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ABSTRACT 

 

The rapidly increasing human population, medium businesses and the improvement 

of the trading grounds are contributing to an increase in country‟s revenue. The 

increasing number of medium businesses and the consequent increase of source of 

revenue indicate a need to strengthen the government‟s efforts in collecting tax. VAT 

is a consumption tax charged on VAT registered traders for goods and services at a 

standard rate of 18%. The purpose of this study is to investigate the effectiveness of 

VAT at Kibaha District. The research was both exploratory and explanatory. The 

population of this study included TRA officials, medium business owners and 

customers in those businesses in Kibaha district. The sample constituted the head of 

VAT Department and five other TRA officials, forty medium size business owners 

and fifty customers in these enterprises. The results of this study have shown that the 

amount of revenue collected by TRA is less than the projected, the people involved 

in VAT collection, starting with customers, business owners and TRA officials are 

not working as a team in helping the government to collect VAT. Some of the 

existing VAT collection methods and techniques seem to be inadequate, weak or 

outdated and the authority dealing with tax collection is ineffective. 
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CHAPTER ONE 

 

1.1 Introduction 

In order to effectively and efficiently implement fiscal policy the Government during 

1995/96 established an autonomous revenue administration under the TRA Act 

No.11 of 1995, the Tanzania Revenue Authority (TRA), charged with the 

assessment, collection and accounting of Central Government revenues. Since then, 

TRA has to a larger extent increased the efficiency, effectiveness and transparency in 

revenue administration, features that were lacking under the regime that was 

replaced. Under the new tax administrative arrangement the government has 

achieved significant transformation in revenue mobilization through initiating several 

administrative measures aimed at streamlining it, modernizing systems and removing 

inefficiencies. 

 

The United Republic of Tanzania Constitution recognizes the two parties of the 

union, namely Zanzibar and the Mainland Tanzania. As such, the Constitution has 

identified union taxes and non-union taxes. While Tanzania Revenue Authority 

collects the Union taxes, the Zanzibar Revenue Board collects all non-union taxes in 

Zanzibar. Taxes on income imposed under the Income Tax Act 2004 and custom 

duties under the East African Customs Management Act 2004 are union taxes, 

whereas domestic consumption taxes including the Value Added Tax, Excise Duties, 

hotel levies, stamp duties, motor vehicle taxes, and other charges are non-union 

taxes. Therefore Tanzania has a three-tier tax administration structure, namely; 

Central Government tax administration, Tax administration in Zanzibar and Local 

Governments tax administration. The Tanzania Revenue Authority (TRA) 

administers the Central Government taxes while Zanzibar Revenue Board 

administers domestic consumption taxes in Zanzibar and Local Authorities 

administer the various local imposts. Central Government taxes are the major 

revenue earner for the Government as they account for 90% of domestic revenue. So, 

TRA was formed as an autonomous body in order to bring efficiency in revenue 

administration and collection. 
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The taxation system in Tanzania is centralized or consolidated under the TRA as a 

simple agency. There are three major departments in TRA which are department of 

import (customs) duty, department of income tax which also issues business licenses 

and tax clearance certificates and department of value added tax (VAT) which also 

administers other minor taxes. Each department is headed by a commissioner who is 

answerable to the commissioner general of TRA on overall day to day administration 

of the authority. 

 

Medium size businesses operate practically in every sector of the economy and 

within specific economic, social, cultural and political environments. It is widely 

accepted that Medium size businesses constitute the backbone of the private sector in 

any economy. In the developing world, not only they contribute to economic growth 

but also have a tremendous developmental impact on societies and their peoples. It is 

estimated that about a third of the GDP originates from the Small and Medium 

Enterprises sector. 

 

The mission of TRA is to be an effective and efficient tax administration which 

promotes voluntary tax compliance by providing high quality customer services with 

fairness and integrity through competent and motivated staff, while its vision is to be 

a modern tax administration. The functions of the authority are to assess, collect and 

account for all central government revenues; administer effectively all the revenue 

laws of the central government; advice the government on all matters relating to 

fiscal policy; promote voluntary tax compliance; improve the quality of service 

provided to tax payers; counteract fraud and other forms of tax and fiscal evasion; 

produce trade statistics and publications. 

 

1.2 Background to the Problem 

All governments all over the world depend on public finance for actualizing 

development projects within their nations and for the provision of services to the 

people. The main sources of public revenue are taxes, fees, fines and state properties.  

There are various types of taxes but all of them can conveniently be classified into 

two groups namely direct and indirect taxes. Direct taxes include such taxes as 
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income tax, estate duty and property tax which are levied direct on a person whether 

individual or non individual without possibility of shifting the incidence to another. 

Indirect taxes are generally taxes on consumption and outlay, and one of those 

indirect taxes is value added tax (VAT), VAT is a form of indirect tax applied to 

value added at each stage of production, wholesale and retail, and according to 

Goode (1984: 157), "the most important tax innovation of the second half of the 

twentieth century". 

 

The basic principle of a VAT is to require a registered trader to charge tax on taxable 

goods and services sold or rendered by him ("output"). The tax charged on his sales 

is referred to as "output tax". On the other hand the registered person is charged tax 

on goods and services he purchases from other traders ("inputs"). The tax charged on 

his purchases is referred to as "input tax". 

 

The difference between output tax and input tax is the amount of VAT which must 

be paid by the trader to the government in case of excess of output tax over input tax, 

or the amount to be repaid to the trader where input tax exceeds output tax. This 

procedure (the credit method) ensures that a cumulative effect or cascading (double 

payment of tax) is avoided as the value added at each stage is taxed only once. Goods 

and services pass through various stages of production and distribution process 

before they reach the final consumer. At each stage VAT is paid in proportion to the 

value added. Just as the value of goods and services at the point of supply to the final 

consumer represents the aggregate of the values added by successive traders, so the 

tax that is paid by final consumer represents the aggregate of VAT paid by 

successive traders. 

However some medium businesses are not registered for VAT, they don‟t cooperate 

effectively with the government as far as VAT is concerned. During the study the 

researcher assessed the challenges faced by TRA when collecting VAT from medium 

size businesses and their registration for VAT. 
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1.3 Statement of the Problem 

Government maintains peace and security, provide social services like education and 

health, undertaking developmental projects like construction of roads in the country, 

therefore for the government to fulfill all those responsibilities and many others 

effectively and adequately it requires adequate funds. Taxation is the main source of 

income (fund) to the government. When establishing TRA the government believed 

that the authority would be able to collect taxes effectively so as to increase the 

government revenue. Despite the establishment of TRA still the government of 

Tanzania does not receive enough tax revenue especially through VAT. 

 

This study seeks to assess the methods and techniques used by TRA in collecting 

VAT from medium size businesses in Kibaha district as it is the fact that many 

people in business are evading from paying taxes to the government. 

 

1.4 Research Objectives 

1.4.1 General Objective 

To investigate the effectiveness of VAT collection at Kibaha district 

 

1.4.2 Specific Objectives 

(i) To assess the percentage of VAT collected from medium size businesses 

Kibaha district. 

(ii) To identify the methods used by TRA to collect VAT from medium size 

businesses in Kibaha district. 

(iii) To find out whether the revenue collected is less or more than projected. 

 

1.5 Research Questions 

(i) What is the percentage of VAT collected from medium size business in 

Kibaha district? 

(ii) What are the methods and techniques used to collect VAT from medium size 

businesses in Kibaha district? 

(iii) Why the amount of revenue collected by TRA is less than the projected? 
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1.6 Significance of the Study 

Generally, it is hoped that this study may provoke among stakeholders of medium 

businesses in Tanzania, some critical thinking about their role in paying tax and that 

of TRA in reaching for the improvement of VAT collection in the country, since 

VAT is expected to contribute to an over-all increase in tax revenue for the state. 

 

To the medium Size Stakeholders 

The study will help those medium size businessmen and women to be aware of the 

aim of the government to collect VAT. 

 

To Other Researchers 

The study will impart knowledge in the subject matter; it will be a reference or a 

starting point for further researches as the recommendations could also elicit further 

studies and documentation. It will also act as a stimulus to other researchers to 

conduct further studies relating to this topic. 

 

To the Government 

The study will help the government to concertize people on the role of TRA in 

collecting VAT from medium size businesses. 

 

To the Society 

The study will help people to understand the role of TRA in collecting VAT from 

medium size businesses and the role of medium size businesses in paying VAT. 

 

1.7 Limitation of the Study 

(i) Limitation on accessing data. 

Many government agencies restrict free access to data; they allow only the 

authorized people to access them. In that case, this in somehow interfered the 

collection of data during the study. 

(ii) Finance 

Since the research work needs a lot of money, this interfered with the field study in 

some ways as the researcher once lacked enough funds for the whole work. 
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(iv) Time 

Conducting a research need a lot of time so as to get reliable report, for the 

researcher is an employee of a certain institution he might lack enough time for the 

study. 

(v) Lack of cooperation 

There is a possibility that some of the intended respondents will be unwilling to 

cooperate fully during the study, some may fail even to fill the questionnaires. 

 

1.8    De-limitation 

This study was delimited to: 

Only small and medium enterprises at Kibaha district in Coastal region. Other 

districts of coastal region will be excluded. 

1.9     Chapters 

The study was presented in six chapters. Chapter one covers overview of the study, 

background of the problem, statement of the problem research questions and research 

objectives. The same chapter states the social significance of the research, limitations 

of the research and delimitation. Chapter two covers theoretical literature review and 

empirical literature review. Chapter three covers methodologies of the study 

including questionnaires, observations, interview and content analysis method, as 

well as target population and sample size of the study. Chapter four deals with 

findings and their analysis, presents the situation of VAT collection in Kibaha 

district, as well as presenting an overview of the study and mitigation. Chapter five is 

about discussion of the findings, and Chapter six involves summary, conclusion, 

policy implication and recommendations. 
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CHAPTER TWO 

2.1 Introduction 

This chapter covers theoretical literature such as types of tax and how they are 

collected, forms of tax evasion and definition of medium businesses, and also it 

covers the empirical literature where by some similar research done by other 

researchers on assessing the collection of VAT from medium size businesses and on 

identifying the methods used by TRA to collect VAT 

 

2.2 Theoretical Literature Review 

2.2.1 Types of Taxes 

A tax is a compulsory, unrequited payment to general government, is a compulsory 

levy made by public authorities for which nothing is received directly in return. 

According to James, et al (1998) the types of tax can be classified in five different 

ways which are as follows; 

(i) The classification by the authority imposing and collecting taxes:  

This is by looking at the responsible authority in imposing and collecting taxes 

whether they are central, regional or local taxes;  

 

(ii) The classification by the source of origin:  

This is by looking at the source whether it is a family; firm; financial institution or; 

foreign entities.  

 

(iv) The classification by the tax base:  

This is by looking whether the Base of tax is a stock or a flow. Though there is a 

problem on how to distinguish stocks from flows. 

 

(v) The classification by the relationship of the amount of the tax to the size of 

the tax base:  

This is by looking whether the taxes depend on the existence of the tax payer or 

depend on the weight or size of the tax base 
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(vi) The classification by nominal source of taxation, i.e. by the way of collecting 

taxes;  

This includes direct and indirect taxes; direct tax is assessed and collected directly 

from the individuals who are intended to bear it; while indirect tax is not collected 

directly from the individuals who are intended to bear it.  

 

Basically according to Kibuta (2011) in Tanzania there are two types of taxes; each 

type is classified according to the legal and effective incidence to the final payer. 

These two types are direct and indirect. In Tanzania the direct taxes account for 

around 30% of total tax revenue, while the indirect taxes account for 70% of total tax 

revenue. Direct Taxes are mainly taxes on income while indirect taxes are on 

consumption and international trade. 

 

Direct Tax 

Direct tax is assessed and collected directly from the individuals who are intended to 

bear it. These are taxes charged direct to people‟s income from employment, 

business or ownership of property and an investment. According to Atkinson (1977), 

direct taxes are characterized by the presumed coincidence of the taxable person or 

tax subject on one hand and the person effectively paying the tax or the final 

taxpayer on the other hand. Direct taxes may be levied on a wide range of presumed 

displays of taxpaying capacity attributed to the taxable person, such as for instance 

current income, capital gains, home ownership, car registration and the acquisition of 

a dwelling. Examples of this are corporate tax, Individual Income Tax whereby non-

corporate resident tax payers including sole proprietors and salaried employees are 

taxed at progressive individual income tax rates, which in Tanzania vary from the 

lowest marginal rate of 14% to the highest marginal rate of 30%. The total income of 

a non-resident individual for a year of income is taxed at the rate of 20% and 

withholding tax which is a scheme, which is basically not a tax source in itself, but it 

is operated on a number of payments made by persons in course of doing businesses 

or investments like investment income. 
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Bernstein provided the following characteristics of direct tax; 

(i) Usually collected through an intermediary;  

(ii) The most popular intermediary is your employer (income tax);  

(iii) It is possible that you have no contact with tax authorities;  

(iv) Can depend on individual circumstances;  

(v) It is possible to change the average tax rate.  

 

Indirect Tax 

Indirect tax is not collected directly from the individuals who are intended to bear it. 

Bernstein provided the following characteristics of indirect tax; 

(i) Paid by one person but collected from another;  

(ii) Included in the price, but not always visible on a bill;  

(iii) Cannot depend on individual circumstances;  

(iv) Can depend on the object you buy.  

 

These are taxes based on consumption such as import duty which is generally known 

as customs duties, and are tariffs, which are imposed on goods coming into the 

country, Excise duty on locally manufactured goods which is levied on few locally 

manufactured goods which includes beer, wines, whiskeys, spirits, soft drinks, 

smoking tobacco, cigarettes, petroleum products, Excise duty on imports which is 

charged either on specific or ad-valorem tax rate on certain consumer goods into the 

country, Stamp duty where certain legal instruments attract payment of stamp duty 

for the purpose of authenticating them, value added tax (VAT) which is a 

consumption tax charged on VAT registered traders for goods and services at a 

standard rate of 18%. The legal incidence of the tax falls on the traders who act as an 

agent of the government while the effectiveness incidence falls on the final consumer 

of goods or services that eventually pay tax and Other Internal Taxes which include 

fees, levies and user charges, which are collected from various sources like taxes and 

charges on motor vehicles, port and airport departure services. Therefore Value 

Added Tax (VAT) is levied at the rate of 18% on the supply of goods and services in 

mainland Tanzania and on the importation of value added taxable goods or services 

from any place outside mainland Tanzania. 
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The Value Added Tax Act of 1997 

In imposition of and liability to value added tax the Value Added Tax Act, 1997 

states that, 

(i) There shall be charged in accordance with the provisions of this Act, a tax 

known as the Value Added Tax on the supply of goods and services in 

Mainland Tanzania and on the importation of goods or services from any place 

outside Mainland Tanzania made on and after the 1st day of July, 1998. 

