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ABSTRACT 

 

This study explored the contexts and factors that cause improper invoicing in 

Tanzania. Using the resilience framework, specific factors for improper invoicing 

which is associated with noncompliance and establishing means to control the 

problem.  The study was conducted in Ilala tax region. Data were collected through 

questionnaires, interviews and documentary analysis. 

The results showed that the amount of revenue collected to the Government can even 

be more than the amount collected if all business traders and non-traders complies to 

tax laws and regulations that is proper issuing of tax invoices, the punitive measures 

towards noncompliance behavior could be of greater value if all taxpayers are well 

trained and educated on the importance of paying tax. Several factors were coupled 

with improper issuing of tax invoices such low tax base, high tax rate, multiplicity of 

taxes, levies and duties, administrative capacity of tax authority, taxpayer’s 

perception towards government ability to utilize tax collection for social welfare, 

economic fluctuations, low level of taxpayer's education, poverty and nature of 

business/ production, traditional and cultural tendency, deficiency in legal structure 

and a low tax Morality. The study also found that in order to overcome 

noncompliance, Ilala tax region should provide more powers accessible to 

information, opportunities from voluntary disclosure, prosecution and imprisonment 

of tax offenders and publication of tax offenders. 

 

Based on the findings and analysis on the data, it can be concluded that there are 

many factors affecting Tax compliance in Tanzania and Ilala tax region in particular. 

The government must focus in the education of citizens as an instrument to guide 

them to best understanding to the tax laws and the role of tax in enhance and flourish 

the society. Also, the government should be accountable to the society through 

various development projects. In addition, tax rate must be at a reasonable level 

which does not overburden taxpayers, whether individuals or entities. The study 

recommended that the current tax procedures, law should be amended to provide for 

establishment of a professional and independent tax tribunal that could hear matters 

of fact and law in relation to the assessment under appeal. 
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CHAPTER ONE 

 

INTRODUCTION AND BACKGROUND INFORMATION 

 

1.1 Introduction 

The research will focus on the '' factors that give rise to improper issuance of tax 

invoices in low developing countries, specifically Tanzania’’. In this study the 

Tanzania Revenue Authority (TRA) as the Central Government agency is 

responsible for assessing, collecting and accounting for Government revenues, Ilala 

tax region in Dar Es Salaam (DSM) is used as the case study. TRA was formed in 

1995 by Act of Parliament No.11, the revenue authority as an agent of Government 

which devotes massive efforts in tax collection through media education, workshops, 

seminars, survey and visits conducted by tax officers, all these efforts aiming at 

minimizing or avoiding improper records invoicing in order to boost revenue 

collection to the Government. 

 

1.2 Background of the study 

The study aimed at examining the factors to improper issuance of tax invoice in 

Tanzania. For business environment, issuing of an invoice is a part of record 

keeping, and improper issuing of tax invoice implies improper records keeping, 

which has impact for tax computation purpose as well as revenue collection 

purposes. Hence improper tax invoices reflect invoices which are either overstated or 

understated that cause tax loss, thus affect revenue collection performance, as the 

substantial tax revenue get lost through improper invoicing and hence created a 

serious problem in proper functioning of the public sector or Government sectors. 

Since there are many other reasons gave rise to improper invoicing and tax 

authorities did not recognize those reasons for improper invoicing, thus why  

improper invoicing keep on growing despite of the application of various fines and 

other heavy punishments.  

 

 



2 

The Government has been taking deliberate efforts to structure tax system for so 

long. Particular in 1991 Mtei was appointed to head the committee whose duty was 

to carry out an evaluation of tax system in Tanzania. This was followed due to the 

fact that number of fiscal reforms taken to improve revenue collection was not 

satisfactory, since Government continued experiencing seriously budgetary deficit at 

both levels of central and local Government. Where in Tanzania the taxation system 

used is progressive tax system where tax is assessed according to the theoretical 

ability to pay that is taxpayer who earns more pays more tax and the one who earn 

less pays low tax. 

 

Improper issuance of tax invoice has been a persistence problem towards satisfactory 

revenues collection.  Chachage (2006) from the South African journal postulated the 

importance of proper records keeping for every business together with known 

administrative, historical, and archival reasons, businesses should keep records in 

any transaction they pursued in order to fulfill legal requirements for their operations 

and protect the rights of stakeholders, for instance many companies in east and 

southern Africa have to issue  proper documents or invoices per transaction carried 

out this complement the concept of  proper records keeping for a certain period of 

time in requirements of tax , company, customs and excise regulations. The 

maintenance of proper record may help the companies to avoid paying unnecessary 

fines and lawsuit settlement costs. Furthermore records would provide the evidence 

of transparency and accountability for private business to stakeholders. The passing 

of freedom of information legislation in some countries underscores the need for 

business records to be managed so that they will be available when citizens request 

to have access to them in terms of the law. 

 

Indeed various scholars have been arguing for comprehensive and coordinated 

information policies to cater for information generated by public and private 

institution in various countries, in Tanzania scholars such as Sekimang'a (1992) and 

Mukangara, (2000) indicated the need for an overall coordinated policy to direct 

information activities in the country, and that is where the response to proposals of 

various stakeholders, the Government of Tanzania promulgated Records 
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Management Act (United Republic of Tanzania ,URT 2002). However, the Act did 

not adequately addressed management of private business records, in addition many 

records management studies in Tanzania only dealt with public records (Kalumuna, 

2000; Kitalu, 2001; Ndibalema, 2001; Nyirenda, 1993). 

