual collection of about 44%
and 48% respectively as compared to 84% recorded in 2014/15 financial year. While
in 2015/16 actual market levy accounted for 63%. In 2016/17 financial year the

actual market levy accounted for 75% which shows a slight increase in comparison

to the previous financial year. Nevertheless, in 2017/18 the actual market levy

accounted for 68% and in 2018/19 declined to 65%. These findings show that in the
financial year 2009/10 the actual market levy outsourced was over target, and in

2010/11 reached the target of collection. Despite the decline in revenue collection in
some years, findings imply that agents in the market levy collection applied

appropriate mechanisms to collect market levy, which have created impact in the
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amount collected over and about the set target which means that it was effective for
ACC to outsource market levy collection during the period.
4.2.2 Bus Stand Levy Actual Collection

Findings in figure 4.2 present bus stand levy actual collection findings in relevant
financial years as follows;
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40%
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75%
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48%

80%
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42%

10%
0%

Financial Year

Figure 4. 2: Bus Stand Levy Actual Collection from 2009/10 to 2018/19
Source: Field data, 2020

Findings in figure 4.2 show that about 98% bus stand levy actual collection recorded
in 2009/10 financial year, followed by 75% bus stand levy collected in 2010/11,
while in 2011/12 about 48% were collected, compared to 2012/13 financial year

about 78% of bus stand levy were collected. It increased to 81% in 2013/14 and
about 95% increase in 2014/15 financial year, compared to 80% bus stand levy
collected in 2015/16. The following financial years of 2016/17 recorded 89%

collection of bus stand levy and 2017/18 accounted for 89% respectively. Lastly, the
lowest accounted for 42% of bus stand levy collected in 2018/19 financial year.
These findings imply that in 2009/10, 2014/15, 2016/17 and 2017/18 the agents
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entitled in the collection of bus stand levy performed well in comparison to the
proceeding financial years, simply because proper and effective mechanism were
employed to collect bus stand levy. Hence, this shows effectiveness in outsourcing
bus stand levy.

4.2.3 Toilet Charges Actual Collection

Findings in figure 4.3 present toilet charges actual collection from 2009/10 to
2018/19 as follows;
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60%

0%

Financial Year

Figure 4. 3: Toilet Charges Actual Collection from 2009/10 to 2018/19
Source: Field data, 2020

Findings in figure 4.3 show that in 2009/10 about 125% toilet charge were collected,
while in 2010/11 about 110%, similarly in 2011/12 about 110% of toilet charges

were collected and in 2012/13 about 132% were collected, while in 2013/14 about

twice 214% of the target of toilet charges were collected. Compared to 99% in

2014/15, in 2015/16 about 117% toilet charges collected through outsourced system,

while in 2016/2017 about 90% were collected. Moreover, in 2017/18 about 207%

which is approximately two times of the target of toilet charges were collected. Only
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a small proportion of 60% in 2018/19 financial years of toilet charges were collected.
These findings imply that in 2013/14 and 2017/18 exceeded target in collection of

toilet charges simply because there was proper and effective mechanism employed

by agents. Therefore, findings indicate that ACC was able to achieve revenue
collection targets of toilet charges through outsourcing.
4.2.4 Waste Charges Actual Collection

Findings in figure 4.4 present the waste charges actual collection from 2009/10 to
2018/19

financial

years.
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Figure 4. 4: Waste Charges Actual Collection from 2009/10 to 2018/19
Source: Field data, 2020
Findings in Figure 4.4 show that about 112% of waste charges were collected in
2009/10 financial year, followed by 106% collected in 2010/11 year, compared to

116% waste collection charges attained in 2011/12 financial year, about 90%
attained in 2012/13, in 2013/14 about 107% of waste collection charges attained in

2014/15 and about 126% waste charges was attained, which was followed by an

increase of collection of waste collection charges to about 121% attained in 2015/16,

then by 190% attained in 2016/17. Furthermore, the increase rose to more than twice
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by 190% of the target attained over the financial year of 2017/18 and the dropped to
116% of waste charges collected in 2018/19. These findings imply that actual

collection of waste collection charges appeared to increase with increase in financial

years from 2009/10 to 2018/19 because of improved institutions for waste charges
collection which still indicate effectiveness in outsourcing waste collection charges.
4.2.5 Murram Levy Actual Collection

Findings in Figure 4.5 present Murram levy actual collection against financial years
from 2009/10 to 2018/19 respectively.
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Figure 4. 5: Murram Levy Actual Collection from 2009/10 to 2018/2019
Source: Field data, 2020

Findings in figure 4.5 show that about 30% of murram levy were collected in

2009/10, compared to 40% which were collected in 2010/11, a slight proportion of

24% was collected in 2011/12 and then started rising in 2012/13 to about 33%,
compared to 32% which experienced one percent decline. This is contributed by the

demand of murram on the construction of industries which is periodic. While a slight
proportion of 3% appeared in 2014/15 which showed meagre collection of murram

levy attained, while in 2015/16 was about 16% collected. Similarly, a small amount
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of 13% was collected in 2016/17, compared to 30% of murram levy collected in
2017/18 and a large proportion 135% collected in 2018/19 of murram levy. These
findings imply that in 2018/19 murram levy collection performed highly in

comparison to other financial years. This was contributed by the effort employed by

the agent in collection of levy and the demand of murram in the construction industry
by that time.