(ii) Where in respect of any taxable supply the tax has been paid in Tanzania 

Zanzibar pursuant to the law for the time being in force in Tanzania Zanzibar at 

the same rate as the rate applicable in Mainland Tanzania, the tax shall be 

deemed to have been paid on the taxable supply in accordance with the 

provisions of this Act and no tax shall be payable on its importation to 

Mainland Tanzania. 

(iii) Where in respect of any taxable supply, the tax has been paid in Tanzania 

Zanzibar at the rate lower than the rate applicable in Mainland Tanzania under 

this Act, the tax difference shall be deemed to have not been paid and shall be 

payable on its importation to Mainland Tanzania in accordance with the 

provisions of this Act. 

(iv) Where in respect of any taxable supply, the supply is made directly by a 

taxable person in Mainland Tanzania to a recipient in Tanzania Zanzibar; the 

Authority shall collect the tax on behalf of the Tanzania Zanzibar Treasury and 

remit it to the Tanzania Zanzibar Treasury. 

(v) The provisions of subsection (4) shall apply to products manufactured in 

Tanzania Mainland only. 

 

The Value Added Tax Act, 1997 also states that, first the VAT shall be charged on 

any supply of goods or services in Mainland Tanzania where it is a taxable supply 

made by a taxable person in the course of or in furtherance of any business carried on 

by him. 

Second the VAT on a taxable supply of goods or services shall be payable by a 

taxable person at the end of a prescribed accounting period or at any time which the 

Commissioner may prescribe. 
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Third the VAT on the importation of taxable goods or services from any place 

outside Mainland Tanzania shall be charged and payable in accordance with this Act 

and the procedures applicable under the Customs Laws for imported goods shall 

apply in respect of VAT imports. 

 

 In the case of Taxable supplies for the purpose of this Act, and unless otherwise 

provided in this Act or regulations made under it, "taxable supplies" means any 

supply of goods or services made by a taxable person in the course of or in 

furtherance of his business after the start of the VAT and includes – 

(i) the making of gifts or loans of goods; 

(ii) the leasing or letting of goods on hire; 

(iii) the appropriation of goods for personal use or consumption by the taxable 

person or by any other person; 

(iv) barter trade and exchange of goods. 

 

Where a person produces goods by processing or treating the goods of another 

person the supply shall be regarded as a supply of goods. 

Also the supply of any form of power, heat, or ventilation shall be regarded as a 

supply of goods. 

 

Unless otherwise provided in The Value Added Tax Act of 1997 or regulations made 

there under, anything which is not a supply of goods, but is done for a consideration, 

including the granting, assignment or surrender of all or part of any right is a supply 

of services. 

The Minister according to this Act may make regulations providing for any 

description of transaction to be treated as:– 

(i) A supply of goods; or 

(ii) A supply of services; or 

(iii) Neither a supply of goods nor a supply of services. 

 

According to The Value Added Tax Act of 1997, where goods are neither supplied 

by a person to another person nor incorporated in other goods produced in the course 
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of the business of the first person but are used by that person for the purpose of 

furtherance of his business; or a person in the course of his business does anything 

for the purpose of furtherance of his business which is not a supply of services but, if 

done for a consideration, would be a supply of services, the goods or services are 

regarded for the purposes of this Act as being both supplied to him for the purpose of 

the business and supplied by him in the course of that business. 

 

According to the Value Added Tax Act, 1997 the time goods or services are 

supplied, shall be when; 

(i) goods are removed from the premises of the supplier or from other premises 

where the goods are under his control to the person to whom they are supplied, 

or goods are made available to the person to whom they are supplied; 

(ii) a tax invoice is issued in respect of the supply; or 

(iii) payment is received for all or part of the supply, 

(iv) service is rendered or performed. Whichever time shall be the earliest. 

 

According to the act, where, in respect of any supply referred to in subsection (1) of 

the act, payment is received or a tax invoice is issued in respect of part of a supply, 

paragraph (b) or (c) of that subsection shall apply to that part of the supply, and the 

tax on it shall be paid accordingly. 

 

Where supplies are measured by meter the time of supply shall be the date of the first 

meter reading following the introduction of VAT and subsequently at the time of 

each meter reading, except to the extent that a tax invoice is issued or payment is 

made in respect of the supply. 

 

Also the Act states that VAT on imported goods shall be charged and payable at the 

time custom duty, tax or levy is payable in accordance with the Customs Law unless 

prescribed otherwise in the regulations made by the Minister. 

Notwithstanding the provisions of subsections (1), (2) and (3) of the Value Added 

Tax Act, 1997, the Minister may, after consultation with the Authority and by order 
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published in the Gazette, make provisions in respect of the time at which a supply is 

to be treated as taking place. 

In the Value Added Tax Act, 1997, Place of supply shall be applied for determining 

whether goods or services are supplied in Mainland Tanzania, goods shall be 

regarded – 

(i) as supplied in Mainland Tanzania if their supply does not involve their 

removal from or to Mainland Tanzania; 

(ii) as supplied in Mainland Tanzania if their supply involves their installation or 

assembly at a place in Mainland Tanzania to which they are removed; and 

(iii) as supplied outside Mainland Tanzania if their supply involves their 

installation or assembly at a place outside Mainland Tanzania to which they 

are removed. 

 

For the purposes of subsection (2) where goods, in the course of their removal from a 

place in Mainland Tanzania to another place in Mainland Tanzania, leave and re-

enter Mainland Tanzania, the removal shall not be regarded as a removal from 

Mainland Tanzania. 

 

According to this Act services shall be regarded as supplied in Mainland Tanzania if 

the supplier of the services – 

(i) has a place of business in Mainland Tanzania and no place of business 

elsewhere; 

(ii) has no place of business in Mainland Tanzania or elsewhere but his usual 

place of residence is in Mainland Tanzania; or 

(iii) has places of business in Mainland Tanzania and elsewhere but the place of 

business most concerned with the supply of the services is the place of 

business in Mainland Tanzania. 

 

Also according to the Value Added Tax Act, 1997 the Minister may, by order 

published in the Gazette and after consultation with the Authority, in relation to 

goods and service generally or in specific goods or services, vary the rules for 

determining where a supply of such goods and service is made. 
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In the Value Added Tax Act, 1997, VAT shall be charged at the rate of twenty (20) 

per centum of the taxable value. Also the Minister may vary the rate of tax 

prescribed in subsection (1) under the procedures contained in the Provisional 

Collection of Taxes and Duties as contained in the Public Finance Act, 2001. 

 

Also according to the Value Added Tax Act, 1997a supply of goods or services is 

zero-rating by virtue of this subsection if the supply is of a description specified in 

the First Schedule to this Act. Where a taxable person supplies goods or services and 

the supply is zero-rated no VAT shall be charged on the supply, but it shall in all 

other respects be treated as a taxable supply. 

 

Exemptions according to the Value Added Tax Act, 1997a supply of goods or 

services is an exempt supply if it is of a description specified in the Second Schedule 

to this Act. Also the VAT is not chargeable on an exempt supply, and deduction or 

credit of input tax is not allowable on purchases made in respect of the exempt 

supply. 

 

The persons and organizations listed in the Third Schedule to the Value Added Tax 

Act, 1997 shall be entitled to relief from VAT within the limits and conditions 

prescribed in that Schedule subject to procedures which may be determined by the 

Minister. 

 

The Minister may after consultation with the Authority by order published in the 

Gazette, amend, vary, add to or replace the Schedule to this Act. 

 

Taxable Value in Act No.15 of 2003 section 53; Subject to the provisions of this Act, 

the value on which VAT shall be chargeable on a taxable supply shall be – 

(i) where a supply is for a monetary consideration the amount of the consideration 

excluding the VAT; or 

(ii) where the supply is not for a monetary consideration, or is only partly for such 

a consideration, the open market value excluding the VAT; or 
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(iii) where the supply is not the only matter to which a consideration in monetary 

terms relates, the supply shall be deemed to be for such part of the 

consideration as is properly attributed to it. 

 

For the purposes of paragraph (b) of subsection above the “open market value” of 

supply means the value which such goods or services would fetch in the ordinary 

course of business between the supplier and recipient or any other person concerned 

in the transaction completely independent of each other, and shall be determined on 

the following assumptions, that is to say that the supply shall be treated as having 

been delivered to the recipient at the supplier‟s place of business; that the recipient 

will bear freight, insurance, and other costs, charges and expenses incidental to the 

supply and the delivery of the goods to him; that the supplier will bear any duty or 

tax chargeable in Mainland Tanzania other than the tax payable under this Act; and 

that the value covers the right to use the patent, design or trade mark in respect of the 

supply. 

 

As per subsection 2 of The Value Added Tax Act of 1997 supply in the open market 

between a supplier and a recipient independent of each other pre-supposes:- 

(i) that the value is the sole consideration; and 

(ii) that the value is not influenced by any commercial, financial or other 

relationship, whether by contract or otherwise, between the supplier or any 

person associated in any business with him and the recipient, or any person 

associated in any business with him (other than the relationship created by the 

transaction of the supply in question); and 

(iii) that no part of the proceeds of any subsequent re-supply, use or disposal of 

the goods will accrue, either directly or indirectly to the supplier or any 

person associated in any business with him. 

 

For the purpose of this section two persons shall be deemed to be associated in 

business with one another if whether directly or indirectly, either of them has any 

interest in any business or property of the other, or both have a common interest in 
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any business or property, or some other third person has an interest in any business 

or property of both of them. 

 

Where in the opinion of the Commissioner, by reason of any fraudulent act or 

omission of any importer, supplier or a recipient, the taxable value of any supply is 

not the same as the taxable value of a similar supply, the Commissioner may, if he 

considers it reasonable to do so, assess the taxable value of the supply in accordance 

with such principles or appoint an independent professional valuer to carry out such 

assessment as he may consider reasonable. 

 

The taxable value of imported goods shall be the value declared and determined in 

accordance with the provisions of the Customs Laws, taking into account the import 

duty, the excise duty and any other tax or leave payable on the goods, otherwise than 

under this Act. Taxable value of imported goods or services Act No. 2 of 1998 

argues that the taxable value of imported services shall be determined in accordance 

with the provisions of section 13 and the Minister shall make regulations providing 

for modalities of charging the tax. 

 

According to Goode (1984), VAT is the most important tax innovation of the second 

half the twentieth century. The speed with which the value added tax system has 

spread around the world is unmatched by any other tax in modern times.  

 

Under the destination principle the VAT is imposed on the value added of all taxable 

products that are produced domestically (Zee, 1995). For example, a manufacturer 

pays VAT on the materials it buys to make a product, the wholesaler pays VAT on 

the price it pays the manufacturer for the good, the retailer pays VAT on the price it 

pays the wholesaler, and the price paid by the consumer also includes VAT. 

Ultimately, it is the consumer who carries the burden of the tax because all those in 

the process up to the final sale are able, when accounting to the tax authorities, to 

deduct the VAT they have paid on their inputs from the VAT they have collected on 

their outputs. So, the manufacturer can deduct the VAT paid on materials from the 

VAT collected from the wholesaler. The idea is that at every stage value is added, tax 
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is levied on the amount of value added. This distinguishes it from a sales tax, which 

is simply a tax on the retail price of goods. 

 

Tax does not normally "stick" with registered trader unless the partially exempt. 

There is no long-term burden of tax on most business, although there may be a short-

term cash flow problem. In general principle the final consumer bears the whole 

burden of the tax although it has been collected (and repaid) at each stage in the 

chain of transaction. 

 

In certain circumstances a trader may incur input tax which is not deductible even if 

they are purchased for the purpose of business and are attributed to taxable supplies 

e.g. saloon cars, business entertainment, and e.t.c. 

 

Although VAT may not be as complicated as some observers seem to believe, the 

unfamiliarity with an accounts based levy and the need for intensive taxpayer 

education most likely require an extension of the usual lead in time in low income 

developing countries, including Tanzania. According to Cnossen (1992), experience 

suggests that it requires 18 to 24 months to make a VAT fully operational.  

 

According to Kimaro (2008), VAT is a general consumption tax assessed on the 

value added to goods and services. It is a general tax that applies, in principle, to all 

commercial activities involving the production and distribution of goods and the 

provision of services. It is a consumption tax because it is borne ultimately by the 

final consumer. It is not a charge on companies. It is charged as a percentage of 

prices, which means that the actual tax burden is visible at each stage in the 

production and distribution chain. It is collected fractionally, via a system of 

deductions whereby taxable persons can deduct from their VAT liability the amount 

of tax they have paid to other taxable persons on purchases for their business 

activities. This mechanism ensures that the tax is neutral regardless of how many 

transactions are involved 
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Mpoguliana (2005) defined Value added tax (VAT) as a form of indirect tax applied 

to the value added at each stage of production (manufacturing), wholesale and retail. 

He further argues that there are three types of VAT which are; Consumption type, 

Income type and Gross produced.  Consumption type is a type whereby Capital 

goods purchased are treated like any other purchases of input i.e. Full credit of input 

tax are given. This type of VAT is practiced in Kenya, Uganda, Tanzania, Singapore 

and South Africa.  Income type is a type whereby Input tax paid on the purchases of 

capital a goods is spread over the life span of the products or Assets. The input tax 

credit with capital purchases against the liability in a particular tax period will take 

into account the depreciation portion only. This type of VAT is practiced in 

Argentina and Peru. And Gross product type is a type whereby completely denies 

input tax deduction on capital goods against the firm VAT liability. VAT is 

computed by subtracting from the firms sales only purchases apart from capital 

goods. This type of VAT is practiced in Finland, Morocco and Senegal. 

 

 In Tanzania VAT was introduced on 1
st
 July 1998 and it partially replaces sales tax, 

stamp duty, hotel levy and entertainment tax. And it is broad based on consumption 

tax; the percent is collected and paid by registered traders who remit it to the revenue 

authority monthly. 