 

Again, Zuberi (2012) from business recorder journal cautioned the public about the 

curse of  under invoicing that it widen trade deficit and erode competitiveness of 

domestically produced items, also the Tanzania Private Sector Foundation ,TPSF 

(2012/2013) has prepared various recommendations pertaining to tax reforms 

proposals to be submitted to the task force for consideration for the year 2012/2013 

in order to be reviewed and approved by the think tanks so as to reduce the cost of 

doing business in Tanzania, also improve equity, efficiency and effectiveness in the 

country's taxation system, broaden tax base and enhance revenue collections  while 

maintaining the International Organization for Standardization(ISO). The TPSF tax 

proposals also take into account all loop holes that cause tax loss which include 

improper invoicing, tax evasion, high tax rates and others. 

 

The incidence and prevalence of improper issuance of tax invoice to various 

transaction pursued by the business person in Tanzania will be significant reduced 

when customers who are buying different items from suppliers will be strictly 

request and demand a correct tax invoice from the supplier upon each sale made.  

 

In the field of business it is a normal scenario to see a customer buy goods without 

requesting receipt or tax invoice, also it is not a new scenario to see a customer 

purchase an item example of value two million (tzs. 2,000,000/=) and served with a 

receipt or tax invoice of two hundred thousand (tzs.200,000/=) which issued 

intentionally this is called under invoicing, and the last scenario is when a person buy 

an item served with discount without issuing of receipt or tax invoice example an 

item which valued at one million (1,000,000/=) then a customer awarded a 

reasonable discount such as  thirty percent and given an item at seven hundred 

thousand ( tzs. 700,000/=) without receipt or tax invoice, all these scenarios are 

called improper issuance of tax invoice or improper issuance of receipt. 
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It is evident that improper invoicing as demonstrated above lead to loss of revenues 

to the Government where businessmen pursue improper transactions intentionally so 

that they can maximize their profit by evading to pay tax, this is why business person 

tend to be rich and richer while the Government is still suffering from deficit budget 

and depending on donor funds on implementation of its development projects such as 

building of infrastructures for transportation (roads, railways, airports, bridges and 

harbors), agriculture (fertilizers, irrigation schemes)  electricity (solar system, gas, 

geothermal power, Hydro Electric Power (HEP), mining, academic institutions 

(libraries, laboratories, books, stationeries and loans for students)  as well as health 

services (health centers, dispensaries, hospitals, drugs and medical equipments). 

 

Since demand for funds by the Government is too big, thus expansion of tax base by 

TRA is urgently needed, hence the introduction of Value Added Tax (VAT) and 

Electronic Fiscal Devices (EFD) has indeed improve revenues collected to the 

Government, 

 

1.3 Statement of the problem 

Tax compliance is key to build social-fiscal contract between the state (who is 

service provider) and the citizens (the user of service). The influence of some of the 

factors to improper invoicing will be problem to my study. The Government of 

Tanzania has taken important step to improve revenue collection. These steps include 

strengthening of tax administration and accountability among the taxpayers and tax 

collectors, instituting improved management and control of tax exemptions, 

establishment of additional taxpayers unit for medium sized taxpayers in order to 

facilitate collection of more revenues in the medium term, automating the tax system, 

strengthening supervision of excise and custom duties as well as tapping in resources 

accumulated as revenues from surpluses, dividends and corporate tax from public 

investments by making changes in the Finance Act 2008, all these processes have 

been done by establishing block management that ensures that all business persons 

are registered with taxpayer identification number (TIN) by modifying the 

registration system including taking of finger prints (Biometric print), and 

broadening taxpayers compliance through establishment of taxpayers education 
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services, trainings, seminars with business person in order to deepen voluntary tax 

compliance (Taxpayer's charter, 2012), these measures did not yield much success 

towards better revenue collection to the targeted level of tax revenue contribution.  

 

Laffer (2004) explained the relationship between rate of taxation and level of 

revenue collection to the Government in the concept of taxable income elasticity that 

is taxable income will change in response to changes in rate of taxation. It postulates 

that no tax revenue will be raised  at extreme tax rates of 0% and 100% and that there 

must be at least one rate where tax revenue would be a non zero maximum, where at 

0% tax rate laffer model assumes that no tax revenue is raised , at an extreme of 

100% tax rate the Government theoretically collects zero revenue because taxpayers 

change their behavior in response to tax rate by either loose incentive to work or find 

a way to avoid paying taxes, thus revenue will be maximized somewhere between 

tax rate of 0% to 100%. Generally laffer explained the impact of tax rate to revenues 

collection that lower revenues collected by many African Governments is a result of 

higher tax rates which cause taxpayers to avoid from paying taxes. 

 

Also Soet, (2006) demonstrated how political interference  affect the process of 

collecting state revenues, African countries loose revenues from poor and inefficient 

taxation system; from the case study of Zambia; since colonial era the state finances 

have been resulted from extraction of copper, sharp decline of world market prices 

for minerals caused severe revenue and economic crisis. Up to the 2005 Heavily 

Indebted Poor Countries (HIPC) debt relief, Zambia has been one of the HIPC in sub 

Sahara African because political interests of politicians thus affect revenues 

collection to the state. 

 

Despite of the various studies conducted by different scholars on the causes of low 

revenues collected by Government agencies in developing countries, but still the 

problem of improper issuance of tax invoices have not been studied in details, thus 

my study will come up with the causes for improper invoicing and impacts to 

revenues collection. 
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1.4 Research Questions 

The study is intended to answer the following research questions;- 

 

1.4.1  Main Research Question 

What are the factors that give rise to increase/decrease of improper issuance of tax 

invoices in low developing countries specifically Tanzania? 

 

1.4.2  Specific Research Questions 

(i.) Does improper issuance of tax invoice reduce revenues collection to 

the Government? 

(ii.) Does taxpayer’s education reduce improper issuance of tax invoice? 

(iii.) Does improper issuance of tax invoice lead to tax burden to traders 

when they are penalized? 

 

1.5  Research Objectives 

 

1.5.1  Main Research Objective 

The main objective of intended study is to document whether the selected factors 

give rise to improper invoicing in developing country like Tanzania. 