4.2.6 Weigh Bridge Actual Collection

Findings in figure 4.6 present the weigh bridge levy actual collection against
financial years from 2009/10 to 2018/19 respectively.
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Figure 4. 6: Weigh Bridge Levy Actual Collection from 2015/16 to 2018/19
Source: Field data, 2020

Findings in figure 4.6 show that weigh bridge levy collection was recorded in four

financial years only, simply because they are the years which outsourcing was
performed. About 69% weigh bridge levy was collected in 2015/16, compared to

2016/17 in which about 338% of weigh bridge levy collected, while about 106%
were collected in 2017/18 financial year and dropped to 76% attained in 2018/19 of
weigh bridge levy. These findings imply that agents entrusted to collect weight

bridge levy in 2016/17 performed well in comparison with other financial years,
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simply because of the way and approach employed to collect the weighbridge levy.

However, sometimes weighbridge levy collection depends on economic activities
and transportation of specific area and time.
4.2.7 Forest Levy Actual Collection

Findings in figure 4.7 present forest levy actual collection against financial years
from 2009/10 to 2018/19.
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Figure 4. 7: Forest Levy Actual Collection from 2009/10 to 2018/19
Source: Field data, 2020

Findings in Figure 4.7 show that in 2009/10 about 101% of forest levy was collected

followed in 2010/11 about 109% of forest levy were collected, compared to 2011/12
whereby about 121% of forest levy collected, which indicated a slight increase in

collection of forest levy. However, 96% was collected in 2012/13 and 87% in
2013/14, while 91% was attained again in 2014/15. Drastically, there was an increase

of more than twice the target by 223% in 2015/16 simply because of more forest

harvest. 93% was collected in 2016/17 financial year while a small proportion of

64% in 2017/18 compared to a very slight portion 4% was attained in 2018/19

financial year. These findings imply that actual collection of forest levy tend to vary
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in each relevant financial year due to various unspecified reasons but more collection
was attained in 2015/16 by the agent’s effective collection approach and maybe due
to increase of forest harvests.

4.3 Objective One: To Determine Whether ACC Adheres to the Important
Criteria in Selecting the Revenue Collecting Agents

This section explains findings generated from the first specific objective which

sought to determine whether ACC adheres to the important criteria in selecting
revenue collecting agents as stipulated in Public Procurement Regulations, 2013;
Arrangement of Regulations and the Public Procurement (amendments) Regulations,
2016. The relevant subsection is presented as follows;
4.3.1 Cost Charged by Agents

Through informants interview the study sought for opinions on whether ACC
adheres to the criterion of the amount of the cost charged when selecting the revenue

collecting agents. All of the 5 respondents 100% agreed that ACC adheres to the cost

charged in selecting the agents when outsourcing revenue collection. The Revenue
Accountant had the following to say:

“…In quotations submitted by the agent’s, different costs are

shown. It is our duty to select the one whose cost is at least within
our set budget and cost guidelines set by GPSA. Cost charged by
the vendor is the foremost criterion when selecting the agents…”

The competitive tendering is the method of procurement which is required to be

performed. Contractors or consultants are invited by the procuring entity to compete

with each other in submitting priced tenders for goods, works or services. This is

related to the highest evaluated price offered by a tenderer for revenue collection
services which must be relevant to the highest collection after considering relevant
factors specified in the tender documents.

Competitive selection is related to the method of procurement whereby consultants

or providers of services are invited by the procuring entity to compete with each
other in submitting either unpriced or priced tenders, where the tenders are evaluated

either on the basis of quality or on the basis of a combination of quality and cost.
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Lowest evaluated cost is relevant in the price offered by a tenderer in terms of the

lowest price based on the relevant factors as specified in the tender documents.
(Nuluva, 2015) argued that cost of payment to agents must be evaluated in terms of

the agent’s efficiency in performance of duties to collect revenue. The efficiency is

basically measured in the ability to meet the target at least the cost possible for
tendering activity.

From the field data of 2016 the findings from the interview with procurement and

supplies officer and the management team support those data from questionnaire as it

was also held that the amount of the cost charged by the vendor. It is one among the

most important criteria used in selecting the vendor during outsourcing of security
service. The interviewees argued that this criterion is highly considered as it has been
made a priority by Public Procurement Act of 2011 and Government Procurement
Service Agency (GPSA) (Payowela, 2016).

Therefore, findings adhere to the criterion of the cost charged by the agents in

selection of the agents when outsourcing revenue collection. Compliance to this

criterion supports the Transactional Cost Economic Theory of William Oliver
(Payowela, 2016). The theory emphasizes that the firm should consider both
production and transaction cost when outsourcing.
4.3.1.1 Experience

Findings revealed that about 80% agreed that experience is the criterion for agents

selection while about 20% suggested otherwise. These findings imply that agents are

selected based on their experience in revenue collection. During interview with one

of the revenue accountants on the experience required to select the agent in the
revenue collection had this to say.