 

2.2.2 The Internal Accountability Dimension of Tax Reforms 

If the tax collection apparatus is inefficient, incompetent and corrupt, this is a strong 

disincentive for potential taxpayers. As part of the economic restructuring process, 

the international donor community has emphasized administrative reforms through 

the establishment of independent revenue authorities. Inspired by the executive 

agency model, currently eight countries mainly in east and southern Africa have 

established semi-autonomous revenue authorities5. The new revenue authorities were 

perceived to have a positive effect on accountability relations: By placing the 

responsibility for revenue collection outside the civil service, the aim was to „bypass‟ 

deficiencies in existing state institutions through higher salaries and more flexible 

procedures for hiring and firing employees. In addition, the executive agency model 

was regarded as an effective mechanism to limit direct political intervention in day to 
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day operations. The new executive revenue agency established in Tanzania (1996) 

should be regarded as semi autonomous, as the employees are still public servants. 

The challenge facing the revenue authority was to increase the contribution of 

locally-raised revenue to the domestic budget from the very low levels prevailing in 

the 1980s and 1990s. It was also necessary to restructure taxes away from export 

taxes to a tax system that could facilitate private sector/export promoted growth. In 

Tanzania export taxes acted as a major disincentive for the agricultural sector and 

they were abolished in the early stages of reform. 

 

In terms of increased levels of efficiency in revenue collection, evaluations of the tax 

reforms in Tanzania are generally positive, pointing to increased levels of 

administrative efficiency and greater compliance from formal sector taxpayers. 

However, measured by the amount of revenue collected in relation to total GDP, the 

effectiveness of the tax reforms in Tanzania presents a mixed picture.  

 

According to Fjeldstad (2002), in Tanzania tax income increased from 11 percent of 

GDP in 1995/96 to 12 per cent the year after, but the ratio has later dropped to 10 per 

cent, suggesting perhaps that the effects of the „agency model‟ may be short lived  

The tax base was narrow in Tanzania prior to the reforms. Success in widening it 

would be an important indicator of their success from an accountability perspective. 

The record in the country is strikingly similar to other East African countries: the 

reforms so far have focused on increasing collection through improving the 

compliance of existing and known taxpayers. According to a recent evaluation study 

of tax reforms in a number of sub-Saharan African countries by Luoga (2001), the 

failure to tax the informal sector and agriculture, and the continued tendency of 

granting tax exemptions to powerful businesses/individuals with close political 

connections provide the main reasons why collection appears to have stagnated at a 

relatively low level. Echoing this finding, tax reforms in Tanzania appear to have 

worked within a largely static tax policy framework. In all east African countries, 

increases in revenue are largely due to enhanced collection compliance.  
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Luoga (2001) argued that, the accounts from Tanzania Revenue Authority (TRA) 

indicate that more than 70 per cent of taxes collected are consumption taxes. The 

regional distribution also points to a relatively limited tax net: close to 80 per cent of 

revenues come from the region of Dar es Salaam. 

 

 He went on arguing that however, as the Minister of Finance has continued to grant 

significant exemptions to corporations and individual businessmen with political 

connections, most people perceive the attempts to tax parts of the informal economy 

as largely unfair. 

 

A common trend noted in all other nearby countries is an apparent lack of ability 

and/or political willingness to apply the tax law with full force to informal operators 

perceived to be electorally important. The way VAT has been introduced helps 

explain the failure to widen the population base of the tax system. A uniform VAT 

(with major exemptions) has replaced business turnover taxes and sales tax in all 

three countries. However, as food commodities are zero-rated and most agricultural 

inputs are exempted, VAT has not included many new groups into the tax net. Thus, 

the tax reforms have so far only to a limited extent involved the forms of revenue 

considered to affect state-citizen relations. 

 

According to Fjeldstad (2002), the transparency and autonomy of tax reforms is very 

important. However, evaluation reports have noted an unwillingness of the 

government budgetary authorities of allowing the revenue authorities direct access to 

their administrative and operational budgets by retaining a portion of the revenue 

collected.  

 

Thus, the new revenue authorities have been given internal autonomy, in terms of 

hiring and firing practices, but the revenue authorities still lack autonomy from 

political interference from central government.  

 

To sum up, based on available evidence, Luoga (2001) concluded that the internal 

accountability dimension only to a limited extent has been strengthened by the tax 



21 
 

reforms in Tanzania. While compliance from known taxpayers has been increased, 

the tax base remains narrow. Furthermore, studies and reports from different 

countries suggest that the level of transparency and independence from the central 

government remain low. Can it then be argued that the tax reforms have affected 

democratic accountability to the extent that the tax reforms have been „felt‟ by any 

major groups in society? 

 

Steinmo (1993) argued that, in the case of democratic accountability the principal is 

“the people” and the parties owing accountability are those entrusted with political 

power, in the case of taxation primarily the executive government, the legislative and 

the revenue authorities. For taxation to have a positive effect on democratic 

accountability, we need to assess whether the reforms have changed the nature of the 

tax system to the extent that taxes are being „felt‟ by a majority of the population. If 

so, has this triggered a response in the form of demands for greater accountability by 

the citizens? Do we find evidence of governments more willing to justify their 

decisions in public, and be constrained by institutions representing the public will? 

The discussion above revealed that so far the authority in Tanzania have not 

succeeded in widening the tax base to any great extent. The attempts to do so as part 

of the conditions set by the international donors indicate that these reforms are 

administratively complex and politically sensitive. The case of VAT, a tax that was 

intended to widen the net to include the rural and informal sectors, is illustrative: The 

implementation of VAT was initially met with strong resistance.  

 

But according to Steinmo (1993), taxation is „felt‟ by business; according to 

available evidence the only group visibly affected by the central government tax 

reforms is the medium businesses. In many cases the revenue authorities have tended 

to target more effectively large taxpayers already in the net, rather than to widen the 

tax base. There is a widespread perception in the business community in Tanzania 

that the revenue authority has concentrate dun duly on known corporate taxpayers. 

The effectiveness of the new institutions like Tanzania Revenue Authority was 

illustrated by studies conducted on the Tanzanian manufacturing sector. Until 1995, 

taxation was not an issue raised by manufacturers. Since 1996 it has become the 
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main issue of concern because of the activities of the revenue authority. Also 

according to Luoga (2001), formal sector business is also the group most affected by 

the overlapping central and local government taxes in Tanzania.  

 

According to Mgeta (2008), a corporate tax in Tanzania is not high by international 

standards. The complaints raised may stem from the fact that, as in most of sub-

Saharan Africa, a tax paying culture is lacking. As argued by the former Director of 

the Board of Tanzania Revenue Authority “The problem is the transition of mindsets 

of people who are not used to paying taxes, because 100 per cent profit is considered 

normal profit”. Nevertheless, the perception by corporate business of the tax system 

as unfair is a major hindrance to the development of voluntary compliance and a 

level of trust between the tax authorities and the taxed. 

 

Luoga (2001) argued that, while the tax reforms so far have drawn few new groups 

and individuals into the tax net, a voice and an organized response to the new 

revenue policies appear to be developing within the business community. In 

Tanzania, the tax grievances of large taxpayers are increasingly being taken to the 

legal system. 

 

According to Rakner (2001), Organizations like the Tanzania Chamber of 

Commerce, Industry and Agriculture (TCCIA) and Confederation of Tanzanian 

Industries (CTI) have also on a few occasions employed economic consultants and 

presented their grievances to the authorities. On a number of occasions the demands 

from the business community have resulted in changes of the existing tax laws. The 

Tanzania Taxpayers Association (TATA) was recently established as a result of the 

growing awareness of the impact of taxation on business. Similarly, in Tanzania, the 

business sector has been invited as members of the Task Force on Taxation and it is 

increasingly acknowledged that business is now acting as a voice. According to 

observers, a very constructive dialogue has developed with an increased 

understanding on both parts on the needs of government and business and a culture 

of reaching compromises appears to be developing16. This is important in a country 

where the private sector was something completely shunned two decades back. There 
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can be no doubt that this mobilization is motivated by businesses‟ desire to reduce 

tax payments. However, the fact that these issues are being treated through formal, 

public organizations, rather than through bribery and public deals may indicate the 

beginning of a link between economic elites and government in issues of revenue 

generation. 

 

Medium business constitutes a small segment of society in these countries. These 

developments, nevertheless, indicate that the tax reforms have resulted in some new 

demands on these governments, potentially creating new accountability structures. 

But how are the governments responding? In all three countries business complains 

that, so far, the consultation taking place is neither transparent nor effective. 

Furthermore, studies from both Tanzania (Luoga 2001) and Uganda (Anene and 

Gariyo, 2001) and Zambia (Gray et al. 2001) point to the limited trust between the 

tax administration and the public, to the excessive imbalance in the taxpayer tax 

authority relations, and to the lack of efficient safeguards against misuse and abuse 

of power. Despite efforts to increase customer care and services, the tax systems in 

all neighboring countries still appear adversely affected by lack of trust that again 

manifests itself in low levels of voluntary compliance. In part, this is due to the 

external accountability dimension of tax reforms in sub-Saharan Africa. So far, the 

need to satisfy donor conditionality for increased tax/GDP ratios appears to have 

weighed more heavily on the Ugandan, Tanzanian and Zambian authorities than any 

concern with building a (semi) voluntary tax relationship with its own citizens. 

 

External Accountability 

With aid increasingly being conditional and with tax reform part of the conditionality 

agenda, aid and taxation may be positively related. But is this so? Has external 

accountability aimed at strengthening domestic accountability structures through tax 

reforms succeeded, or has external accountability relations in fact hampered the 

development of domestic structures for democratic accountability? There are - as we 

have seen - indications that it may not be so easy to introduce democratic 

accountability through externally imposed tax reforms. 
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The tax reforms carried out in Tanzania, Uganda and Zambia have to a large extent 

been formulated and imposed by the international donor community. In many 

African countries, the IMF has maintained a lead role in advising governments on 

major issues of design of tax policies. To meet the targets set by the IMF and 

Ministry of Finance, the revenue authorities have focused on increasing collection 

and compliance from existing taxpayers rather than attempting the more complicated 

task of widening the tax base. The long-term process of building wide tax nets and 

cultures of voluntary compliance requires different and more time-consuming 

practices. According to the evaluation by DFID in 2001 some countries have 

concentrated exclusively on increased compliance by known (existing) tax payers at 

the expense of widening the tax net - in order to meet IMF demands (DFID 2001). 

These processes are also politically more sensitive, as the resistance to taxing 

agriculture as in countries like Uganda and Zambia indicates. In the case of Uganda 

Therkildsen (2002) argues that donors, and the Ugandan Ministry of Finance, by 

pushing for high revenue targets, have undermined the Uganda Revenue Authority‟s 

credibility in the eyes of the public, as the targets have been unrealistically high. 

There are also incidences where attempts to meet externally set tax-GDP targets may 

undermine democratic accountability, as legal processes and tax payers rights are set 

side in order to comply with external accountability demands. The semi military 

operations to prevent smuggling and tax evasion in Uganda are illustrative. 

 

According to Kjær (2000), during the 1990s a succession of more or less militarized 

units has been established to curb smuggling and tax evasion, such as the Anti-

Smuggling Unit (ASU), followed by the Revenue Protection Service (RPS) and the 

Special Revenue Protection Service. As these operations have been staffed by 

military personnel, the practice should be characterized as a militarization of the 

revenue collection. The Ugandan press has carried numerous articles reporting on the 

public complaints about the misbehavior of these units. The anti-smuggling units 

employed by the Ugandan government represents one of the most blatant examples 

of how the long term process of building a tax-culture based on quasi-voluntary 

compliance is undermined by the short term goal of meeting tax demands set by the 

international finance institutions. 
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2.2.3 Typical Forms of Tax Evasion 

Tax evasion is illegal manipulation of one‟s affairs in order to reduce the taxes due. 

A number of theoretical models have been developed which aim to incorporate tax 

evasion. The seminal work in the area is Allingham and Sandmo (1972) who created 

a model based on a risk-averse tax payer and the outcome of the model shows that a 

higher penalty rate or a higher probability of detection tends to discourage tax 

evasion and that a higher tax rate will induce more tax evasion. More recent studies 

have questioned the expected utility maximization framework of the Allingham-

Sandmo model (A-S model) due to the poor fit to observed behavior of choice under 

uncertainty. For example, Eide (2002) replaced the expected utility with a rank-

dependent expected utility, which resulted in a more restricted model, but the 

comparative statics of the evading person were still the same as before. 

 

Another critique of the A-S model is that it isolates the decision to evade from other 

types of economic decision, e.g. the decision to work in the informal market. Sandmo 

(2004) sketches an extension of the A-S model to allow for a labor-leisure choice in 

the utility function, mirroring the choice between hours spent to earn regular income 

and hours spent either on leisure or on informal market activities. 

 

The theoretical literature is often concerned with evasion by individual taxpayers, but 

firms can also be evaders of indirect taxes. The seminal work in this area is Marrelli 

(1984) who extended the A-S model to fit a risk-averse firm instead and established 

results very similar to the A-S model. In a later study Marrelli and Martina (1988) 

extended the Marrelli (1984) work to an oligopolistic framework with strategic 

interaction between firms. More recently the research conducted by Chen and Chu, 

2002 and Crocker and Slemrod, (2003) about the connection between firm behavior 

and tax evasion has shifted attention from indirect taxes to corporate income taxes. 

According to this literature, the theoretical framework of the A-S model is 

inadequate since the model does not distinguish between ownership and control of a 

firm, which is crucial since the choice of evasion depends on who is penalized. 

Slemrod and Yitzhaki, (2000) in recent review of the literature of tax evasion have 

shown that the theoretical predictions of the effect of tax rates on evasion are 
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dependent on modeling assumptions. Hence, empirical studies would be useful both 

from a theoretical and policy perspective. 