 

1.5.2  Specific Research Objectives 

(i.) To study how improper issuance of tax invoice reduce revenues 

collection to the Government. 

(ii.) To examine how taxpayer’s education reduce improper issuance of 

tax invoice 

(iii.) To assess on how penalties and fines charged against improper 

issuance of tax invoice create tax burden to traders. 

 

1.6  Significance of the study 

The study has proved hopeful to the Government in assessing the benefits of proper 

issuance of tax invoices to revenues growth. This acted as the guiding solution for 

improving revenues collection to the Government. 
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The study was important in different aspects including the organization at which a 

research is conducted likely wise in most of the developing countries in the public 

expenditures, i.e. development and recurrent expenditures depends much on tax 

revenue. 

 

Also, a kind of force of compulsion between the growing government expenditures 

and the source of revenue to finance expenditure revenue. To reach at immediate 

remedy the Government’s resolve to grants and loans. The problem of increased 

dependence on foreign financing underscore the need for rising more public revenue 

from domestic sources and probably retards the endeavors of looking for permanent 

solution of reacting the maximum/optimal tax collection level. 

 

Apart from other taxes, the existence of tax loss through improper invoicing not only 

reduce tax base or diminish the ability of the government to provide social services 

or maintain physical infrastructures, but already there are some indications that such 

under invoicing of sales discourage other tax compliant communities from paying 

their lawful shares of income. 

 

Also the study enables the tax administrators and any other person who is interested 

with the field of taxation provide successful confidence of searching out the root 

causes of improper invoicing from these findings. 

 

On the other hand from these studies one can institute strong and appropriate 

measures to suppress improper issuance of invoices in Tanzania, taking into account 

consideration of the already known factors. 

 

The study ended up with findings/ideas that have added new knowledge and 

awareness on tax laws and regulations and their effectiveness of the selected factors 

tax loss in Tanzania to achieve the government objective on tax collection.  
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It is also expected that findings from the study may assist the Revolutionary Republic 

of Zanzibar to adopt the same measures to improve the revenues collection. Also, the 

study could be useful to other researchers who may wish to conduct similar studies 

pertaining to analysis of improper issuance of tax invoices to revenues growth to the 

Government. On the other hand, management of Tanzania Revenue Authority may 

wish to know the extent to which their expertise is appreciated. It is also expected 

that the results from this study may contribute to the ongoing structural modification 

of the revenue authority. 

 

Since little has been done in Tanzania concerning improper issuance of tax invoice 

that cause loss of revenues, thus it is expected that findings from this study will form 

benchmark for other similar studies by providing them with not only useful 

literatures but also important secondary data. 

 

1.7 Scope and Limitation of the study. 

Limitations of the study these are specific factors that are likely to create problems 

with the purpose of preventing the researcher from completing the research work or 

those factors or conditions beyond the control of the researcher, which hinder one 

from obtaining the required data and may place restrictions on the conclusions of the 

study (Kombo & Tromp, 2006).   

 

The study was limited by a number of factors, such as financial constraints and time 

constraint. The time and funds allocated for the study were limited and not enough to 

conduct it in a wider area whole Dar es Salaam region, and so only few respondents 

were selected to be researched.  

 

Non-availability of data and relevant documents was another limitation. Some 

important documents and data related to my study such as tax payments records, 

income records and tax registration forms were missing in some of the respondent 

firm.  
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Ignorance of some of the respondents especially in writing capability although these 

respondents are business traders they daily pursue their business operations but they 

do not know how to write and if you explain the research questions orally they 

answer the questions, this was among the limitations. 

 

Also, language was a problem to some of the respondents, some are likely to 

Kiswahili to express their feelings than English has I had to translate some words 

though other words it is difficult to translate. Despite the limitations, I was able to 

gather data as per the research tasks and questions. 

 

Delimitation of the study explains and describes the measure to either minimize or 

eliminate the limitation factors, scope or boundaries of the study in terms of 

respondents, subject matter and area of the study.  Kombo and Tromp (2006) insist 

that delimitation involves a purposeful and conscious action in order to make the 

research manageable. Similarly, it included taxpayers who operated large scale (large 

business), medium scale (medium business) and small scale (small businesses), 

where all these are classified into taxpayers registered for VAT and those who are 

not registered for VAT in the study area.  The study also hunted to find out the 

reasons for improper issuance of tax invoices that is under invoicing of sales, 

overstating of expenses and non-issuance tax invoices at all. 

 

Financial assistance I have received from some of my close relatives has soften the 

whole research work because it enabled data collection process in all aspects of 

transport, meals, stationeries and as well as telephone and internet expenses. 

 

Efficient time plan, I have developed and applied an action plan which breaks down 

the research work into smaller schedules of activities with time frame for each 

activity. Time was an important resource factor to be adhered in data collection 

process, because analysis of findings required information gathered from the field 

that is completed questionnaires with differentiated views and opinions about the 

research questions which position the research analysis to be detailed, unbiased and 

comprehensive. 
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Linguistic support, due to the fact that research covered different respondents of 

different education level some of them I had to translate language to Kiswahili, 

hence for some of the words I consulted the linguistic experts. 

 

Therefore, proper use of time, Language translation and financial support I have 

received, foster data collection process and analysis of findings. 

 

1.8 Chapter Summary 

The chapter has covered the general introduction of the topic, background of the 

problem, objectives and importance of the research to be studied, as well as scope 

and limitation which the study is likely to stumble upon. The chapter also has 

discussed the research problem and research question as well. 