“He responded that the agents to be outsourced are selected

through the system of tendering process as a bidder, there is no

any experience but the process must be clearly conducted in such
a way that capture the experience of the agents to be selected to
carry out the revenue collection exercise. The experience is

always captured in the documents which are submitted as
statutory requirement for the selection of bidders, such as
43

business registration card, business licenses and Tax payer
Identification Number. These are vital just to indicate the way

the bidders selected will carry out the revenue collection on

behalf of ACC effectively and efficiently.” (ACCT, August, 18,
2020).

Experience must be considered in the process of selecting bidders which is almost
assessed using previous duty performed in the revenue collection section and for a

new bidder capability to handle responsibilities and the number of years which has
been in business through the business registration card. These are major two aspects

which are expected to provide the successful bidder to be termed as an agents in
revenue own source collection in ACC. Kamande (2014) argued that tender process
must be effective and transparent in such a way that important criteria must be
included in the process of agents’ selections.

The experience required by the agents to be outsourced are selected in the system of

tendering process as a bidder. There is no any experience but the process must be
clearly conducted in such a way that they capture the experience of the agents to be

selected to carry out the revenue collection exercise. The experience is always

captured in the documents which are submitted as statutory requirement for the
selection of bidders, such as business registration card, business licenses and tax

payer’s identification number. The bidder must be experienced enough to properly
manage the tax collection enforcement mechanism, while balancing the demand of
the taxpayers. The ability to achieve targets are basis for criteria in selecting the

experienced bidders, once the agent has already carried out similar or approximately
near duty is a required criterion during the process of selection. The duty of tax

collection in similar or different councils will be regarded as added experience
criteria.

Nyanumba (2010) argued that experience and planning of the collection among

agents were not been incredible either. In most instances, the Audit department
which acts as a watchdog of all financial management, in particular revenue

collection in a number of collections facilities suffers substantially from shortfall
such as desirable approach to audit the work and lack of experience. The process

which the bidder during the outsourcing of revenue collection must be connected to
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the advertisement or announcement of the tender process. But its selection are taken
into account for the successful bidders, who mostly are awarded the tender of
revenue collection in the respective own source in the ACC.
4.3.1.2 Resource Capability

Findings revealed that about 92.5% agreed that resource capability is the criteria for

selecting agents, compared to 7.5% who suggested otherwise. These findings imply
that agents must have enough resource to implement the revenue collection exercise.

Tax and license registration officer during interview in ACC on the resource

capability of agent as the criteria in selecting the revenue collecting agents had these
to say;

“It is important to use to check for resource capability in the firm
which outsourced for the purpose of increasing revenue. This was
basic and important strategy which is employed by tender evaluation
committee which based on the documents submitted by the bidder to

be verified in the context of resource capacity, this brings the reality
by even visiting the respective firm officer to check for the reality of

resources and capability of carrying the responsibilities as agents in
revenue collection on behalf of own source LGAs.” (Staff in
revenue section ACC, August, 19, 2020).

Therefore, resource capability is an important criterion to be assessed in order to

ensure agents selected can accomplish revenue collection responsibilities. Under this
discussion, resources mostly relied on the capital in which firms were expected to be
agents have, the size of capital and the number of human resources to be used to

carry out the revenue collection responsibilities is also important in this part. There
must be enough capacity assessed in the ability to collect revenue.

Vincent and Stephen (2015) argued that local government authority must be clear

attentive to the criteria used to select agents such as experience, resource capability
and compliance with statutory obligations, this has respectively related to the number
of years the agents worked in the business and even relevant experience to interact
with own source revenue collection is relevant. Concurrently, Muteithia (2019)
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argued that outsourcing relationship is mostly challenging to meet the goals of

LGAs. This must be supported by the effective controlling and supervision of the
agent in the outsourcing process.
4.3.1.3 Past Performance

Findings revealed that 90% of respondents in revenue collection section agreed that

past performance is the criteria for selecting agents, while 10% suggested otherwise.

These findings imply that agents to be selected in the revenue collection exercise
must be assessed in the relevant past performance that is the number of years

worked. (Nyanumba, 2010) argued that bidders must be experienced enough to
properly manage the tax collection enforcement mechanism, while balancing the

demand of the tax payers, the ability to achieve targets are basis criteria in selecting
the experienced bidders. Once the agent had already carried out similar or

approximate duties is required to mention during the process of selection, that duty
of tax collection in similar or different councils will be regarded as experience
4.3.1.4 Compliance with Statutory Obligations

Findings presented that about 95% of respondents suggested compliance with
statutory obligation, while 5% reported otherwise. These findings imply that agents

to be selected must comply with statutory obligations. Statutory obligation

compliance is mostly important in the criteria for selecting the successful bidder
during the tendering process. There must be legal aspects that need to be considered

in the process of selection of bidder. In such a way that statutory obligation states
that the tendering process in selecting the revenue collection agents are required to
include; competitive selection which is

a method of procurement whereby

consultants or providers of services are invited by the procuring entity to compete

with each other in submitting either unpriced or priced tenders, and where the tenders

are evaluated either on the basis of quality or on the basis of a combination of quality
and cost.