 

The Relationship between Tax Evasion and Tax Rates 

Pritchett and Sethi (1994) examine the relation between tariff revenues and tariff 

rates using data from Jamaica, Kenya, and Pakistan. They find a weak relation 

between de facto tariff rates, calculated by dividing tariff revenues with import 

values for each product, and statutory rates. Fisman and Wei (2004) analyze the 

effect of tax rates on tax evasion in the trade flow between Hong Kong and China, 

and they note that the evasion gap is highly correlated with tax rates: much revenue 

is lost on products with higher tax rates. The point estimates suggest that China‟s 

average tax rate on its imports is already on the wrong side of the Laffer curve: any 

increase in the tax rate is likely to produce a reduction rather than an increase in tax 

revenue. On average, a one percentage point increase in the tax rate induces a three 

per cent increase in evasion. They also conclude that practices such as underreporting 

import unit values and mislabeling higher-taxed products, as lower-taxed varieties 

are widespread. 

 

One important area where tax evasion has been reported to be a severe problem is 

customs duties. There are to our knowledge only a few studies in this area focused on 

African data. 

 

For instance, in Mozambique there are substantial differences between the policy 

stance as given in the published tariff rates and de facto trade policy (Arndt and Tarp, 

2003). Overall, the actual tariff revenue in 1997 was slightly less than 40 per cent of 

the level projected by the de jure tariff rates and estimated import volumes. Similarly 

Tsikata (1999) finds large discrepancies for Tanzania between revenues as implied 

by the published tariff and estimated import volumes versus actual receipts. The 

differences are explained by a combination of (legal) exemptions; 

corruption/smuggling across official entry points (ports and roads) and smuggling 

across unofficial entry points (unguarded borders). 
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A study by Mpango (1996) focused on measuring the magnitude of deliberate under-

invoicing of imports in Tanzania and the related motivating factors. The magnitude 

of deliberate aggregate under-invoicing of imports was found to be about 20 per cent, 

induced by high scheduled tariff rates, vigorous exchange rate adjustment, low 

salaries and minimal incentives offered to the customs staff, and opportunities for 

evasion offered by commodity heterogeneity. The issue of tax evasion as a factor that 

contributes to poor tax performance is also discussed in Mwinyimvua (1996), who 

cites avenues of evasion of import duties and sales and excise taxes to include under-

invoicing, smuggling, use of tax exemptions, and complex tax schedules, excessive 

documentation, and corruption. 

 

According to Zee, (1995) tax evasion involves a taxpayer‟s deliberate contravention 

of the tax law(s) in order to minimize or eliminate tax liability altogether (pay no or 

little tax respectively by breaking the law). Tax evasion is the application of 

fraudulent practices in order to minimize or eliminate tax liability. 

 

Tax evasion have the following forms; non-declaration of income, under reporting of 

income, over reporting of income, making false statements on returns which affect 

tax liability, smuggling, collusion with tax to use outdated information, forging 

documents and non-issue of sales receipts. Werner W.P. and Hannelore W. H., 

(1996) argued that, a risk-averse individual chooses either the amount or the share of 

income to be concealed so as to maximize his or her expected utility of income, 

considering the probability of detection, the penalty tax rate applied when tax 

evasion has been detected, the marginal tax rate, and the level of true income. 

 

Typical examples of tax evasion: Making a false return of income by omitting or 

understating income or overstating expenses, Making a false statement in a return 

affecting tax liability, Giving false information on any matter affecting tax liability, 

Preparation or maintenance of false books of accounts or records, and Application of 

fraud e.g. manipulation of stock sheets and valuation, destruction of or defacing of 

accounting records, non-issue of sales receipts. 
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Despite the fact that the above mentioned forms are stumbling block for the 

government to collect maximum revenue via VAT, yet effort are to be made to 

minimize these forms. It is to be born in mind that a VAT agent does not incur any 

expense by collecting revenue for government, since VAT is perceived to have a 

very wide coverage and represents an important instrument against tax evasion and is 

superior to a business tax or a sales tax from the point of view of revenue security. 

 

2.2.4 Links between VAT Collection and Accountability 

Generally, accountability relations seek to assure that a person/institution entrusted 

with a particular task; first carries out the given mandate, and second does so in a 

way that is in accordance with the norms and rules applicable to this activity. It thus 

involves at least two parties – the one who has been entrusted with something that 

gives rise to the accountability obligation, and the principal who gave the mandate in 

the first place, or an agent delegated this authority. Democratic accountability is a 

special case where the principal is “the people” and the parties owing accountability 

are those entrusted with political power. A situation characterized by democratic 

accountability can be defined as a situation where: 

(i) Political power-holders carry out their mandate and exercise their powers in a 

way that is transparent, in the sense that it enables other institutions – and 

the public – to see what is actually done, and assess whether it is in 

accordance with the mandate and the relevant norms and rules; 

(ii) Power-holders are answerable in the sense of being obliged to provide 

reasons for their decisions in public (which also implies an element of 

responsiveness); 

(iii) There are institutional checks or control mechanisms in place to prevent 

abuse of power and ensure that corrective measures are taken in cases where 

the mandate is contravened or rules are violated. 

 

Democratic accountability requires in addition institutional mechanisms through 

which „the people‟ can punish (remove) officials who do not meet the standards, and 

influence laws and policy decisions. 
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Taxation is believed to promote these qualities in public officials and institutions 

because this is necessary in order to make the population accept their tax obligations. 

If governments are perceived as accountable, more people will pay their taxes 

“voluntarily”, which lowers the need for coercion and generally reduces the costs of 

tax-collection. Conversely, if people do not see their governments as accountable, 

there is an increased likelihood that state demands for (new or higher) taxes will be 

met with protest and violence that is costly and might even jeopardize the position of 

those in power. 

 

The starting point for an emerging new literature on the interconnections between 

taxation and democracy in the developing world is the acknowledgement that 

bargaining over tax policies and the budget is the primary way in which different 

state and societal goals can be reconciled in a democracy (Moore 1998). This finding 

is based on European historical experiences where - over the past two centuries - 

taxation and disputes over the use of revenues stimulated the development of greater 

citizen rights with democratic institutions enforcing greater transparency in 

expenditures. History provides numerous examples of democratic concessions 

granted in order to broaden the tax-base, and of tax-payment being used as an 

explicit condition for citizens to qualify as a voter or candidate for office. According 

to Tilly (1992) and Brautigam (1991), this illustrates both a demand from taxpayers 

that if they are to contribute they should also have a say in how the money is used, 

and an acknowledgement from governments of the validity of this claim - whether 

for pragmatic reasons or on grounds of reasonableness. The link between taxation 

and accountability is typically illustrated by the battle cry from the American 

colonies‟ fight for independence from Britain “no taxation without representation”.  

 

Thus according to Levi (1988), because taxpayers were consulted about the revenue 

raising system compliance in tax collection became quasi-voluntary, reducing 

collection costs. Furthermore, the fact that rulers and the more wealthy and 

influential sections of society bargained over the sources and uses of revenue helped 

generate a consensus over national policy issues. Finally taxpayer status became a 

valid basis for claiming political influence. Thus according to Steinmo (1993), the 
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notion that politics determine the formulation and implementation of tax policies is 

firmly established in European and, more generally, Western scholarship. 

 

2.2.5 Definition of Medium Business 

Hillary (2000) said that, there are two categories of definition; operational definitions 

and theoretical definitions. Those of an operational nature are used for working 

purposes, for example to provide a cut-off level in the award of grants, and those of a 

theoretical nature are employed to characterize the sector. The failing of all of these 

definitions is that they cannot take into account the undeniable importance of the 

sector‟s diversity. 

 

According to Hillary (2000) small and medium sized enterprises are those classed as 

employing fewer than 250. They have become one of the fastest growing sections of 

the business community. Out of 3.7 million businesses in UK, medium businesses 

account for 99%, they account for 58% of all employment and for 38% of GDP. 

Medium businesses are unquestionably a very important component of the economy 

of any country. 

 

In United States Medium business is an enterprise with less than 100 employees, 

however the most widely used definition of micro and medium business by the 

number of employees is the American which is the same as that of Europe. A 

German economist called Bass in his empirical research on SME as well as policies 

to promote SME argued that SME have a long tradition in (West-) Germany, dating 

back into the 19th century. Until the mid-20th century most researchers considered 

SME as an impediment to further economic development and SME policies were 

thus designed in the framework of social policies. Only the ordo-liberal school, the 

founding fathers of Germany's social market economy, discovered their strengths, 

considered SME as a solution to mid-20th century economic problems (mass 

unemployment, abuse of economic power), and laid the foundations for non-selective 

(functional) industrial policies to promote SMEs." 

 

http://en.wikipedia.org/w/index.php?title=Hans-Heinrich_Bass&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Ordo-liberal&action=edit&redlink=1
http://en.wikipedia.org/wiki/Social_market_economy
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All over the world medium size businesses are known to play a major role in socio 

economic development. According to Hillary (2000), small and medium enterprises 

are the most important sector of a nation‟s economy. They provide and create jobs, 

especially during time of recession; they are a source of innovation and 

entrepreneurial spirit; they harness individual creative effort; and they create 

competition and are the seed bed for businesses of the future. This is apparently the 

case in Tanzania where medium size businesses contribute significantly to job 

creation, income generation and stimulation of growth in both urban and rural areas, 

thus contribution to the development of the country. 

 

According to Admassie and Matambalya (2002) SMEs are particularly important for 

developing countries not only because they demand more labour, but also because 

they usually use unskilled workers whose supply is in excess in these countries. 

The medium size business categorization is used to mean micro small and medium 

enterprises. It is sometimes referred to as a micro small and medium enterprise. The 

medium business covers non-farm economic activities mainly manufacturing, 

mining, commerce and services. There is no universally accepted definition of 

medium size business. Different countries use various measures of size depending on 

their level of development. The commonly used yardsticks are the total number of 

employees, total investment and sales turnover. 

 

In Tanzanian context, micro enterprises are those engaging up to four people, in most 

cases family members or employing capital amounting up to five million. The 

majority of micro enterprises engage between five and forty nine employees or with 

capital investment from Tshs five million to Tshs twenty million. Medium business 

employs between fifty and ninety nine people or use capital investment from Tshs 

twenty million to Tshs eighty million. (TRA) 

TRA recognizes the medium businesses as those with the annual taxable turnover 

above Tshs forty million (equivalent to about euro 30,700.00 or us 40,000.00) but 

whose annual total domestic tax payment to TRA do not exceed Tshs four hundred 

million. 
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In other words VAT agent is a person who pays on his or her purchases, that is input 

tax and charges tax on his or her sales that is output tax and remits the net amount to 

TRA offices. As the tax paid on purchases of inputs is fully credited, it does not form 

part of the costs of business. 

 

VAT has advantage to the administration, it is relatively less complex than other 

taxes such as sales tax and there is no multiplicity of tax rates. 

Mugenda (2003), elaborated three types of VAT which are; Consumption type 

whereby capital goods purchased are treated like any other purchases of input, that is 

full credit of input tax are given. This type of VAT is practiced in Kenya, Uganda, 

Tanzania, Singapore and South Africa. The second one is income type whereby input 

tax paid on the purchases of capital goods is spread over the life span of the products 

or Assets. The input tax credit with capital purchases against the liability in a 

particular tax period will take into account the depreciation portion only. This type of 

VAT is practiced in Argentina and Peru. The last one is gross product type which 

completely denies input tax deduction on capital goods against the firm VAT 

liability. VAT is computed by subtracting from the firms sales only purchases apart 

from capital goods. This type of VAT is practiced in Finland, Morocco and Senegal. 

 

2.2.6 Challenges in VAT collection 

Mpoguliana (2005), provided some characteristics where by most if not all existed 

before tax administration in Tanzania undergoes major reforms when transitioning 

from a command economy to a market driven economy. These characteristics which 

are also considered to be the barrier in VAT collection are as follows; 

(i) All VAT registered taxpayers and all tax liabilities are “controlled” on a 

regular basis. The reliance is on the known universe of taxpayers who are 

subjected to frequent and intrusive tax inspections regardless of their past 

compliance history or loss of revenue risk they may pose. Little attention 

is paid to identifying non-filers and bringing them onto the tax rolls. This 

is especially true with taxpayers operating in the illegal, as opposed to the 

formal sector. 



33 
 

(ii) Most tax controls or inspections do not represent thorough or professional 

financial audits practiced by modern tax administrations and do not meet 

international standards. 

(iii) There is no limit on the total amounts of penalties that can be assessed in 

addition to tax. The actual amount of tax due may be substantially less 

than the penalties assessed. 

(iv) There is limited interest in building a system of self-assessment and voluntary 

compliance with the tax laws. A PAYE (pay as you earn-employee taxes 

withheld by an employer which are required to be deposited in the tax 

administration‟s account on a periodic basis) system may not be in place 

and there is limited withholding at the source by banks or other third part 

payers (interest, dividends, etc.). 

(v) There is a lack of specialization in the tax administration. Prior to a tax return 

being accepted for filing, a tax inspector pre-reviews the tax return for 

“accuracy” and may provide “advice” to the taxpayer. The same tax 

inspector may then “assess” the tax liability, subsequently be responsible 

for collection of any unpaid amount, and even determine if a control visit 

is necessary. This close relationship where the tax inspector is responsible 

for a specific group of taxpayers can easily lead to corruption. 

(vi) The emphasis of the tax administration is to meet a pre-determined revenue 

target for which they have limited or no input. 

(vii) There is a significant “underground” or “grey” economy with a high 

percentage of unregistered and/or non-filing taxpayers as well as filers 

who underreport their income, turnover, or profits. 

(viii) There are inadequate controls to prevent external or internal corruption. 

(ix) There are little or no written operating procedures to be followed by tax 

administration staff either in the same tax office or in different tax office 

locations. 

(x) Taxpayer education and assistance efforts are minimal. There is a limited 

effort to solicit business or trade association input on tax administration 

requirements or operations. 
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(xi) Tax administration internal communications are minimal and/or there is a top 

down management approach which discourages employee suggestions or 

feedback. Overall management practices are poor. 

(xii) Training is considered an overhead activity which does not justify much 

attention or resources. There are few or no training professionals on staff. 

The emphasis of staff training is on teaching the contents of tax laws as 

opposed to applying the laws. Little or no attention is paid to skills, 

techniques, procedures, customer relations, or managerial training. 

(xiii) There is little interest in improving the overall image of the tax 

administration. Proper treatment of taxpayers and protection of taxpayer 

rights is not a major concern. 

(xiv) There is limited use of computers. The emphasis is on the acquisition of 

hardware as opposed to the development of an overall information system 

plan. Software development is based on automating current operations as 

opposed to reengineering the business processes of the tax administration 

to produce maximum effectiveness and efficiency. 