 

1.9 Organization of the Report 

The study hunted to identify the factors for revenues dynamics (fall) through 

improper invoicing in Ilala tax region. Headed to an end the study is divided into five 

chapters. Chapter One contains introduction and the background to the problem, 

statement of the problem, research questions and research objectives, purpose and 

significance of the study, delimitation and limitations of the study, chapter summary 

and organization of the report. 
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1 Overview 

This stage of the study shows some theoretical and empirical framework on the 

argument that has been explained by different Authors, researchers with looked upon 

various key subjects.  The chapter aims to provide researchers with acquaintance 

together with other interested groups in the society on the need to test out the factors 

giving rise to improper invoicing in low developing countries especially Tanzania 

and suggest ways to overcome the situation in order to amplify tax compliances.  

 

This part dealt with different reviews from other researcher’s ideas in relation to the 

topic of this proposal in order to add up existing literature materials which will form 

the basis for further research in terms of data collection and analysis. 

 

2.2  Theoretical Literature Review 

 

2.2.1  Tax 

It is a compulsory payment made by a person or body of persons to the Government, 

usually is payable in monetary terms. Also, can be defined as a means by which 

Governments finance their expenditure by imposing charges on citizens and 

corporate entities, most of Government use taxation to encourage or discourage 

certain economic decisions. (www.businessdictionary.com/definition/taxation) 

 

Taxation is one of the oldest functions of a government in running government 

affairs. Apart from the cost of running the Government, normally there are some 

services which have to be met by the state. Imperatively government have to provide 

social services, maintain law and order, ensure defense and a mass of other 

undertakings which the free market cannot provide or which the state feels are better 

to be provided  by itself. 
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In this regard the Government has to raise revenues to cater for such expenses thus, 

Government finance is all about budgeting the revenue and expenditure of 

Government. The Government financier normally has five sources to choose these 

are taxes, the sale of goods and services, grants, the creation of new money and 

borrowing. There is no universal formula of how the Government should raise such 

revenue to cater for Government expenses, but in most cases the Government relies 

on taxes as a major means of raising such revenue. Therefore, out of the five sources 

from which the Government can raise her revenue, taxation is a handmaid for raising 

revenue to meet all Government expenditures and ensures growth of its GDP. 

 

Thus, taxation is the primary source of revenue at all levels of government. Therefore 

by all standards taxes are inevitable due to their inherent advantages over other 

sources of revenue. For example, grants result into loss of liberty for the grantee 

government; the creation of new money is inflationary in nature; borrowing is to shift 

the burden to future generations; but by imposing taxes the government is not 

indebted to the taxpayers since there is no quid pro quo as to tax and the government 

is not obliged to render individual account on how it has spent her money, but rather 

to spend that money for the benefit of the people. In carrying out this function  (of 

raising revenue), government formulate tax policies, enact tax laws (statutes), and 

translate these policies and statutes into the desired tax structure and administer its 

attainment. 

 

The primary objective of taxation is to finance public goods and services. Taxation is 

also used to promote other objectives such as fair distribution of income and wealth, 

efficient and effective resource allocation and economic stabilization (Musgrave, 

2006).  

 

Basically 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 

taxes. 
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Direct Taxes, these are levied directly on people's income from employment, 

business or ownership of property and an investment. The impact and incidence of 

the tax falls on the same person i.e. incidence cannot be shifted to another person 

examples are Corporate tax, Pay as You Earn (PAYE) and withholding taxes. 

 

TRA has a mandatory of collecting taxes from different established sources these 

taxes are such as explained below ;-  

(i.) Corporation tax, this is a tax which is paid from corporate profits. 

Companies or entities have to prepare final accounts, which must be 

approved by authorized Auditors, and Accountants recognized by both 

NBAA and TRA. These accounts are submitted to TRA offices on or before 

the due dates for submission as prescribed accounting date under the ITA 

2004. 

All companies whether resident or non-resident are required by the Income 

Tax laws to file an estimate of income within three months after the start of 

its accounting year. The firm is supposed to pay tax based on four 

installments of the year which are March, June, September and December on 

or before the last date of mentioned months. Six months after the accounting 

period, the firm must file a final tax return to TRA. The current corporation 

tax rate is 30%. 

 

(ii.) Individual Income Tax, an Individual include sole traders and salaried 

people who are taxed at progressive individual income tax rate, which varies 

from the lowest marginal rate of 14% to the top marginal rate of 30%. 

However, for a non-resident individual the applicable rate is 20%, which is 

charged on the total income. The table below shows the current resident 

individuals tax rates. 
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Table 2.1: Resident Individual Tax Rates for Financial Year 2012/13  

 Tax Rate 

Where total income does not exceed Tshs. 

170,000/=. 

Nil 

Where total income exceeds Tshs. 170,000/= 

but does not exceed Tshs. 360,000/= 

14% of the amount in excess of Tshs. 

170,000/= 

Where total income exceeds Tshs. 360,000/= 

but does not exceed Tshs. 540,000/= 

Tshs. 26,600/= plus 20% of the amount in 

excess of Tshs. 360,000 

Where total income exceeds Tshs. 540,000/= 

but does not exceed Tshs. 720,000/= 

Tshs. 62,600/= plus 25% of the amount in 

excess of Tshs. 540,000/= 

Where total income exceeds Tshs. 720,000/= Tshs. 107,600/= plus 30% of the amount in 

excess of  Tshs. 720,000/= 

Source: Income Tax Act, 2004 (As amended) 

 

Taxation of small traders with and without complete record (Presumptive cases) 

Small traders, who operate mostly without keeping proper business records, are 

charged income tax based on the annual turnover of their business. There are four 

turnover bands with their taxes as per the table below;- 

 

Table 2.2: Tax Rates for Presumptive Cases  

TURNOVER PER ANNUM TAX PAYABLE WHERE 

INCOMPLETE OR NO 

RECORDS ARE KEPT    

TAX PAYABLE WHERE 

RECORDS ARE KEPT 

PROPERLY 

Tshs. 4,000,000 or less Nil Nil 

Tshs. 4,000,000 - 7,500,000 100,000 2% of the turnover in excess of 

4,000,000 

Tshs. 7,500,000 - 11,500,000 212,000 Tshs. 70,000 plus 2.5% of the 

turnover in excess of 7,500,000 

Tshs. 11,500,000 - 16,000,000 364,000 Tshs 170,000 plus 3.0% of the 

turnover in excess of 11,500,000 

Tshs. 16,000,000 - 20,000,000 575,000 Tshs 305,000 plus 3.5% of the 

turnover in excess of 16,000,000 

Source: Income Tax Act, 2004 
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Note: The above bands which are legally enforceable by TRA are mere estimates 

and they are not a substitute for the requirement for keeping business records. All 

taxpayers whose turnover exceed Tshs 20,000,000/= are required to prepare and 

submit to TRA the audited financial statements together with the return of income for 

the respective year of income. 