(Payowela, 2016) argued that, there must be legal aspects that need to be considered

in the process of selection of bidders, the only problem is that there is a breach of the
terms of the contract done by outsourced company as the resources agreed and seen

during selection stage are not seen during execution of the contract. (Muteithia,
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2019) stated that, the relevant establishment of contractor monitoring criteria,

performance review, and dispute resolution mechanisms based on the agency theory
are under the statutory obligation of tendering process in selecting the revenue

collection agents. Therefore, the study noted that ACC adhered to the important

selection criteria in mentioned in Public Procurement Regulations, 2013;
Arrangement of Regulations and the Public Procurement (amendments) Regulations,
2016. Findings imply that the outsourcing of revenue collection in ACC were
effective.

4.4 Objective Two: The Influence of Budget on Revenue Collection

It is recommended to plot the time series plot for variables at the level form in order

to capture different characteristics of the time series data such as trend, seasonality
and cycle before estimating (Wagofya, 2019). Figure 1 below shows that all

variables were nonstationary, since in the outsourced revenue there is fluctuation
increase as the time goes on from 2009 up to 2019 while for the budget there was

also fluctuation increase as the time goes from 2009 up to 2019.This implies that,

there is no constant variance and mean hence all variables were non stationary at
their level form. This attracts for undertaking transformation in order for the data to
be stationary.
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Figure 4. 8: Time Series Plot for Budget on Revenue Collection
Source: Field Data, 2020

Table 1 shows the summary of statistics for 44 observations which were from 2009
to 2019 in quarterly basis. From these observations, the revenue containing the

highest mean percentage was 0.647 with minimum 0.423 and maximum 0.841 and

Budget indicated the lowest mean percentage 0.03878 with minimum 0.014 and
maximum 0.093.

Table 4. 1: Descriptive Statistics
Variable
Budget

Obs
44

44
Revenue
Source: Field Data, 2020

Mean

Std. Dev.

0.64666

0.1046

0.03878

0.01921
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Min

0.014
0.423

Max

0.093
0.841

Before determining whether the data are stationary or non-stationary it is essential to

determine the maximum lag for each variable in order to include it in the test of

stationarity (Hill, Griffiths, & Lim, 2011). From table 2, shows that the maximum lag
for revenue was lag one since it has the lowest AIC, HQIC and SBIC as compared to

all value at different number of lag and lastly budget has maximum lag one since it
has the lowest HQIC and SBIC although the AIC at that lag does not have the lowest
value.

Table 4. 2: Lag Test
Variables
Revenue

Lag

FPE

AIC

HQIC

SBIC

0

0.011128

-1.66046

-1.64519

-1.61824

2
3

0.002863
0.00301

-2.97252
-2.90767

-2.89165
-2.79985

1

Budget

4

.002723*

-3.06805*

-3.03751*

0.003045

-2.95755

-2.88121

-3.01832
-2.96874

0

0.000381

2

.000143*

-6.01517*

0.000158

-5.91866

1
3

4
Source: Field Data, 2020

-5.0358

0.000143
0.00015

-5.02053

-2.9836*

-2.74644
-4.99357

-6.01278

-5.98225*

-5.92834*

-5.96517

-5.90411

-5.79628

-5.96937
-5.84233

-5.8885

-5.70755

4.4.1 Testing for Stationarity: Augmented Dickey-Fuller (ADF) Test
In this test we consider the following hypotheses;

H0: The time series is non-stationary or there is unit root.
H1: The series is stationary or there is no unit root.
Before estimating the Autoregressive distributed lag model, Level model and Error
Correction Model (ECM), it is always recommended to assess the time series

properties of the data in order to determine whether data are stationary or not.
Therefore, both Phillips - Perron (P-P) and Augmented Dickey - Fuller (ADF) tests
were performed in order to determine the presence of the unit root.
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Table 3 shows the ADF test and PP test results for Revenue and budget. All variables
were non stationary in level form at 5% levels of significance. On the other hand,

after first differences all variables were stationary at 5% levels of significance.
Therefore, these variables were integrated of order one 1(1).

Table 4. 3: Test for Stationarity Both Augmented Dickey Fuller Test and
Phillips Perron.

Variabe

Revenue
Budget

Variabe

Revenue
Budget

Test

statistics

Level

Critical

-1.398

Test

statistics
-2.390

Critical

-4.875

-2.955**

-2.952

-5.069

Critical

Source: Field Data, 2020

Test

statistics

Level

-1.582

First difference

value

-2.952

-1.741

ADF Test

The PP Test

-2.952**

First difference

Test

Critical

-6.978

-2.952**

value

statistics

-2.950

-7.602

-2.950

value

value

-2.952**

order of

integration

I(1)

I(1)

order of

integration

I(1)

I(1)

Before determining whether they have long term relationship (co-integrated) or they
do not have the long term relationship (not co-integrated) it is essential to determine
the maximum number of lag for overall variable in order to include it in the test of

Johannes’s co - integration test (Hill et al., 2011). Table 4 shows the maximum lag
for all variable was lag one since at that lag it has the lowest AIC, HQIC and SBIC
compared to all other value at different number of lag.
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Table 4. 4: Lag Test for Overall Variables
Lag

FPE

0

3.60E-06

2

4.30E-07

4

5.20E-07

1
3

AIC

HQIC

-6.8698

-6.8393

SBIC

-6.7854

4.1e-07*

-9.04176*

-8.95016*

-8.78843*

4.90E-07

-8.8698

-8.6561

-8.2787

-8.9866

-8.834

-8.8103

Source: Field Data, 2020

-8.5356

-8.5644
-8.0503

Co - integration test is always employed to determine whether the variables have
long-term relationship. The co - integration test is always performed after testing the

stationarity and determining the optimum number of lags for all overall variables.
This is the cointegration test which is always performed in order to suggest the
appropriate model to be adopted between error corrections models (ECM), long run
equation with least squares and autoregressive distributed lag model.