(xv) There is no centralized or unique numbering system used to identify all 

taxpayers. Therefore, the establishment of a taxpayer master file for the 

country is impaired. There may also be different numbering schemes used 

by other government bodies such as business registration, customs service, 

social taxes, etc. for the same taxpayer. These multiple systems impair the 

tax administration‟s ability to obtain and match information on business 

taxpayers. 

(xvi) Taxpayers may be faced with multiple and uncoordinated audits and/or 

controls from different organizational elements of the tax administration. 

They may, also, face audits by the social insurance agencies that collect 

their own “contributions” or taxes which are not coordinated with the tax 

administration. 

(xvii) The number of employees and/or skill sets of tax administration staff are not 

in balance with organizational requirements. 

(xviii) The number and location of tax administration offices are not in balance 

with organizational requirements. 
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(xix) Written position descriptions and periodic written employee evaluations 

based on job knowledge, skills, attributes, and overall job performance are 

minimal. There is no formal merit promotion system. Staff salaries are 

inadequate to meet normal living costs. Employees may receive additional 

funds solely on the basis of taxes assessed and/or collected as opposed to 

the validity of assessment/collections or qualitative performance measures. 

(xx) Because top level tax administration management focuses on short-term 

results over medium to long-term reforms, a strategic business plan has not 

been developed or implemented. 

(xxi) There is an inadequate focus on large taxpayers and prioritization may not be 

placed on the collection of major national taxes such as income tax or 

VAT. 

(xxii) With the exception of monitoring progress in meeting revenue collection 

targets, the central office of the tax administration may only exercise 

limited control over local tax office operations. 

(xxiii) Political influence is often pronounced and damaging and may adversely 

impact both the outcome of tax case work and the selection and promotion 

of staff at all organizational levels. 

(xxiv) Coordination between the tax administration and other government bodies, 

including the customs service, is ineffective. Turf battles over both 

operations and data are common. 

(xxv) The focus on inspection and control activities leaves little resources to 

concentrate on collection of unpaid tax liabilities. Delinquent tax liabilities 

are large and may include a number of state-owned enterprises. 

(xxvi) Enforced collection of delinquent taxes is not aggressively pursued. Where 

a system of secured transactions has not been established and title to land 

is uncertain, the tax administration is also hampered in taking seizure and 

sale actions. 

 

2.3 Empirical Literature Review 

Kimaro (2008) developed an interest on “The effectiveness of VAT in raising 

government revenue”. In his research when answering the question “what is the 
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percent of revenue collected from SMEs in Dar es Salaam?” he found out the 

following; before the introduction of VAT, the VAT department was called Sales tax 

and Inland Revenue Department. The department collected only from the following 

excise duty, stamp duty and motor vehicle taxes. After the introduction of VAT the 

revenue collected increased. 

 

Some of the methods used to make the collection effective were; penalty and offence 

under the VAT act.  

 

Mgeta (2008) on his research based in Mara region when responding to the question, 

“what are the ways of increasing government revenue so as to achieve its economic 

objectives?” he found out that the only means of increasing the total amount of 

government revenue towards its operations is an income tax PAYE, and other 

sources of revenue such as loans, grants and domestic borrowing. Also he advised 

the government to improve and make equal distribution of social services so as to 

reduce gaps existing in different regions. 

 

The achievement of this can influence the cost of living to go down and also 

minimize complains from tax payers about the rate imposed on their net income. 

 

Research Gap 

Based on the above empirical literature it is evident that the researchers in their 

researches did not cover the role of TRA in collecting VAT from medium business 

but they covered PAYE increase government revenue and how VAT contribute in 

raising the revenue of the country. Their papers also were done in different regions 

away from Coastal region specifically Kibaha district. This is also justified by 

researcher‟s experience to the issue under study; therefore the findings from this 

study, conclusion and recommendations covered this gap. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1 Introduction 

This chapter contains the details on various methodological techniques which were 

used in collecting and analyzing data. It includes the research design employed, the 

area of study, population of the study, methods of collecting data, sample and 

sampling procedures, and data analysis techniques. 

 

3.2 The Study Area 

The study was conducted in Kibaha a district of Coastal region and particularly at 

Tanzania Revenue Authority (TRA) head office. The researcher decided to conduct 

his study in this area as he is aware that there is enough data, he has enough fund to 

visit the area and the area is easily accessible by road. 

 

3.3 Research Design 

According to Kumar (2010), a research design is a procedural plan that is adopted by 

the researcher to answer questions validly, objectively, accurately and economically. 

Therefore this research was interpretive. In order to address the research questions as 

deeply as possible a research methodology that uses both qualitative and quantitative 

approaches were used. 

 

On the other side Cooper and Schindler (2003) argued that Business research is a 

systematically inquiry whose purpose is to provide information to solve managerial 

problems. There are three kinds of research design namely exploratory, descriptive 

and explanatory. 

(i) Exploratory: are a valuable means of finding out “What is happening” to seek 

new insights, to ask questions and to assess phenomena in a new light. 

(ii) Descriptive: to describe an exact profile of persons, events or situations. 



38 
 

(iii) Explanatory: studies that establish causal relationship between variables. The 

emphasis here is on studying a situation or problems in order to explain the 

relationship between variables. 

 

In this study, exploratory and explanatory designs were used to assess the collection 

of value added tax (VAT) from medium size businesses. Exploratory was used as a 

valuable means of finding out “What is happening” in the whole process of VAT 

collection at Kibaha district. Explanatory was used so as to establish causal 

relationship between VAT rate in Tanzania and Tax evasion. 

 

Mugenda (2003) argued that, Quantitative is a type of approach that based on the 

methodological principle of positivistic and reductionism. The study gives this 

method first priority because it helps to provide the hard data needed to meet the 

required objective of this topic from selected respondents. 

 

The study also used qualitative approach as the approach provided qualitative 

variables which will be placed into distinct categories according to their 

characteristic or attribute as description is emphasized. 

 

A case is useful to investigate contemporary phenomenon within its life context, 

therefore, it is easy to have access to more information on the topic which is under 

investigation. Under qualitative and quantitative approaches multiple methods for 

data collection will include interview, documentary analysis and observation which 

helped the researcher to get data required easily. 

 

3.4 Types/Sources of Data 

The researcher collected and used both primary and secondary data. According to 

Kothari (2004) the primary data are those which are collected afresh and for the first 

time, and thus happen to be original in character while the secondary data, on the 

other hand, are those which have already been collected by someone else and which 

have already been passed through the statistical process. The three types of data 
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collection methods which are interview, documentary analysis and observation 

enabled the researcher to collect those two types of data for the study. 

 

 

3.5 Population, Sample and Sampling Techniques 

According to Kothari population refers to the total of the items about which 

information is desired. The population of this study included owners of medium size 

businesses, TRA staff and particularly the DRD officials in Kibaha district. 

 

3.5.1 Sample 

Sapsford and Jupp (2006) defined sample as a set of elements selected in some way 

from a population. It is a small part of a statistical population whose properties are 

studied to gain information about the whole. According to Calmorin et Al (2007), 

sampling is applicable if the population of the study is too large especially when the 

manpower, money, materials, machinery, methods, moment, and marketing of the 

researcher are limited. Therefore the sample in this study constituted the head of 

VAT department, five other TRA officials especially the ones dealing with medium 

businesses, forty medium size business owners and fifty customers. 

 

3.5.2 Sampling Techniques  

The researcher used purposive sampling which according to Calmorin, et Al (2007) 

is based on selecting the individuals as samples according to the purposes of the 

researcher as his controls. First the researcher determined the type of information 

needed, then the researcher defined the qualities the informant(s) should or should 

not have, After that the researcher found the informants based on defined qualities 

while keeping in mind the importance of reliability and competency in assessing 

potential informants. Therefore the technique enabled the researcher to get the head 

of department and the other staff of TRA as it enabled him to get the most 

convenient elementary units out of the population of TRA. It ensures the reliability 

and validity of data from the respondents.  
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Also in order to avoid vulnerability to error and its cost the researcher used 

judgmental sampling to obtain the required number of medium business owners from 

Kibaha. First the researcher identified the units in the desired population where by 

medium business owners make up the population, then the researcher used this unit 

to find further units and so on until the sample size is met. Also according to Sekaran 

and Bougie (2010) a judgment sampling design is used where the collection of 

“specialized informed inputs” on the topic area researched is vital, and the use of any 

other sampling design would not offer opportunities to obtain the specialized 

information. 

 

3.6 Data Collection Methods  

Data collection methods are the ways through which a researcher employs to collect 

some information and data during the course of study. Data collection processes 

include surveys, experiments, and the examination of existing data from business 

records, censuses, government records, and previous studies. Thus the researcher 

used three types of data collection methods which are interview, documentary 

analysis and observation. 

 

3.6.1 Interview  

According to Mugenda (1995), interview makes it possible to obtain data required to 

meet specific objectives however in some cases people are willing to communicate 

orally than in writing. The interview method of collecting data involves presentation 

of oral-verbal stimuli and reply in terms of oral-verbal responses. Information will be 

collected through personal interviews which are usually carried in a structured way 

and involve the use of a set of predetermined questions. Therefore the researcher 

prepared the interview guide (interview questions) suitable for obtaining the required 

information. Information on awareness of customers on VAT, information about tax 

evasion by business owners was collected by using interview. The method is used 

since more information and that too in greater depth can be obtained.  
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3.6.2 Observation 

This is a non-verbal method of data collection. Sapsford and Jupp (2006) argued that 

“observation involves watching, of course, but information from sight is supported 

by that received through our other senses: hearing, smelling, touching and tasting.” 

This method is considered important for providing information that was closely 

related to what happens in the real situation, information about the physical 

environment and about human behavior can be recorded directly by the researcher 

without having to rely on the retrospective or anticipatory accounts of others. Also 

observation data can be a useful check on, and supplement to, information obtained 

from other sources.  The researcher participated fully in observing the attitude of the 

owners of medium businesses towards VAT. In using this method the researcher 

prepared an observation guide to help him obtain the required information. 

 

3.6.3 Documentary Analysis 

This covers a wide variety of sources, including official statistics, photographs, 

newspapers and visual data. According to Berenson, et Al (1971), document analysis 

is a social research method and is an important research tool in its own right and is an 

invaluable part of most schemes of triangulation. The extent of their relevance 

depends, however, on the adequacy of the document chosen for the phenomena being 

investigated. With reference to the research topic under scrutiny here, official 

statistics analysis was deemed the most appropriate method. 

 

According to Mycoff (2003) documentary analysis allows access to subjects that may 

be difficult or impossible to research through direct, personal contact. 

 

3.7 Data Collection Instruments 

Questionnaires 

A questionnaire is a document containing written down items to which the 

respondents individually responds by writing. Structured questionnaire was designed 

to ask for information appropriate for analysis. Kothari (2004) suggested that the 

questions in structured questionnaire are presented with exactly the same wording 

and in the same order to all respondents. Resort is taken to this sort of 
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standardization to ensure that all respondents reply to the same set of questions. The 

form of the question may be either closed (i.e., of the type „yes‟ or „no‟) or open (i.e., 

inviting free response) but should be stated in advance and not constructed during 

questioning. The questionnaire will be filled by TRA staff and business owners. 

 

The reason for using this instrument is that, questionnaire can be a cost-effective 

research tool for use in data collection as it helps a researcher to get important 

information about the population since it is well planned and focused. 

 

Observation Quide 

The researcher prepared some guideline to guide his observation so as not to observe 

the things which are not required, since it was a structured observation. Kothari 

argued that the researcher should keep in mind things like: What should be observed? 

How the observations should be recorded? Or how the accuracy of observation can 

be ensured? The observation is characterized by a careful definition of the units to be 

observed, the style of recording the observed information, standardized conditions of 

observation and the selection of pertinent data of observation .This method is 

considered important for providing information that was closely related to what 

happens in the real situation.   

 

Interview Questions 

The researcher used structured interview a set of predetermined questions and of 

highly standardized techniques of recording were set. The researcher prepared 

questions to be asked during the interview session which are directly relate to what it 

is studied; this will help to monitor the interview and to stick on the questions which 

will provide the required information. The list of questions will be taken to the 

interview and used for reference as the interview proceeds but will not be shared 

with the interviewee because that would make the interview too formal. 

 

3.8 Data Analysis Plan 

Data collected by the researcher were summarized and analyzed using appropriate 

descriptive and inferential statistics. 
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(i) Qualitative data were presented in terms of themes, categories and patterns plus 

thick description. 

(ii) Quantitative data mostly numerically expressed were analyzed statistically by 

making description of the data with regards to central tendency, variability and 

correlations, and finally making inference about the population by means of 

confidence limits and significance levels. 
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CHAPTER FOUR 

 

PRESENTATION OF FINDINGS AND DATA ANALYSIS 

 

4.1  Introduction 

This chapter provides the analysis and trend of Value Added Tax (VAT) collection in 

Kibaha District. It is about what was collected during the research. The chapter also 

examines the role played by TRA officials in collection of VAT from medium size 

businesses and the commitment of business owners in collecting VAT on behalf of 

the authority.  The data for the work was collected between February 2013 and May 

2013. The sources of data in this research were primary and secondary sources. 

Primary data was collected by way of simple survey, questionnaire, observation, and 

in-depth interviews, and the information was then triangulated.  The reasons for 

using different methods were to enable the researcher to get much information. The 

chapter is divided into several sub sections. 

 

4.2   Characteristics of the People Interviewed 

People interviewed for this study were those who are directly administering and 

enforcing the collection of VAT, VAT registered medium business owners and 

customers. 

 

4.3     The origin of VAT in Tanzania 

Value Added Tax, (VAT) is the principal means of indirect taxation in many 

countries, including Tanzania. VAT, a tax on consumption that is levied whenever 

goods and services change hands in the course of production, distribution, and final 

sale to the consumer. VAT was introduced in Tanzania on 1
st
 July 1998, it partially 

replaces sales duty, hotel levy and entertainment tax. It is levied at a flat or variable 

percentage rate. In Tanzania the standard rate of VAT is 18 per cent or zero rates. 