 

(iii.) Gains or profits from employment   

This is an income, which an employee earns from an employment in the form of 

salary, which is payable in daily basis, weekly, or monthly basis. It includes:- 

(a) Payments of wages, salary, payment in lieu of leave, fees, commissions, 

bonuses, gratuity or any subsistence traveling entertainment or other 

allowance received in respect of employment or service rendered 

(b) Payments providing any discharge or reimbursement of expenditure incurred 

by the individual or an associate of the individual 

(c) Payments for the individual's agreement to any conditions of the employment 

(d) Retirement contributions and retirement payments 

(e) Payment for redundancy or loss or termination of employment 

(f) Other payment made in respect of employment including benefits in kind. 

 

(iv.) Gains or Profit from business, 

A person's income from a business during a year of income is the amount of gains or 

profits from that business. The following amounts derived from business are 

regarded as gains or profits and they are taxable: service fees; incomings for trading 

stock; gains from the realization of business assets or liabilities of the business; 

amounts derived from the realization of the person's depreciable assets of the 

business; amounts derived as consideration for accepting a restriction on the capacity 

to conduct the business; gifts and other ex-gratia payments received by the person in 

respect of the business; amounts derived that are effectively connected with the 

business and that would otherwise be included in calculating the person's income 

from an investment; and all other amounts derived in conducting the business . 
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(v.) Gains from investments. 

The income from investments include:- Any dividend, distribution of a trust, gains 

from life insurance, gains from an interest in an unapproved retirement fund, interest, 

natural resources payment, rent, or royalty, net gains from realization of investment 

assets (Capital gains), amounts derived as a consideration for accepting a restriction 

of the capacity to conduct the investment. 

 

(vi.) Game of chance and Gambling Tax  

This is tax charged to casinos, private lotteries and slot machines. 

 

(vii.) Withholding taxes 

Is a scheme that is basically not a tax source in itself that is operated on a number of 

payments made by persons in course of doing businesses/investments, example 

investment income? 

 

Indirect taxes, these are taxes, which are based on consumption. Examples of such 

taxes are like Import Duty, Excise Duty, and Value Added Tax (VAT), and others. 

By definition the legal incidence of the tax falls on the trader who acts as a collection 

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

goods or services who eventually pays the tax. 

 

(i.) Value Added Tax (VAT)  

Value Added Tax is a consumption tax charged by VAT registered traders on all 

taxable goods and services at a standard rate of 18%. The VAT is a multistage tax 

levied at each stage of production and distribution up to the retail stage. The tax is 

also levied on taxable imports made by persons whether or not registered for VAT. 

All exports are renovated at zero rates (0%). 

 

All traders or businesses whose taxable turnover exceeds TShs. 40 million per annum 

or Shs. 10,000,000 in a period of three (3) consecutive months are obliged to apply 

for VAT registration to the Commissioner for Domestic Revenue voluntary within 

thirty (30) days of becoming liable to make such application otherwise may be 
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registered on compulsory basis which is accompanied by a fine of two hundred 

thousand (200,000/=) as stipulated in the VAT Act 1997. 

 

Application for VAT registration is done by filling the application form online or 

manually and TRA inspect the business site before approving any registration. One 

registered, the taxpayer is required to submit monthly VAT returns either with 

payment, repayment or a nil return to the month following the month of business. 

Some persons and institutions are relieved from the payment of VAT on supplies or 

on importation of taxable goods and services, while some goods services are 

specifically exempted from VAT. 

 

(ii.) Introduction of Electronic Fiscal Devices (EFDs) 

The Government since 1st July 2010 introduced an Electronic Fiscal Device (EFD) 

System aiming at enhancement of tax compliance. The System is being implemented 

in two phases with the first phase planned to cover all VAT registered taxpayers 

countrywide based on their turnover. In view of this decision, all VAT registered 

traders are obliged to ensure that they use the System as prescribed in Value Added 

Tax (Electronic Fiscal Devices) Regulations, 2010. 

 

According to Regulation 10 (2) of the value Added Tax (Electronic Fiscal Devices) 

Regulations, 2010 all taxable persons are not allowed to conduct or operate any 

business undertaking within Mainland Tanzania without using Electronic Fiscal 

Devices. In order to minimize the cost of implementing the regime, the Government 

meets the cost of purchasing the devices by refunding. 

 

(iii.) Refunds to Outgoing non-citizen Passengers.  

With effect from 1st January 2012 the Government through TRA started to process 

and make VAT refunds to eligible outgoing non-citizen passengers who are 

departing to foreign destinations by using the JNIA or KIA airports. The value for 

the goods subject for refund is the amount at least shs. 400,000/= of domestic 

purchased goods which have not yet used within Tanzania mainland. 
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(iv.) Excise Duty on locally manufactured goods. 

Excise duty is levied on certain specified goods and services for soft drinks, beer, 

wines, spirits, mobile phone services, plastic shopping bags, satellite television 

services, cigarettes and petroleum products. The duty is charged either at specific or 

ad-valorem rates depending on the type of goods. 