In this objective, the Johansen’s test for Co - integration was employed since the
variable was integrated at order one which implies that the order of integration was
homogeneous for all variables I (1). Therefore, the results in Table 5 shows that the

variables were not co-integrated since the test statistics for trace statistics and max
statistics was less than their critical values so the null hypothesis was accepted there
is no co - integration. This implies that, there is no long - term relationship between

approved budget and actual collection because p values is greater than 0.05. On the
other hand, actual collection has a positive relationship with previous year collection
but not with the approved budget.

Table 4. 5: Johansen’s test for Cointegration (long run relationship)
Null

Hypothesis

H0= No cointegration test

Trace

Critical

11.1365*

15.41

Statistics
1.2355

Source: Field Data, 2020
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Max

Critical

9.901

14.07

Value

Statistics

3.76

1.2355

Value
3.76

The autoregressive distributed lag model was further used to assess the influence of

budget on the outsourced revenue in the study area. The results are as indicated in
table 6.

The results for influence of budget on outsourced revenue had an F – value of 65.00.
This indicated that the model used significantly (P < 0.001) account for the variation

of the independent variable with the dependent variables. The R2 value of the

variables 76.47% means that independent variables were able to explain the
variations in revenue by 76.47%. Therefore, thebudget has 76.47% influences on the
amount of revenue collected. Lag one revenue significantly (P < 0.01) affect the

currently revenue with coefficient of 0.873. This implies that, there is positive
relationship between lag revenue and current revenue so for each percent increase in
lag revenue, the currently revenue increase by 0.873 percent. Budget was

significantly (P < 0.05) affecting the revenue with coefficient of 0.0735. This implies
that for each percent increase in budget the revenue increase by 0.0735 percent.

However, according to URT (2020) LGAs do not achieve targets set for revenue

collection from their own sources. This is because LGAs are not setting accurate and

realistic revenue collection targets. In most cases, the targets are either over or under
estimated leading to significant variations between set and actual targets for most of

the revenue sources. Lack of updated and reliable revenue source database;
ineffective mechanisms for setting revenue targets; and inadequately conducted

feasibility studies are among the reasons contributing to setting unrealistic revenue
collection targets. Hence, to ensure effectiveness of revenue collection by private

agents ACC must ensure that targets are accurately set in order to accurately measure

their performance. Concurrently, according Kimario (2014) there is a gap that exists

between LGAs budgets and revenue collections due to lack of participation of
revenue staff during budgeting process so as a result budget officers produce un
realistic budget.
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Table 4. 6: ARDL Short Run Estimates for Revenue (Autoregressive distributed
Revenue

lag model)

Coef.

Std. Err.

T

P>t

L1.

0.8727532

0.0835646

10.44

0.000***

Budget

0.0735325

0.4627455

0.16

0.875

0.0843087

0.0503213

1.68

0.102

Revenue

Cons

R2 = 0.7647, F- value = 65.00, P < 0.001, ** Significant at P< 0.05 and *** =
Significant at P < 0.01

Source: Field Data, 2020
Table 7 shows that, result for autocorrelation test, since the null hypothesis state that

there is no autocorrelation, therefore the data does not suffer with the problem of
autocorrelation. The p-value for the Breusch-Godfrey LM test for autocorrelation

was greater than 0.05 so the null hypothesis was not rejected. Results for Durbin

Watson d-statistic suggest the same since the durbin -Watson is approximate to 2
(Durbin-Watson d-statistic (3, 43) = 2.041144).

Table 4. 7: Breusch-Godfrey LM Test for Autocorrelation
lags(p)
1

Source: Field Data, 2020

chi2

df

0.027

1

Prob > chi2

0.8684

Table 8 shows result for heteroscedasticity test, since the null hypothesis states that

there is homoscedasticity therefore, the data does not suffer with the problem of

heteroscedasticity since the p-value for the Cameron & Trivedi's decomposition of
IM-test for heteroscedasticity was greater than 0.05 so the null hypothesis is not
rejected. This implies that there is constant variance in error term (homoscedasticity).
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Table 4. 8: Cameron & Trivedi's Decomposition of IM-test
Source

chi2

df

Skewness

1.61

2

0.4472

Total

3.26

8

0.9169

Heteroskedasticity

1.55

Kurtosis

5

0.1

Source: Field Data, 2020

p

0.9073

1

0.7492

Table 9 shows that result for normality test, since the null hypothesis state that the

data is normally distributed, therefore the data does not suffer with the problem of
non-normality since the p-value for Skewness/Kurtosis tests for normality test, for

normality was greater than 0.05 so the null hypothesis is not rejected. This imply that
these data follow normal distribution.