The tax is collected and paid by VAT registered traders who remit to revenue 

authority monthly. Therefore Businesses are required to register for VAT if their 

turnover exceeds a certain amount. Those who are self-employed and are not 

registered for VAT cannot, of course, reclaim the VAT paid on their inputs. 
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However, the total cost (including VAT) of their inputs can be set off against 

revenues for the purpose of calculating their income tax liability. 

 

According to the study conducted, VAT department is not an independent 

department since it is under the department called Domestic Revenue Department 

(DRD). The department started its operation from 1
st
 July 2005 after joining the 

formerly existing departments of VAT and income tax.  

 

4.4     The Percentage of VAT Collected From Medium Size Businesses in 

Kibaha District 

This section provides the annual VAT collection performance report for financial 

years of 2010/2011 and 2011/2012 as provided by TRA Kibaha data department.  

 

Table 4.1:  Monthly VAT Collected from Medium Size Businesses in Kibaha 

District for the Year 2010/2011 

 

PERIOD 

ESTIMATED 

REVENUE 

ACTUAL REVENUE 

COLLECTED 

% OF ACTUAL 

AMOUNT 

COLLECTED 

July 168,600,000.00 143,431,324.00 85.07% 

August 203,900,000.00 200,221,706.42 98.19% 

September 223,000,000.00 191,945,033.00 86.07% 

October 194,400,000.00 151,387,554.45 77.87% 

November 196,400,000.00 194,382,491.00 98.97% 

December 181,300,000.00 203,114,583.62 112.03% 

January 192,400,000.00 190,178,453.80 98.85% 

February 196,100,000.00 177,031,378.00 90.28% 

March 195,700,000.00 157,742,577.50 80.6% 

April 172,200,000.00 166,561,603.31 96.73% 

May 208,100,000.00 148,065,363.22 71.15% 

June 180,300,000.00 200,639,603.00 111.28% 

TOTAL 2,312,400,000.00 2,124,701,671.32 91.88% 

Source: TRA annual tax collection performance report for the year 2010/2011 
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Table 4.2:  Monthly VAT Collected from Medium Size Businesses in Kibaha 

District for the Year 2011/2012 

 

PERIOD 

ESTIMATED 

REVENUE 

ACTUAL REVENUE 

COLLECTED 

% OF ACTUAL 

AMOUNT 

COLLECTED 

July 227,700,000.00 156,559,130.30 68.76% 

August 207,800,000.00 213,199,525.00 102.59% 

September 231,200,000.00 231,045,327.27 99.93% 

October 253,300,000.00 174,462,207.49 68.88% 

November 225,500,000.00 242,226,747.47 107.42% 

December 264,400,000.00 219,022,173.54 82.84% 

January 232,100,000.00 230,660,195.38 99.38% 

February 235,100,000.00 199,761,477.20 84.97% 

March 219,500,000.00 184,238,162.00 83.94% 

April 224,800,000.00 137,214,599.00 61.04% 

May 236,200,000.00 228,862,155.40 96.89% 

June 219,500,000.00 190,150,914.00 86.63% 

TOTAL 2,777,100,000.00 2,408,202,614.05 86.72% 

Source: TRA annual tax collection performance report for the year 2011/2012 

 

From the data obtained, it shows that much of the value added tax is budgeted than 

the actual amount that is collected. It is obvious that the Government expects much 

revenue to be collected from VAT. 

 

According to the data obtained in Kibaha district one will find out that there are some 

months (December and June) in the financial year 2010/2011 and August and 

November of the financial year 2011/2012 the actual revenue collected exceed the 

estimated revenue. This shows that the targets were met in only four months among 

twenty four months which is only 16.7%. The picture we can get from the data is 

that, still TRA is not collecting the targeted amount of VAT from business owners. 

 

In responding to the question which required them to say whether they are satisfied 

or not satisfied with the amount of VAT collected, most of the TRA staff said they 
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are not satisfied since the percentage of the actual revenue collected in most of the 

months is lower than the expected one. 

Therefore in Kibaha district TRA collect VAT from small businesses through 

submission of Vat return and verification of those returns through auditing. 

 

Table 4.3:  The Familiarity of Businessmen or Tax Payers towards VAT 

Sample 

Taken 

Response % of the 

Response 

Number of 

respondents 

who agreed 

% of the 

respondents 

who agreed 

Number of 

respondents 

who didn‟t 

agree 

% of 

respondents 

who didn‟t 

agree 

40 37 92.5 14 37.8 23 62.2 

Source: Field data 

 

The researcher found out that, only 14 respondents which are 37.8% of the total 

number of respondents were familiar with VAT and they were registered for VAT, 

also they were aware of TRA and their responsibility in VAT collection. On the other 

hand 23 respondents (70%) are not familiar with VAT and its importance. 

 

Table 4.4: Small Business Owners Responses on whether they are VAT 

Registered or Not 

Sample 

Taken 

Response % of the 

Response 

Number of 

respondents 

who agreed 

% of the 

respondents 

who agreed 

Number of 

respondents 

who didn‟t 

agree 

% of 

respondents 

who didn‟t 

agree 

40 37 92.5 37 100 0 0 

Source: Field data 

 

 

4.5     Methods used by TRA to Improve the Collection of VAT from Medium 

Size Business in Kibaha District 

The basic principle to implement a Value Added Tax involves presuming that a 

business is obligated with some percentage on the product price less all taxes paid 
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previously on the goods. The current collection model is based on the following 

processes:  

(i) the purchaser pays VAT to the supplier (taxable person), mostly together with 

payment for the goods or services;  

(ii) the supplier collects the VAT on behalf of the tax authority;  

(iii) the supplier files a VAT return and makes a balance between VAT collected 

and VAT deductible. Thereafter, the supplier should pay the balance to the 

tax authority on a regular basis.  

 

Therefore VAT in Kibaha District is invoice based. The invoice based method of 

collecting VAT involves each seller to charge VAT rate on the output and passes a 

special invoice, indicating the amount of tax, to the buyer. 

In order to improve VAT collections TRA have some programs which provide tax 

education to tax payers. In Kibaha, the authority has a department dealing with 

taxpayers‟ education since there is taxpayer‟s education officer for all taxes 

administered by the TRA. 

Education about VAT and other taxes is disseminated to the public through the 

following means; 

(i) Seminars 

(ii) Radio and Television 

(iii) Public notice 

(iv) Advertise 

(v) Newspapers 

(vi) Magazines 

(vii) Letters 

Enforcement is also used by TRA to improve VAT collection in Kibaha district. 

There are many measures taken when dealing with VAT registered businesses who 

do not submit VAT collection to the authority, some of them are as follows; 

(i) Out-door follow up 

This involves tax officers going out to trace non-files return and taxpayers who do 

not keep business records, the officers must check the expenditure of that business 



49 
 

and the stock in the business in order to determine if taxpayers suppose to pay tax or 

not.  

 

(ii) Tax audit 

Here auditors from TRA are sent to taxpayers to check accounting records, they visit 

street by street to audit the business and to check the records if taxpayers are paying 

tax to TRA or not. This also helps to verify the VAT amount submitted to the 

authority by the owner of the business. This also involves the comparison of the 

receipts of VAT registration number. This is Quality review of audits. 

 

In auditing, the compliance business process encompasses all taxpayer 

Audit/inspection/control operations which must involve; 

(i) Developing the tax administration‟s audit plan 

(ii) Auditing case selection including development and application of risk 

analysis programs 

(iii) Conducting and managing both field and office audits for all types of taxes 

(Income, VAT, etc.) and contributions (social security, health, 

unemployment, etc) administered by the tax administration. 

(iv) Examination of tax returns, books, records, invoices, and related financial 

data 

(v) Investigation of taxpayer sources of income, assets, and third party sources 

and data 

(vi) Preparation of tax returns on behalf of the tax administration where the 

taxpayer fails to voluntarily file. 

(vii) Issuance of written audit reports and determinations which can result in 

additional tax, penalty, and interest liabilities; tax refunds; or no changes in 

tax liability 

(viii) Analysis and application of tax laws and regulations to the facts of a case 

under audit. 

 

Among 37 medium business owners who were asked if they have been registered to 

collect VAT and submit to the authority all of them which is 100% agreed that they 
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are registered. In order to be registered the following steps have to be followed; The 

business owner first has to submit request for value added tax registration, then 

obtain Electronic Fiscal Device (EFD) purchase letter, there after pay for Electronic 

Fiscal Device, after paying for EFD the business owner obtain VAT certificate and 

lastly obtain Electronic Fiscal Device. 

 

Table 4.5: The Position of TRA Officers In Educating Taxpayers Especially 

Medium Business Owners about VAT in Kibaha District 

Sample 

Taken 

Response % of the 

Response 

Number of 

respondents 

who agreed 

% of the 

respondents 

who agreed 

Number of 

respondents 

who didn‟t 

agree 

% of 

respondents 

who didn‟t 

agree 

40 37 92.5 10 27 27 73 

Source: Field data 

 

Medium business owners were asked whether they were educated by TRA officials 

on VAT and in responding to that as shown on table 4 above, 10 respondents agreed 

that they have been reached by TRA officials and were given education about their 

responsibility in VAT collection, this is just 27% of the business owners who 

responded that question. Whereas on the other hand 27 respondents which is 73% 

disagreed to have been educated about VAT by the officials rather the TRA officers 

are always forcing them to register for VAT collection. 

 

This also was reflected when 27% of medium business owners were somehow well 

informed while 73% of respondents still need to be educated since they are not 

familiar with their obligations on VAT collection. 

 

4.6 Challenges faced by TRA Kibaha when collecting VAT from Medium 

Businesses 

The respondents, TRA officials mentioned the problem of verifying whether the 

VAT amount submitted by business owners is the genuine one or not and full of 
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hardship in comparing the receipts of VAT registration number as the major 

challenges in collecting VAT from medium business owners. 

 

Also despite the introduction of The Electronic Fiscal Device (EFD) to VAT 

registered traders under the "The Value Added Tax (Electronic Fiscal Device) 

Regulation, 2010", the system which became effective on July 1, 2010 aims at 

allowing the authority (TRA) to get correct sales information from business owners; 

reduce tax collection costs and helping business owners to comply with the Value 

Added Tax (VAT) regulations among others, there are some challenges which were 

observed during the study. These problems are as follows; 

(i) EFDs suppliers were not close to customers as required so as to offer best 

services to traders who report frequent breakdowns. A supplier is required by 

regulations to repair reported faulty within 24 hours but in Kibaha district this 

was not done to most of the traders. As a result many traders were forced to 

use manual receipt books at times due to failure of the EFDs. 

(ii) In as much as TRA refunds the amount used to buy the first EFD by a VAT 

registered business, traders felt the pitch, because they had to dig into their 

capital or running expenses for the amount at first. 

(iii) Lack of knowledge on use of EFDs and there was little knowledge on 

instructions and regulations. At the same time EFD language, in fact tax 

language is in English.  Most of the medium business owners in Kibaha 

district were not conversant with English. The researcher for example 

observed some traders who didn‟t know how to deal with typing error 

problems, as once you print a receipt; the information cannot be erased from 

the device. Many traders didn‟t know what to do as they were not using 

professional accountants. 

Therefore according to the observation most traders were not happy with the 

implementation of EFDs because of the many hurdles involved. 

In general Tax Administration Challenges are; raising revenue to GDP ratio, 

broadening the tax base, changing of staff mindset and staff integrity, over reliance 

on international trade taxes, auditing of specialized sectors and tax evasion. Also 

there are external challenges beyond TRA control, these are; power availability and 
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stability, National Identity Card (NIDA) – absence of bio data, Physical Location of 

Business Entities, Internal – Robust Integrated Operational Systems and External – 

Poor ICT Backbone 

 

4.7 Tax evasion in Kibaha District 

Tax evasion is a common problem in most countries, particularly in developing 

countries including Tanzania where the information systems are weak as it has been 

shown in the challenges above. Tax evasion may result from deliberate actions, 

carelessness, errors, misunderstanding of the law and regulations and requirement 

relating to record keeping and filing tax returns. 

 

In Kibaha district all TRA officials who were given the questionnaires did not 

respond to the question which required them to say whether the medium size 

business owners are involved in tax evasion or not, this arose a lot of questions to the 

researcher on why this question was avoided. Connecting with the fact that the 

researcher observed illicit behavior of medium business owners to hide taxable 

income the researcher wondered whether or not these TRA officials were not 

assisting the tax evaders. 

 

 

Through observation the researcher observed tax evasion by medium business 

owners. For the collection of VAT to be clear and certain receipts must be used as 

required by the laws. The major way of tax evasion used by traders is by not giving 

receipts to their customers. It was observed that almost 70% of the customers were 

not given their receipts for the items they have bought and they did not even bother 

to ask for receipts. Therefore there is a problem to both traders and customers despite 

the fact that most of the customers are not aware of the importance of taking receipts, 

on the other hand business owners do this purposely to avoid paying the right tax to 

the authority. The researcher also observed a businessperson giving a customer two 

different prices for the same item, the first price which was low was to be used if the 

customer will not take the receipt and the higher price if the customer wish to have a 
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receipt, in a situation like that most of the customers opt to pay the lowest price 

without taking the receipts. 

 

Observations in Kibaha suggested a tax evasion universe largely devoid of 

transparency. In cases where the tax service perceives evasion, provided that the 

evader‟s political protection does not provide a shield, the service chooses whether to 

confront him or her. If the decision is positive, a confidential assessment is 

presented. The eventual result is determined by negotiations that involve one or more 

officials at a variety of levels and lead to outcomes ranging between zero and the full 

assessed payment. The opening for corruption is obvious. 

The researcher when talking to the business owners, they claimed that the 18% rate 

of VAT is too high that it affects VAT registered business since it forces them to 

increase the prices of their commodities to the extent that most of their customers 

shift to those traders who are involved in tax evasion and those who are not 

registered for VAT since many people prefer goods and services which have low 

price. This also is proven by Allingham and Sandmo (1972) in their model based on 

a risk-averse tax payer and the outcome of the model shows that a higher penalty rate 

or a higher probability of detection tends to discourage tax evasion and that a higher 

tax rate will induce more tax evasion. In Kibaha the probability of detection is very 

low that the customers are not afraid of the risk. These VAT rates could have been 

reduced since we can see in counties like Angola the rate is 10%, Botswana is 10%, 

India is 13.5%, Japan is 5%, Lesotho is  14%, South Africa is 14%, South Korea is 

10%, Sri Lanka is 12%, Swaziland is 14 and Taiwan is 5% which is relatively fair. 