Currently there are five ad-valorem rates: 7%, 10%, 20%, 30% and 120% (the 

highest rate of 120% is imposed on shopping plastic bags for the purposes of 

protecting the environment). 

 

Most of the locally manufactured goods are charged excise duty at specific amount 

for a given number or quantity. The items that are charged excise duty at specific 

rates include Cigarettes, wines, spirits, beer, soft drinks (including bottled drinking 

water) and petroleum products. 

 

(v.) Taxes on International Trade 

The Customs and Excise Department administers all taxes on international trade, 

which are:- 

(a) Import Duty, 

(b) Excise Duty on imports and, 

(c) Value Added Tax on imports    

 

(vi.) Import Duty 

The East African Partner States have adopted the Common External Tariff that is 

applied throughout the region from 1st January 2005. The process of harmonizing the 

external tariff has resulted into changes in tariff rates and even tariff codes in certain 

areas. The rates applicable with effect from 1st January 2005 are;- 

(a) zero rated (0%) for raw materials, capital goods, pharmaceuticals, hand hoes 

and agricultural implements  

(b) 10% for semi-finished goods 

(c) 25% for final consumer goods or finished commercial goods 
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However, there are some sensitive goods which attract more than 25% duty rate, 

these include yoghurt and cream containing sweetening matter, cane or beet sugar 

and chemically pure sucrose in solid form, sacks and bags of a kind used for the 

packing of goods and worn clothing and other worn articles 

 

(vii.) Excise Duty on Imports 

Excise duty is levied on certain specified imported goods like wines, spirits, 

cigarettes, petroleum products and saloon cars and specified non-utility vehicles 

which are aged 10 years or more from the date of manufacturing. The duty is charged 

either at specific or ad-valorem rates depending on the type of goods 

 

(viii.) Value Added Tax on Imports 

VAT is levied on all goods and services imported into the country unless such goods 

or services are specifically exempted. All importers must pay VAT regardless of 

whether or not registered for VAT. However, the importer who is registered for VAT 

can claim as an input tax in his business, the VAT paid on the imported goods and 

VAT or imported services the input tax is treated as reverse charge hence added to 

the value. 

 

(ix.) Destination Inspection Fee 

Following the introduction of Destination Inspection (DI) in July 1st 2004, imported 

goods are not subjected to inspection at the country of origin but at their destination. 

In order to complement the DI, mobile scanners were acquired whereby all 

containerized cargo is categorized as red, yellow and green channel. Those in the red 

channel are subjected to physical verification while those in yellow channel are 

scanned. Containers in the green channel are released immediately. All imported 

goods regardless of their value are required to be inspected at a fee of 0.6% on Free 

on Board (FOB) value. 
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Other Taxes includes;- 

(x.) Skills and Development Levy (SDL) 

This is a tax based on the total gross emoluments paid by an employer to the 

employees. It is charged at the rate of 6% of the total gross emolument paid during 

the month and is paid by the employer. 

 

The gross emoluments include salary, wage, leave pay, payment in lieu of leave, 

subsistence allowance, and others. Two thirds (2/3) of the levy goes directly to the 

Higher Education Students' Loans Board (HESLB) since 1st July 2011, and the 

remaining one third (1/3) is remitted to the Vocational Education and Training 

Authority (VETA). 

 

(xi.) Stamp Duty 

Stamp Duty is imposed on certain legal instruments or transactions, affidavit, 

conveyance & lease Agreement. The rates used are 1% and Tsh. 500/-. The rate of 

1% is based on the consideration applicable to non-business persons when issuing a 

receipt whenever they sale their privately owned assets or properties 

 

In order to facilitate availability of credit in the financial sector and development of 

the stock market the maximum stamp duty rate for registration of property for 

security or mortgage is Tshs. 10,000. Stamp duty on conveyance for agricultural land 

is chargeable at Tshs.500 

 

Proceeds of agricultural produce and school fees earned by government and privately 

owned schools, colleges, training institutions; proceeds of game of chance, rental 

income, sale of fish by fishermen, receipts for business income and instruments when 

executed by Export Processing Zones and Special Economic Zones are exempted 

from stamp duty. In addition, the transfers of financial securities by companies listed 

by the Dar Es Salaam Stock Exchange are exempted from stamp duty. 
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(xii.) Airport Service Charges                                         

For the international travel a person has to pay USD 30 and a local travel Tshs. 

5,000. 

 

(xiii.) Port Service Charges 

For the Resident and non-resident travel payment per trip is Tshs. 500 and USD 5 

respectively. 

 

(xiv.) Motor Vehicle Registration tax and transfer fee 

A person has to pay Tsh. 150,000 and 45,000 if he is registering a Motor Vehicle or 

Motorcycle respectively. Alteration fee is Sh 10,000 while a new registration card 

costs Tsh 10,000. The number plates are available to approved suppliers. Transfer fee 

for motor vehicle is Tshs. 50,000 and Tshs. 27,000 for motorcycle. 

 

(xv.) Motor Vehicle annual License fee. 

The motor vehicle annual fee is charged according to its engine capacity as follows:- 

 

Table 2.3: Motor Vehicle Annual Licence Fee [Source: Income Tax Act, 

2004 (As amended)] 

Engine Capacity Annual Fee 

Not exceeding 500cc. Tzs 50,000 

More than 500cc, but not exceeding 1,500cc Tzs. 100,000 

More than 1,500, but not exceeding 2,500cc Tzs 150,000 

More than 2,500cc Tzs. 200,000 

 

Administration of Tax Structure 

There are four departments that are involved directly in the administration of various 

tax laws. These revenue departments are:- 

(i.) Domestic Revenue Department (DRD)   

(ii.) Customs and Excise Department (CED) 

(iii.) Large Taxpayers Department LTD) 

(iv.) Tax Investigation Department (TID) 
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The DRD deals with both direct and indirect taxes while CED is charged with a 

responsibility of collecting indirect taxes on international trade. The other two 

departments of LTD and TID complement the efforts of the DRD and CED. 