Table 4. 9: Skewness/Kurtosis Tests for Normality
Variable

Residual

Obs
44

Pr(Skewness)

Source: Field Data, 2020

0.2722

Pr(Kurtosis)
0.9966

adj chi2(2)
1.27

Prob>chi2
0.531

To check whether the model is reliable, the stability test was performed. Figure 2

shows that, the model was stable since the error term for the model was lying
between lower and upper boundary.
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Figure 4. 9: Model Stability (cusum chart)
Source: Field Data, 2020

4.5 Objective Three: To Examine Whether ACC Obtain Expected Outcomes
from Outsourced Revenue Sources

This section presents the third specific objective that sought to examine to examine
whether ACC obtain expected outcomes from outsourced revenue sources. This

section presents the several subsections including the performance and trend of each
outsourced own source of ACC.
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Table 4. 10: Performance of Outsourced Revenue in Arusha City Council for
the Year 2009 to 2019
Financial

Murram Waste

Forest

Toilet

Bus Stand Market Weigh

2009/10

0.301

1.121*

1.011*

1.252*

0.975

1.350*

-

2011/12

0.244

1.160*

1.211*

1.097*

0.480

0.861

-

Year

2010/11
2012/13
2013/14
2014/15
2015/16
2016/17
2017/18
2018/19

Levy

0.398
0.331
0.324
0.027
0.155
0.133
0.303

1.350*

Charges Levy

1.055*
0.895

1.073*
1.259*
1.210*
1.900*

2.639**

1.159*

Performance above 100% *;

Source: Field data, 2020

1.089*
0.956
0.868
0.906

Charges

1.095*
1.319*

2.143**
0.993

2.234** 1.174*

Levy

0.750
0.780
0.811
0.953

0.799

Levy

1.003*
0.442
0.475
0.844

0.632

Bridge

-

0.690

0.933

0.897

0.891

0.755

3.381***

0.040

0.595

0.416

0.647

0.760

0.641

2.074**

Above 200% **;

0.886

0.675

Above 300% **

1.059*

3.500
3.000
2.500

Moram Levy

RevenuePerfomance

2.000

Waste Charges

1.500

Forest Levy

1.000

Toilet Charges

0.500

Bus Stand Levy

-

Market Levy

Weigh Bridge

Financial Year

Source: Field data, 2020
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4.5.1 Murram Levy

Findings in table 4.1 presents performance of outsourced revenue sources in relevant

financial years beginning from 2009/10 to 2018/19. For instance, about 135% of

murram levy reached was collected in 2018/19. This imply that, murram levy only
performed well in 2018/19, simply because of increased construction activities.
Therefore, findings indicate that ACC did not obtain desirable outcomes through
outsourcing of murram levy collection hence it was not effective.
4.5.2 Waste Charges

Findings in table 4.1 indicates that about 112% of waste charges collected in
2009/10, in 2010/11 only 105% waste charges were collected, followed by 116%
waste charges collected in 2011/12, compared to 107% outsourced in 2013/14

financial year. About 125% waste charges was collected in 2014/15, while in
2015/16 financial year the collection amounted to 121% which indicate a slight

decline, compared to 190% in 2016/17 of the waste collection charges started to rise
at an increasing rate.

These rising of waste collection charges followed the rise of mechanism and

emphasized by the government to collect waste charges. Moreover, in 2017/18 the
waste charges amounted to 263% which is twice than the target. This again is

supported by the well improved collection responsibilities and institution support to
emphasize the payment for waste collection charges. In 2018/19 financial year, still

waste collection charges appeared 115% above the target. The collection
responsibilities by the outsourced revenue collecting agent still perform well, with

effective collection responsibilities and duties towards attainment of the target. The
good performance of outsourced revenue from waste charges indicates effectiveness
in outsourcing.

4.5.3 Forest Levy

Findings in table 4.1 shows a large proportion 101% of forest levy collected in
2009/10, compared to 108% in 2010/11, although in 2011/12 forest levy amounted to
121% which indicated an increase of forest levy collected by the agents. In 2015/16

the forest levy increased up to 223% above the set target simply because of improved
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collection mechanism employed by the agents. This outstanding performance of
forest levy collections shows effectiveness in outsourcing in ACC.
4.5.4 Toilet Charges

Findings in table 4.1 present the toilet charges outsourced collection. About 125%
collected toilet charges in 2009/10 financial year. Followed by a slight decline of

109% in 2010/11, compared to 109% collected in 2011/12, which is approximately
similar with the previous year. While in 2012/13 the actual revenue collection
amounted to 131% which show an increase in the performance, compared to 214% in
2013/14 which indicated double performance. This implies a good performance of

the agents outsourced to handle the toilet charges. In 2015/16, about 117% of toilet
charges was collected, compared to 89.7% in 2016/17 which indicates a slight

decline in revenue collection. In 2017/18 the amount of waste collected was 207%
which was above the target set. This implies that the outsourcing of toilet charges
collection was effective as the actual collection was above the target in almost each
year throughout period of the study.
4.5.5 Bus Stand Levy

Findings in table 4.1 present the outsourced bus stand levy collection, in the financial

year 2009/10 stand levy recorded the highest 97% as compared with the lowest 41%
collection in 2018/19 financial year. Generally, bus stand levy collection was above

75% throughout the period with the exception of 41% collection in 2018/19. These

findings imply that, although the collection did not reach the target, bus stand levy
performance was still effective as agents managed to maintain the collection of
above 75%.