During the study, some of the medium business owners in Kibaha are not very much 

satisfied with TRA in collecting taxes especially VAT. They have been complaining 

that TRA officials are corrupt claiming that you may find two businessmen with the 

same capital and same business, one is VAT registered and obliged to submit VAT 

collections while the other one is not VAT registered and therefore selling goods at a 

lower price. They said that this might be the major cause of tax evasion in Kibaha. 

 

 

 



54 
 

CHAPTER FIVE 

 

DISCUSSION OF THE FINDINGS 

 

5.1 Discussion 

The study in chapter four revealed that the trend of VAT collection from medium 

businesses in Kibaha District is not stable since there were some months when the 

estimated collection was reached and other months when they did not reach the 

estimated amount of collection. From the information collected from TRA the 

collection in the financial year 2010/2011the estimated revenue was Tanzanian 

Shillings 2,312,400,000.00 while the actual revenue collected was 2,124,701,671.32 

which is 91.88%, however in the financial year 2011/2012 the percentage of the 

actual amount collected decreased from 91.88% to 86.72% though the actual 

collection increased compared to the previous year, in this year the estimated revenue 

was Tanzanian Shillings 2,777,100,000.00while the actual revenue collected was 

2,408,202,614.05which is 86.72%.  

 

Findings of the study also notes tax evasion as sited by Mwinyimvua (1996) is a 

factor that contributes to poor tax performance, and also insufficient VAT awareness 

to both traders and customers as the major causes of falling in the percentage of the 

actual revenue collected in those two years. According to the study there were 

different views regarding VAT; the views based on the following:- 

 

Rate of VAT 

The work finds that the standard rate of Value Added Tax in Tanzania is 18% and a 

zero rate mainly applies to exports of goods and professional and communications 

services. VAT is levied on the supply of goods and services and the registration 

threshold is a turnover of TZS 40 million over a period of 12 consecutive months. 

The Monthly returns and payment are due by the last business day of the month 

following the supply. The study revealed that this rate which is charged in Tanzania 

is a cause of tax evasion as it has been noted by Fisman and Wei (2004) that the 

evasion gap is highly correlated with tax rates used in Hong Kong and China. 
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Despite the fact that VAT has proved to be one of the most effective means of 

enabling the government of the United Republic of Tanzania to collect as much 

revenue as possible for satisfying many goals for the public at large, the study 

revealed that there are still a lot of views that the rate is still high. This is regarded as 

a major constraint for local businesses in the country. 

 

The study revealed that VAT is having the fixed rate of 18% to all traders but in 

other taxes like Income tax the rate differs. For example Income tax rates for small 

and medium enterprises are as follows: 

 

Turnover (TShs Tax Payable Per Annum (TShs) 

0 - 3,000,000 35,000 or 1.1% of the turnover 

3,000,001 - 7,000,000         95,000 or 33,000 plus 1.3% of turnover in excess of 3,000,000 

7,000,001 - 14,000,000 291,000 or 85,000 plus 2.5% of turnover in excess of 7,000,000 

14,000,001 - 20,000,000 520,000 or 260,000 plus 3.3% of turnover in excess of 14,000,000 

 

Also the study portrayed that as far as trade is concerned among the five East African 

Countries following the unity that exists now, people in medium business proposed 

that the rate of VAT in all the member counties should be the same. Currently Kenya 

has the lowest rate of VAT which is 16% while Tanzania, Burundi, Rwanda and 

Uganda have the rate of 18%. Therefore in order to harmonize trade among the 

member countries the rate must be the same. 

 

Knowledge on VAT 

Aiko (2013) in her study “Do I have to pay tax? Citizens‟ awareness of their tax 

obligations in Tanzania” revealed that 55% of respondents said they were not 

required to pay VAT even though in reality everyone pays VAT on the purchase of 

goods and services. Another 8% said they did not know whether or not they were 

required to pay VAT.  Her survey results indicated that more citizens are aware of 

their tax obligations when access to tax information is easy. Furthermore, citizen‟s 

educational attainment is associated with greater awareness of tax obligations, while 
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urban residents are more often aware of their tax obligations than rural residents. 

Based on this evidence, the brief recommends improving access to tax information, 

increasing tax education and developing innovative tax outreach measures. It also 

encourages citizens to be more proactive in seeking tax information. 

 

Similarly the study indicated that many medium business owners are still ignorant 

about VAT and therefore they fail to comply effectively with the government‟s aim 

that is embodied in VAT. From the findings of the study, it shows that 62.2% of the 

owners of medium businesses in Kibaha district are not very well informed about 

VAT though TRA is trying to give education to the public about VAT and its goals, 

they use different methods as it has been discussed in chapter four. Most of them 

were not aware that all businesses with annual turnover of 40 million Shillings and 

above must register themselves with Tanzania Revenue Authority for Value Added 

Tax (VAT) Certificate. Companies becomes agents of TRA for collection of VAT 

they (companies) charged when selling goods and or services. Companies are 

required to submit monthly returns showing total sales and purchases of the business, 

and they were not aware that, in order to register their businesses first they have to 

submit request for value added tax registration, then obtain Electronic Fiscal Device 

(EFD) purchase letter, there after pay for Electronic Fiscal Device, after paying for 

EFD the business owner obtain VAT certificate and lastly obtain Electronic Fiscal 

Device.  

 

According to the newspaper of 'Daily News' of 22
nd

 April 2013, The Tanzania 

Revenue Authority (TRA) plans to introduce tax awareness and accountability drive 

among the public through a lottery rewarding those demanding receipts on every 

purchase. The paper reported that TRA Principal Officer, Hamis Said Lupenja, told 

the 'Daily News' that buyers' receipts from electronic fiscal devices (EFDs) would be 

used as tickets for weekly, monthly, quarterly and yearly draws. 

 

The role of TRA in Providing Education Concerning VAT 

According to the study in chapter four most of the businessmen complained that they 

are not well educated by TRA officials concerning VAT despite they have been 
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forced by TRA officials to register their businesses for VAT. When a person is not 

willing to do something it is very difficult to achieve, therefore these people need 

proper education on VAT so as to help the authority collect the real amount since it 

is very difficult for a person who was forced to register his or her business for VAT 

collection and at the same time he or she is not aware of what VAT is and its 

importance to the government revenues despite the fact that in most cases people are 

complaining that there is no transparency in utilization of revenue collected and this 

sometimes make people unwilling to cooperate with the authority in tax collection. 

 

According to Rose (2013) improving access to tax information and tax education can 

help to expand understanding of tax policies and nurture a more tax-conscious 

society. She suggested several options which can be explored by TRA and the 

government at large to achieve these twin goals: introducing tax education in school 

curricula, running year-long television and radio outreach broadcasts dedicated to tax 

education, and tax education forums including blogs. Printing and distribution of tax 

education flyers, for example, as inserts in other printed materials that reach 

communities, may be another effective tool. Civil society organisations and the 

media can help immensely with distribution of information given their proximity to 

and reach within communities. In addition, citizens on their part are encouraged to be 

more proactive in seeking tax information to enhance their individual understanding 

of tax policies. 

 

During the study it was observed that people do wonder where all the government 

revenue go as they continue facing many hardships in their day to day life like in 

getting proper health services, proper education services, good houses, sufficient 

power supply, clean water services and all weather roads all over the country. In 

Tanzania all those services are not well provided by the government despite all the 

revenue the government is collecting. 

 

The Methods used by TRA in collecting VAT from Medium Size Businesses 

Tanzania Revenue Authority (TRA) is responsible for collection of most of the taxes. 

Local government Authorities also have mandated to collect some taxes and charges. 

http://www.tra.go.tz/
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Tax payment methods are withholding method, installment method and assessment 

method. Generally every person is required to pay tax on installment and on 

assessment; this implies that the two methods are used by every person; therefore 

VAT falls within these two methods since it is a tax on consumption that is levied 

whenever goods and services change hands in the course of production, distribution, 

and final sale to the consumer. The withholding method is only available to those 

who are required to withhold tax. These are; employers who make a payment that is 

to be included in calculating the chargeable income of an employee from the 

employment; persons paying investment returns (e.g. those paying dividends, 

interest, natural resource payment, rent or royalty); persons paying service fees and 

contract payments. However exceptions exist. Before paying taxes entity or 

individual must register for Taxpayer Identification Number (TIN). 

 

During the study many business owners told the researcher that they were not 

satisfied by the methods and techniques used by TRA officials in Kibaha district in 

collecting VAT since they were forced to register their businesses with VAT without 

considering other factors which affects their business activities. 

 

Therefore according to the characteristics listed by Mpoguliana (2005) in chapter two 

above are barriers which must be overcome not only to engender reform in the tax 

administration but also, to provide better conditions for the growth of the private 

sector especially medium businesses. Transparency of tax administration operations 

provides valuable information to assist private sector business planning and 

operations by knowing what to expect under various scenarios. Effective tax 

administration operations result in timely responses to taxpayer inquiries, processing 

of tax refunds and resolution of problems and disputes. 
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CHAPTER SIX 

 

SUMMARY, CONCLUSION, POLICY IMPLICATIONS AND 

RECOMMENDATION 

 

6.1 Summary 

This research lies in the contribution of Medium size businesses to the country‟s 

revenue, VAT collection methods, and awareness of people on VAT. The research 

philosophy is to assess the collection of VAT from medium size businesses and 

relevant strategies and methods used by TRA in VAT collection, high-impact of tax 

evasion caused by high VAT rates which leads to the amount of revenue collected by 

TRA to be less than the projected amount. 

 

In order to address the research questions as deeply as possible a research 

methodology that uses both qualitative so as to provide the hard data needed to meet 

the required objective of this topic from selected respondents and quantitative so as 

to deal with qualitative variables which were placed into distinct categories 

according to their characteristic approaches were used whereby in this study, 

exploratory and explanatory designs were used to assess the collection of value 

added tax (VAT) from medium size businesses.  

 

The population of this study included owners of medium size businesses, TRA staff 

and particularly the DRD officials in Kibaha district. 

Data collected were analyzed using appropriate descriptive and inferential statistics. 

Qualitative data were presented in terms of themes, categories and patterns plus thick 

description. While Quantitative data mostly numerically expressed were analyzed 

statistically by making description of the data with regards to central tendency, 

variability and correlations. 

 

The results obtained on the collection of VAT shows that the targets of VAT 

collection were met in only four months among twenty four months which is only 

16.7%. Also the results revealed that there is dissatisfaction of the rate of VAT used 
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in Tanzania which in most cases leads to the evasion of tax. The results also show 

that, only 37.8% of the total number of respondents who are business owners were 

somehow informed about VAT. And 73% of the business owners disagreed to have 

been educated about VAT by the officials rather the TRA officers are always forcing 

them to register for VAT collection. 

 

The results show that the collection of VAT in Kibaha is less than the projected, this 

imply that the authority has to work hard so as to reach their target. The results have 

implications on the VAT rate in Tanzania since it has revealed the possibility of 

reducing the existing rate of 18% like in some countries. Also the results have 

implications on TRA officials for their weaknesses have been revealed and the need 

of enforcing the existing laws so as to harmonize the legal and judicial environment. 

The results also have implication on the introduction of EFDs in Tanzania as it 

reveals the challenges of using the devises. 

 

6.2 Conclusion 

The study focused on the role played by TRA in collecting VAT from medium size 

businesses in Kibaha district especially the percentage of VAT collected from 

medium size businesses in Kibaha district, the methods used by TRA to collect VAT 

from medium size businesses in Kibaha district and why revenue collected is less 

than projected. The problem is that, the methods and techniques used by TRA in 

collecting VAT from medium size businesses in Kibaha district are seen to be not 

clear. This is because most of the medium business owners seem to be ignorant with 

taxes, particularly VAT and they think they were forced but not required to be 

registered to collect VAT. 

 

Apart from the weaknesses noted in the techniques and methods used, there is a 

problem also in ineffectiveness enforcement of the tax laws. It is important that the 

tax administration apply tax laws and regulation consistently, including through the 

publication of information regarding interpretation of the laws and regulations, and 

that, objections and appeals are resolved through administrative channels as much as 

possible. Notwithstanding the shortcomings enumerated, the study noted that in the 
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absence of willingness to collect VAT for the government by the traders and 

committed TRA officials who can manage and deal with the tax laws then it will be 

difficult to reach the projected amount of revenue in Tanzania and Kibaha District in 

particular. 

 

During the study there were complaints from business owners against the TRA and 

against tax administration in general, in summary the taxpayers are not comfortable 

with multiplicity of taxes, high tax rates, uncaring tax administration, high cost of tax 

administration, inconsistencies between tax policy and tax administration, unjust 

administration procedures and irresponsible use of tax revenue. Therefore TRA 

should have to conduct seminars and workshops so as to provide awareness to people 

concerning value added tax and explaining to them the importance of paying tax to 

the government for the development of the country so that they could be 

collaborative to its organs like TRA. 

But in order to improve efficiency in VAT refunds repayment claims, TRA has tried 

to work on that since all claims are now classified into three categories namely, gold, 

silver and non-gold silver with effect from 1
st
 October 2004. The Gold category 

covers regular payment traders who meet the qualifying criteria and their claims are 

settled within 30 days from the date of lodgment. The Silver category is for regular 

payment traders not meeting the gold criterion. Claims are settled within 30 days 

from the date of lodgment for two consecutive claims but full-scale audit is 

prerequisite for the third claim settlement. The Non-Gold Silver category is for the 

claimants who require thorough audit before affecting their refund claims. This 

system has to a very large extent solved the problem of delayed tax refunds. 

 

In its tax compliance strategies, the TRA puts great emphasis on tax enforcement. It 

relies heavily on investigation and punishment of tax offenders. There is wide use of 

the audit and investigative powers. Investigations are coupled with criminal 

prosecutions leading to various forms of punishment. 