 

2.2.2  Taxpayer 

Taxpayer is an individual or entity that is obligated to make payments to municipal 

or government taxation agencies. The term taxpayer generally describes one who 

pays taxes. Taxes can exist in the form of income taxes as required by state 

governments and property taxes imposed on owners of real property (such as homes 

and vehicles) by municipal governments, along with other forms 

(http://www.investopedia.com/terms/t/taxpayer) 

Furthermore, taxpayer can be defined as a person or organization that pay taxes or 

liable to taxation or who is eligible to pay tax. 

 

2.2.3  Tax invoice 

An invoice or bill is a commercial document issued by a seller to a buyer, indicating 

the products, quantities and agreed prices for products or services with which the 

seller has already provided to the buyer. An invoice indicates that payment is due 

from the buyer to the seller, basing on terms of payment. 

 

From the point of view of a seller, an invoice is a sales invoice. From the point of 

view of a buyer, an invoice is a purchase invoice. The document indicates the buyer 

and seller, but the term invoice indicates money is owed or owing. In other context of 

the term invoice is usually used to clarify its meaning, such as "We sent them an 

invoice" (they owe us money) or "We received an invoice from them” that is we owe 

them money (Mponguliana, 2002). 

 

A tax invoice is a specific document, which must keep to the requirements laid out in 

the VAT Act , that allows a vendor (supplier of goods or services) to claim input tax 

on the total value of goods or services supplied to a customer. Where the tax invoice 

must be issued whether the customer request it or not, also each VAT invoice must 

state rate the rate of VAT charged example in Tanzania VAT rate is 18%. 

http://www.investopedia.com/terms/t/taxpayer.asp#ixzz2N432X89i
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2.2.4  Value Added Tax 

Value added tax (VAT) is an indirect tax, which is levied upon supply of any taxable 

goods or services by any business that is registered for VAT purposes. These goods 

or services must be sold or supplied in course of or in furtherance of the businesses; 

VAT is also levied on importation of goods and services (TRA VAT General Guide, 

2010). 

 

VAT also known as Goods Service Tax (GST) and proves to be beneficial for the 

Government. Through implementation of this tax system, Government can raise 

revenues invisibly, where the tax is not shown on the bill paid by the buyer. VAT is 

different from sales tax in various aspects, while sales tax is to be paid on total value 

of goods and services, VAT is levied on every exchange of the product, so that 

consumer do not have to carry the total cost of tax. However, VAT is generally not 

applied on export of goods, and the tax amount is usually refunded to the taxpayer. 

 

Furthermore, VAT can also be recovered; individual consumers cannot recover VAT 

on purchases made by them. However businesses can recover VAT on services and 

materials, which are bought by them in order to continue with the supply of goods 

and services. 

 

VAT is an indirect tax, which is levied upon the supply of any taxable goods or 

services by any business that is registered for VAT purposes, these goods or services 

must be sold or supplied in the course of or in the furtherance of the businesses. VAT 

is also levied on the importation of goods and services. 

 

Where other scholars defined Value Added Tax (VAT) as 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 
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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. 

 

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. 

 

2.2.4.1 Advantages of VAT 

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 for three reasons:  

 

Coverage when tax is carried through the retail level, it offers all the economic 

advantages of a tax that includes the entire retail price within its scope, at the same 

time the direct payment of the tax is spread out and over a large number of firms 

instead of being concentrated on particular groups, such as wholesalers or retailers.  

 

If retailers do evade, tax will be lost only on their margins because customers that are 

registered firms gain nothing if their suppliers fail to collect tax, except delay in 

payment; they will pay more to the government themselves. Under other forms of 

sales tax, both seller and customer gain by evading tax. One particular advantage is 

that of the widening of the tax base by bringing all transactions into the tax net. 

Specifically, VAT gives the government the opportunity to bring back into the tax 

system all those persons and entities who were given tax exemptions in one form or 

another by the previous regime. 

 

2.2.4.2 Disadvantages of VAT 

VAT suffers from various disadvantages, first it is regressive, second it is too 

difficult to administer, third it is inflationary and fourth it favors the capital intensive 

firm. 
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It is claimed that repressiveness of this tax, meaning that its burden falls 

disproportionately on the poor since the poor are likely to spend more of their 

income than the relatively rich person. There is merit in this argument, particularly if 

it attempts to replace direct or indirect taxes with steep, progressive rates. However, 

observation from around the world has shown that steep tax rates lead to evasion, and 

in the case of income tax, it is a disincentive to effort. 

 

Further, there is recent a tendency in most countries to reduce this progressivity of 

taxes as has been done in Ghana where a flat rate of income tax has been introduced. 

In any case VAT recognizes and makes room for progressivity by applying no or low 

rates of tax on essential items such as food, clothes and medicine. In addition it 

allows for steep rates of tax on luxury items, although this can create problems for 

administration and open opportunities for evasion by way of deliberate 

misclassification, a problem incidentally not peculiar to VAT, and which takes place 

extensively in the area of customs duties. 

 

2.2.5 Tax evasion 

Involves the unlawful escaping liability for payment of tax. These are techniques of 

contravening law of taxation. The problem of tax evasion and avoidance is common 

to many tax systems, where all tax authorities have to contend and live with the 

problem, on the other hand the evil practice cannot be eliminated it can only be 

minimized because it is planned and undertaken in a secrecy by the taxpayer and 

sometimes in cooperation with tax consultant and auditor. 

 

Where the higher the degree of tax avoidance and tax evasion would result into 

serious Government revenue shortfalls leading into non realization of Government 

and economic and social development programs, thus bring inequality in the tax 

system which necessitate higher tax rates to compensate for revenue loss. It is 

therefore in the interest of Country to keep the level of tax evasion and avoidance at 

minimum level as possible. 
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Tax evasion on the other hand involves a taxpayer’s deliberate contravention of the 

tax laws 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 or 

deceitful practices in order to minimize or eliminate tax liability.  