4.5.6 Market Levy

From the findings in table 4.1, market levy collection, was about 135% which was
above the target in 2009/10 as compared to 100% collected in the next financial year

of 2010/11. Market levy collection for the remaining period stood below the target
but above 50% with the exception of 2012/13 and 2013/14 which was 44.2% and

47.5% respectively. These imply that the agent performing collection of market levy
should put more effort in order to increase efficiency in collection and ensure that
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they reach the target set. Hence, this still show effectiveness in outsourcing market
levy collections.

4.5.7 Weigh Bridge

The outsourcing of weighbridge charges started from 2015/16. Prior to that, local
government used their own staff to collect revenue. Moreover, findings showed that
in 2015/16 about 69% of weighbridge collected through outsourced agents,
compared to 338% which recorded threefold in the target set. This indicates that

agents effectively performed the collection. While in 2017/18, collection of

weighbridge amounted to 105% which is still in the target line. These findings imply
that weigh bridge collection still performed well in the relevant financial years.

Kimario (2014) mentioned major challenges facing privatized revenue collection in
LGA that is related to the assessment of the revenue potential for various tax bases.
Currently, this assessment of the revenue is conducted on an ad hoc basis, often

based on the previous year’s reported collection. Substantial underestimation of the
revenue potential may imply that actual collection by the agent is substantially higher

than what is reflected in the contract. Consequently, there is a risk of ending up in a
situation where the agent keeps the substantial portion of the revenues collected,
which already seems to be the 60 case in some council.

Therefore, the councils’ outsourcing systems need to establish criteria that ensure
that private contractors accomplish a reasonable return to the LGA. Hence, it is

important for each council to conduct a rigorous assessment of the revenue potential

before outsourcing takes place or is expanded, and to update the assessment

regularly. From the findings, actual collections of the some of the outsourced
revenue in ACC had a performance of up to 200% which could indicate that either
the private agents performed well the revenue collection duty or the projected

revenue was under estimated due to poor assessment of revenue potentials. One
option for consideration is to move the responsibility for revenue assessment out of
council administration by establishing an independent body responsible for such
assessments.

59

CHAPTER FIVE

5.0 SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction
This

chapter

presents

the

conclusions

grounded

on

the

findings

and

recommendations based on the aspects concluded in each objective and it further
presents areas for further studies.
5.2 Summary of the Findings

The study found out that the outsourced revenue sources were market levy, bus stand
levy, toilet charges, waste charges, murram levy, Weigh bridge charges and forest
levy for the period of 2009/10 to 2018/19. Furthermore, the agents selection process

was through tendering system that provide enough room for competition in

outsourcing revenue collection. This implies that, ACC agents were invited to

compete with each other in submitting either unpriced or priced tenders, where by
the tenders are evaluated either on the basis of quality or on the basis of a
combination of quality and cost.

The results for influence of budget on outsourced revenue collection had an F – value

of 65.00. This indicated that the model used significantly (P < 0.001) account for the
variation of independent variables with the dependent variables. The R2 value of the

variables was 76.47% which means that independent variables were able to explain
the variations in revenue by 76.47%. Therefore, budget has 76.47 influences on the

amount of revenue collected in a short term. Lag one revenue significantly (P < 0.01)
affect the currently revenue with coefficient of 0.873 which implies that, there is

positive relationship between lag revenue and current revenue so for each percent
increase in lag revenue, there is currently revenue increase by 0.873 percent.

Budget was significantly (P < 0.05) affecting the revenue with coefficient of 0.0735

which implies that, for each percent increase in budget the revenue increase by
0.0735 percent. Generally, there is no long-term relationship between approved
budget and actual collection because p values is greater than 0.05 meaning that actual

collection has a positive relationship with previous years collection but not with the
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approved budget. This could imply there were inaccurate projections of the approved
budget.

Findings from ACC showed a good performance of the 7 outsourced sources as
follows:

toilet charges, forest levy actual and waste charges actual collection

recorded up to twice the target while weigh bridge actual collection recorded up to
thrice the set target. Market levy actual collection attained the collection target
except for the financial year 2012/13 which did not perform well; bus stand levy did

not reach the set target for the most of the years of the study although it maintained

the average record of 98% performance. Murram levy actual collection performance
was above the target despite that there was a fall in revenue collection to 30% of the

set target which could be due to decrease in construction activities. Generally, the

performance of the outsourced revenue experienced a robust performance during the
period covered in this study. This could be implied by the effort employed by the
agent in revenue collection which imply effectiveness in outsourcing revenue
collection by ACC.
5.3 Conclusions

There were 7 identified and documented outsourced revenue sources for the period

of 2009/10 – 2018/19 as covered in the study. The prominent findings clearly imply
that outsourcing strategy was a best practice that enables ACC to attain revenue
collection targets.