 

Much effort by the TRA was put into strengthening the Tax Investigation 

Department which has the role of minimizing the occurrence of tax fraud through 
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identification and investigation of fraudulent cases, collecting evaded taxes and 

recommending prosecution of offenders with a view to improve compliance with tax 

laws. Though, the organizational changes which occurred within the TRA have 

affected the Tax Investigation Department as well whereby TRA has adopted an 

integrated approach to tax administration. It has moved away from a tax-type to a 

tax-function approach. As a result, the singular departments for income tax, VAT and 

stamp duty which existed previously as separate administrative units were merged in 

2005 in what is now called the Department of Domestic Revenue. In like manner, the 

Tax Investigation Department also adopted an integrated approach to tax 

investigations and audits, such that audit visits are now carried out for all taxes at the 

same time, by the same officer(s), in respect of each investigation. 

 

The limitations of the TRA‟s enforcement strategies include the inability of the TRA 

(and therefore the government) to provide adequate resources for tax enforcement 

activities. Other resources constraints, which compromise the effectiveness of the 

enforcement strategy of the TRA, include inadequate working tools for the TID, such 

as vehicles, computers, two-way radios and cellular phones. There is also the 

problem with the overall inefficiency of the court system, which causes delays in the 

completion of cases taken to court for prosecution. Court delays in the disposal of tax 

cases result in significant tied-up tax revenue. The extent of the problem is better 

appreciated when one also considers that the many tax appeals pending with the Tax 

Revenue Appeals Board and the Tax Revenue Appeals Tribunal add to the tied-up 

revenue. The TID has no control over these disputes, because all tax cases involving 

litigation are handled by the Legal Services Department (LSD). The LSD is a 

department of the TRA headed by the Chief Legal Counsel, who is also the secretary 

to the TRA Board of Directors. 

 

The overall success of this strategy is called into question, especially when pursued 

in isolation. Some emphasis needs to be re-directed to voluntary compliance efforts 

spearheaded by a more aggressive taxpayer education program. In addition, the 

service culture, which for the TRA is more word than deed, needs to be visible in 

TRA actions and in the way TRA officers interact with taxpayers. Equally, the 



63 
 

partnership the TRA has announced should not be a partnership with government 

alone, but also with the taxpayers as the major stakeholders and the backbone of the 

tax system. 

 

6.3  Policy Implications 

The policy must focus on some of the proposed remedial measures relate to steps that 

can be taken to change the behavior of customers and traders which provide a direct 

link or bridge from key research findings to policy or program recommendations as 

follows; 

(i) The current VAT awareness program is not reaching all the targeted groups 

in rural areas as effectively as it is reaching those in towns. 

(ii) More efforts are needed to educate traders and customers on their obligation 

in paying tax. 

(iii) Review of the current VAT rate of 18%. 

(iv) Minimize the barriers to the use of EFDs. 

(v) Transparency between stakeholders. 

(vi) Allow sufficient space for new techniques of VAT collection. 

 

6.4       Recommendations 

Since it has been found that the awareness of people on VAT is not good and the 

efforts done so far by TRA are not sufficient to mitigate and control the situation, the 

following plans are suggested as solutions to overcome or reduce the occurrence of 

tax evasion and make people ask for and take legal receipts so as to help TRA 

official get right information when auditing medium businesses. 

 

The following are the proposed measures that if implement properly could produce 

competent and prudent traders and also raise awareness of customers on their role in 

tax collection and in the long run assist in increasing of government revenue.  

 

VAT Rates 

It is recommended that there is a need to diagnose from research and statistical 

records or any other sources, the need for the government to reduce the VAT rate 
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from 18% to a low rate so as to increase import and export, this will also help to 

reduce complains from traders who are involved in tax evasion with an excuse of 

high VAT rate. It is possible to reduce the existing rate of VAT since  it has been 

observed in counties like Angola the rate is 10%, Botswana is 10%, India is 13.5%, 

Japan is 5%, Lesotho is  14%, South Africa is 14%, South Korea is 10%, Sri Lanka is 

12%, Swaziland is 14 and Taiwan is 5% which is relatively fair. 

Enforcement of VAT Collection 

According to the value added tax act on enforcement of VAT collection, where the 

Commissioner believes there is a risk to the revenue he may, as a condition of 

allowing or repaying input tax, require a taxable person to produce any documents 

relating to the input tax that were supplied to the taxable person; or to give security 

or further security of such amount and kind which the Commissioner may determine 

before allowing any deduction or repayment of the input tax. Commissioner must 

adhere to this. 

Where submission of the documents for verification or furnishing of a security or 

further security is required, the Commissioner General shall remit the amount within 

thirty days from the date on which the documents were submitted or on which a 

security or further security was furnished. 

 

Therefore it is recommended that where an authorised officer has reason to believe 

that it is necessary to do so for the protection of the revenue, he may take, from 

goods in the possession of any person who supplies goods or services such samples 

as may be reasonably be necessary to determine how the goods or the materials from 

which they are made ought to be or to have been dealt with for taxation purposes. 

 

Competence to TRA Officials 

On the issue of lower performance in VAT collection in many months, the researcher 

suggests that there is a need to train TRA officials to work with transparency since 

there is the possibility of collusion between taxpayers and tax officials during an 

audit and being competent in dealing with complex tax audits especially in 

computerized systems, since there are several reasons for ineffective programs that 

are evident in varying degrees in Tanzania, whereas, audit typically requires higher 
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level skills than those needed for most of other tax administration tasks, and such 

skills are sometimes in short supply, moreover, auditor errors may damage business 

activity. Training also should be provided to traders so as to keep their business 

records and customers to take receipts whenever they purchase anything. Also since 

the researcher has discovered that VAT is not yet well known to the majority of 

Kibaha residents as most of them may mention it but they do not have a clear 

understanding of its essence, therefore there is a need to disseminate more education 

concerned VAT. The government should make use of mass media like radios, 

televisions, newspapers and magazines effectively in order to make VAT known to 

all tax payers or society at large since they are the consumers and it is the consumers 

who pay for the value added to a commodity at every stage before reaching them. 

Education to people will help to change their attitude towards VAT to become 

positive since the objective of taxation will be known to every taxpayer. 

 

Implementation of Laws 

On impact of the legal and judicial environment, the overall weakness of the legal 

and judicial environment which impedes the development of effective appeals 

procedures in many developing countries including Tanzania is an issue that requires 

significant effort, including technical assistance. 

 

The researcher recommends a need of enhancing transparency as a means to improve 

compliance. The recommendations for improving taxpayer compliance related 

specifically to enhancing transparency are: 

(i) A need to increase the clarity of tax legislation and regulations, and devote 

more effort to taxpayer education. This would include regular publication of 

rulings of the tax authorities with potential applicability beyond individual 

cases. 

(ii) Periodic updating of the analyses of evasion and tax exemptions. This would 

form part of an annual report on public finances. The report would be 

directed to both government staff and the public at large (there must be 

“internal” as well as “external” transparency). 
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(iii)   Publication of: 

(a) names of major defaulters, amounts involved, and sanctions applied; 

(b)  similar information regarding tax officials dismissed or otherwise 

sanctioned for corrupt conduct; and 

(c) names of recipients of tax exemptions, authority under which these 

were granted and amounts involved 

 

(iv) 

official corruption, there is a need for applying and publicizing more severe 

penalties. 

(v) Noting that dismissal has thus far been the heaviest punishment inflicted on 

tax officials apprehended for bribery, it calls for confiscating the assets they 

have acquired thereby. Additionally the core values for TRA employees 

include: Business oriented and professional in appearance and approach, Fair 

and Accountable for the decisions they make in their areas of responsibility, 

Prompt in the delivery of services and accessible, Treat taxpayers, colleagues 

and stakeholders with dignity and respect, Honest and have integrity in their 

dealing, Committed and motivated to the achievement of TRA goals and 

objectives and Competent in the delivery of high quality services. 

 

Application of Science and Technology in VAT collection 

Also continuous improvement of required facilities will increase staff efficiency and 

effectiveness. For example it has been observed that the introduction of EFDs seem 

to improve VAT collection though there are some challenges as shown in the 

previous chapter which need to be addressed so as to improve record keeping by 

traders, therefore traders must be educated on the proper use of these devices and 

when they have breakdown people responsible must solve the problem as quick as 

possible so that it does not affect the business owner records much. 

 

Tax incentives may well not be the most important factor in determining investment 

flows. However, given low levels of savings and hence high savings-investment gap 

Tanzania has always considered tax incentives as an integral part of investment 
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incentives package, to attract medium investment. The granting of tax-based 

investment incentives thus has centered around the conventional wisdom of reducing 

cost of capital, compensating for other deficiencies in the investment climate and 

provision of visible political cover on the State‟s commitment to investment 

promotion. Typically the incentives schemes in Tanzania have targeted promotion of 

such areas as mining, gas and petroleum exploration, infrastructure development, 

tourism, exports, manufacturing, agriculture, economic diversification and 

employment creation. The Tanzania Tax Incentive Regime is competitive enough 

within the region. 

 

Public Awareness on the Importance of Paying Tax 

Society must be educated that taxation is a core governance function. It has the 

potential to shape relations between state and society in significant and distinctive 

ways. Tax revenues allow states to provide security and public goods. Therefore 

social achievement attained within the society or the nation at large using taxes 

collected by the government should be made public so as to enable taxpayers see the 

role of tax they are paying and the benefits of paying taxes. This will help to 

motivate the taxpayers to pay tax responsibly. 

 

Recommendation on Taxpayers 

Taxpayers should develop a habit of learning and understanding tax laws so as to 

know their rights and responsibilities in tax collection since these laws are used and 

affect them in their day to day business activities. 

 

Taxpayers have to ensure that the returns must be lodged by the last working day of 

the month after the end of the prescribed accounting period. It is mandatory for 

taxpayers to purchase Electronic Fiscal Device before they obtain the VAT 

certificate. 

 

Record keeping by taxpayers should be a habit of every business owner so as to have 

relevant information to the authority and their business too. This will help them to 
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reduce the problem of over estimation of tax done by TRA officials done when there 

is no proper and reliable information. 
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APPENDICES 

 

Appendix 1: Research Budget 

BUDGET ITEM DESCRIPTION AMOUNT IN TShs 

Transport (to and from the area of study) 200,000/= 

Internet surfing costs                   50,000/= 

SECRETARIAL SERVICES 

Photocopy 

Spiral binding 

 

  100,000/= 

                    100,000/= 

STATIONARIES 

Reams of ruled papers 3     @ 7,000/= 

Note books, ruler, correcting fluid 

Ball pens and pencils 

 

                   50,000/= 

15,000/= 

                     5,000/= 

SUB TOTAL                  520,000/= 

Contingency  (20% of the sub total)                  104,000/= 

GRAND TOTAL                  624,000/= 
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Appendix 2: Questionnaire to TRA Staff 

 

I am a student from Mzumbe University (Dar es Salaam Campus). I am doing a 

research on the assessment of the collection of value added tax (VAT) by Tanzania 

Revenue Authority (TRA) from medium size businesses since 2010 up to 2012 in 

Kibaha district. This study is conducted in fulfillment of the requirements for the 

award of the degree of master of business administration-Corporate Management 

(MBA-CM). I will be thankful if you will do your best to answer the questions given 

below to support my study. The result of the study will be used for academic 

purposes only and not otherwise. Do not write your name anywhere. 

 

Form No. ………  ………………….Date ………………………………………….. 

 

(Tick the most appropriate answer where required) 

 

1. Is there a specific department dealing with VAT within TRA? 

(i) YES      (    ) 

(ii) NO        (    ) 

 

2. Do TRA staff provide education to medium size business owners concerning 

VAT? 

(i) YES      (    ) 

(ii) NO       (    ) 
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3. What are the monthly collections from medium size businesses in 2010/2012? 

Year Month Target Amount 

(Tshs) 

Actual Amount 

(Tshs) 

% of actual 

2010/2011 July    

August    

September    

October    

November    

December    

January    

 February    

March    

April    

May    

June    

2011/2012 July    

August    

September    

October    

November    

December    

January    

February    

March    

April    

May    

June    

 

4. What are the methods used by TRA to collect VAT from small businesses in 

Kibaha district? 

…………………………………………………………………………………

…………………………………………………………………………………

………………………………………………………………………………… 
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5. Are you satisfied with the amount of VAT collected? 

(i) YES     (    ) 

(ii) NO        (    ) 

 

6. Do you think medium size business owners are involved in tax evasion? 

(i) YES     (    ) 

(ii) NO       (    ) 

 

7. If your answer in question number 6 above is “YES”, show how and mention 

the measures taken to overcome the problem. 

…………………………………………………………………………………

…………………………………………………………………………………

………………………………………………………………………………… 

 

8. What challenges do you face when dealing with VAT collection from 

medium businesses? 

…………………………………………………………………………………

…………………………………………………………………………………

………………………………………………………………………………… 

 

 

 

 

Thank You 
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Appendix 3: Dodoso ya Wafanya Biashara wa Kati 

 

Mimi nimwanafunziwachuokikuuMzumbekampasiya Dar es Salaam ambaye nafanya 

utafiti kuhusu ukusanyaji wa kodi ya ongezeko la thamani (VAT) kutoka kwa 

wafanyabiashara wakati Majibu utakayoyatoa ni kwa ajili ya matumizi ya kitaaluma 

na si vinginevyo. 

 

Nambayafomu. …………………………………… Tarehe ………………..………... 

 

1. Je unafanya biasharagani? Itaje; 

…………………………………………………………………………………. 

 

2. Je unalipa aina ngapi za kodi kwa mamlaka ya mapato Tanzania? 

…………………………………………………………………………………. 

 

3. Je unaielewa vizuri kodi ya ongezeko la thamani (VAT)? 

………………………………………………………………………………… 

 

4. Je umesajiliwa kulipa kodi ya ongezeko la thamani? 

…………………………………………………………………………………. 

 

5. Kama jibu ni ndio, unalipa wastani wa kiasi gani kwa mwezi? 

…………………………………………………………………………………. 

 

6. Je wateja wako wanadai stakabadhi kila wanapo nunua bidhaa kwako? 

…………………………………………………………………………………. 

 

7. Je maafisa wa mamlaka ya mapato wamewahi kukupa elimu yoyote kuhusu 

kodi ya ongezeko la thamani (VAT)? 

…………………………………………………………………………………. 

 

Asante sana. 
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Appendix 4: Observation Guide 

The researcher will observe the following during the observation; 

 

1. Whether business owners provide receipts or not whenever they sell 

commodities. 

2. Whether the customers are demanding for the receipts whenever they buy 

commodities. 

 

 

 