Findings clearly revealed that, ACC adheres to the important criteria in selection of

revenue collecting agents. The selection process was through tendering system that
provides enough room for competition in outsourcing revenue collection. The criteria

used include: quality and cost, experience, resource capability, past performance and

compliance with statutory obligations. Vincent and Stephen (2015) argued that local

government authority must be clear attentive to the criteria used to select agents such

as cost, experience, resource capability and compliance with statutory obligations.

This has respectively related to the number of years the agents work in the business

and even relevant experiences to interact with own source revenue collection is

relevant. Therefore, outsourcing of revenue collection was performed effectively by
ACC as it adhered to important criteria in selecting agents as stipulated in Public
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Procurement Regulations, 2013 Arrangement of Regulations and the Public
Procurement (amendments) Regulations, 2016.

Results indicate that there is no long-term relationship between approved budget and

actual collection. Actual collection has a positive relationship with previous year
collection but not with the approved budget. According (Kimario, 2014) there is a

gap that exists between LGAs budgets and the actual revenue collections due poor

projections. This implies that, for effective performance of the outsourced revenue

ACC should consider the previous years’ collection as a base/ predictor for the future
years’ revenue forecast. This could assist in the assessment of the performance of the
outsourced revenue collection.

The outsourced revenue collection target was reached for the most of the outsourced
revenue sources throughout the period of the study. This indicate that there was an

effective collection responsibility by the outsourced revenue agents. Moreover, it is
likely that the official understates the actual margins, since the revenue potential

reflected in contracts in many cases is underestimated (Fjeldstad et al., 2008). This

shows that there was effectiveness in outsourcing revenue collection in ACC due to
good performance in the trend of revenue collection during the period covered in the
study.

5.4 Recommendations

The respective recommendations are presented as follows based on the findings of
this study:
i.

ACC is recommended to ensure that potential revenue sources are
well exploited in order to come up with realistic and achievable

revenue targets (approved budget). This will help to reduce the
possibility of under estimating revenue target which could attract

agents to retain some of the revenue collection from the 7 outsourced
ii.

sources.

ACC should put emphasis on the criteria to be used in selecting
agents, improve the selection process in order to ensure efficiency in

revenue collection. The relevant experience and past performance of

the vendor in similar or related tasks; knowledge of working
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conditions surrounding provision of specified goods or services;
resource capability especially in terms of personnel and equipment;

financial strength; current commitment and; and compliance with

legal obligations as provided by numerous statutes could be
emphasized in advance for more effective revenue collection
iii.

Planners must develop strategic plans that will involve screening of
the whole process of revenue collection from setting revenue targets

based on potential sources, selection of agents on the basis of their
merits and monitoring to ensure there is effectiveness in outsourced
iv.

revenue collection.

Agents should ensure that they maintain good relationship with
taxpayers and Local Government staff in order to create willingness

on tax compliance; this will help on improvement of revenue
v.

collection.

Agents in revenue collection should consider themselves as part of the
LGAs by exercising effectively the role given to them in order to help
on the improvement of provision of social services for improved
revenue collection as well.

5.5 Areas for Further Studies

The researcher recommends that the study like this should be conducted in different

councils in Tanzania since LGAs differ in terms of revenue sources. Another study
may focus on the following areas:
i.

ii.

iii.
iv.

v.

Collection experience of revenue collection before and after outsourcing;
Impact of human resource on outsourced revenue collection;
Impact of monitoring on outsourced revenue collection;

Usefulness of the local government revenue collection reforms; and
Rural councils’ experience of outsourcing revenue collection.
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Appendix 1: Interview Guide

APPENDICES

I, Jacqueline F. Manyanga a Master’s student from the University of Dodoma
pursuing Master of Science in Accounting and Finance (Msc.AF) undertaking a
study titled “effectiveness of outsourcing revenue collection in Local Government
Authorities at Arusha City Council (ACC)”. This research will be conducted for the
purpose of completing my studies. However, this research is done under the
supervision of the University of Dodoma. With these major purpose in mind I,
therefore request you to participate in this short interview. Mind you that all
information that are provided will be used for academic purpose and are confidential.
Thanks in Advance.
1. What are the outsourced revenue sources from 2009/2010-2018/2019?
…………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………

2. Explain whether ACC adheres to the important criteria in selecting the
revenue collecting agents?

……………………………………………………………………………………….
………………………………………………………………………………………
………………………………………………………………………………………
3. Explain the process used by ACC in selecting agents when?
……………………………………………………………………………………….
………………………………………………………………………………………
………………………………………………………………………………………
4. Explain the outsourced revenue collection performance in ACC?
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…………………………………………………………………………………………
………………………………………………………………………………………….

.…………………………………………………………………………………………
5. What do you think are the advantages of outsourcing of revenue collection?
…………………………………………………………………………………………
……………………………………………………..
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3
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Choo Kilombero
Kusini
Ushuru wa
Choo -Standi
ya zamani
Ushuru wa
Choo - Stand
kubwa (Jogoo
House)

MAKUSANYO YA HALAMSHAURI YA JIJI ARUSHA YALIYOKUSANYWA KWA KUTUMIA
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2018/19
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2010/11

2011/12

2012/13
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2014/15

2015/16
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2018/19
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