 

Typical examples of tax evasion:-  

(i.) Making a false return of income by omitting or understating income or 

overstating expenses.  

(ii.) Making a false statement in a return affecting tax liability  

(iii.) Giving false information on any matter affecting tax liability  

(iv.) Preparation or maintenance of false books of accounts or records  

(v.) Application of fraud example manipulation of stock sheets and valuation, 

destruction of or defacing of accounting records as well as non-issue of sales 

receipts or tax invoices and others.  

 

Where such acts are made with intent to evade tax or assist another person to evade 

tax it constitutes fraud or gross neglect, which is heavily punishable by law. 

 

2.2.6   Proof of fraud  

It is essential that before such heavy penalties are imposed proof of fraud or gross 

(willful) neglect have to be established by the commissioner. Not all acts by a 

taxpayer may constitute evasion. It all depends on the amount involved and the 

prevailing circumstances. The omission of an item of income, false claim of 

expenditure or the wrong total amount by design but a genuine error of omission or 

arithmetic: the frequency of such errors, the amounts involved, the seniority and 

experience of staff or person who caused the error/false statement and other 

considerations should all be considered to establish the existence of fraud. 

 

Where fraud is not established simple or minor omissions/errors are resolved by 

simple sanctions stipulated in the Income Tax Act (2004) such as under:  

(i.) Section 98 which impose penalty for failure to maintain documents or failure 

to file statement or return of income. 
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(ii.) Section 99 that impose interest for underestimation of estimated tax payable 

by installment /making misleading statements. 

(iii.) Section 100 imposes interest for failure to pay tax or late payment of interest.  

 

2.2.7  Tax Avoidance 

Tax avoidance is the legitimatize use of tax loopholes in order to minimize or reduce 

ones tax liability (Brown, J.R 2003) and (Pyle, 2008), also Mpunguliana (2002) 

explained tax evasion as unlawful act of dodging the statutory tax obligations, tax 

evidence take advantage of any loop and hoop holes and weaknesses, deficiencies, 

and loose or vague clauses in tax legislations to minimize or reduce or eliminate tax 

liability. 

 

Kessy (2011) has defined tax avoidance as the practice and technique whereby one 

so arranges his business affairs such that he pays little or no tax at all but without 

contravention of the tax laws. Tax avoidance takes advantage of any loopholes and 

weaknesses, deficiencies and loose or vague clauses in the tax legislations to 

minimize or eliminate tax liability altogether. 

 

Tax avoidance is not punishable in law. Where the tax authorities detect the practice, 

the only solution is to amend the law in order to plug the loopholes and weaknesses 

in the laws that allow the possibility of tax avoidance. It is for this reason that the 

practice of tax avoidance is sometimes considered as legally allowed. However, this 

does not mean that the tax authorities will allow the practice.  

 

Similarly, there is no law that prevents anyone from changing his business 

organization from a sole proprietorship into a partnership or limited liability 

company. Whereas tax consideration may influence the change in the form of 

business organization, there may be other good reasons to justify the change such as 

the need to raise more capital for business expansion or attract necessary skills. It 

may also constitute legitimate tax planning where assets are leased instead of 

ownership because the higher lease rent is allowable over a shorter period instead of 

the smaller amount of depreciation allowance claims over a longer period of time.  
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In all these cases there is no contravention of any law. The taxpayer merely looks at 

the existing legal framework to structure his business transactions to realize the 

maximum tax savings. 

 

2.2.7.1 Causes of Tax Avoidance and Evasion as result of improper invoicing 

Any attempt to avoid or evade tax may be caused by any one or combination of the 

following listed factors: - 

(i.) High marginal tax rates and frequent changes in tax rates such as sales tax 

and import duty, withholding tax, income tax and other taxes, because 

taxpayers may consider distribution of their incomes unfair and may attempt 

to make a unilateral adjustment for equity by non-compliance through tax 

evasion.  

(ii.) Administrative inefficiency, ignorance of taxpayers and bribery to some tax 

officials. Financial constraints, inadequate working tools and lack of staff 

motivation do not encourage tax compliance. Income may remain untaxed 

and tax collection is delayed for various reasons.  

(iii.) Inadequate training and experience of tax administrators coupled with lack of 

exposure to business practices such as transfer price system done by 

multinational corporations may limit tax officials’ ability to expose complex 

international and intercom any tax avoidance schemes and check on stock 

manipulations or proper accounting in long term contracts.  

(iv.) Too many taxes (multiplicity of taxes) are difficult to comply with correctly 

due to lack of knowledge of the detailed provisions of all the tax laws, too 

many due dates and too much return to complete, accounting staff shortages 

and different complexities in the laws etc. There are more than thirty tax laws 

in Tanzania. There is a need to rationalize the tax regime further.  

(v.) Low prospect of detection and punishment of tax evaders. The more tax 

evaders a person know who are not caught and punished, the more likely he 

or she will also join the band wagon of tax evaders (induced evasion). Where 

tax evaders are caught the penalty should be sufficiently deterrent. That is 

why a selective prosecution policy is necessary. However with effect from 1st 
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July, 1997 the penalties for non-compliance appear too harsh and arbitrarily 

enforced.  

(vi.) Deficiencies in the legal structure of the tax laws (poor draftsmanship) and 

complexity allow tax avoidance.  

(vii.) Traditional and cultural tendency to hate and evade taxes (low tax morality). 

In Tanzania tax evasion seems to generate some sense of cheap heroism to 

the evaders. The practice is generally not seen by the society as a stigma.  

(viii.) The wasteful manner in which the Government departments spend the 

revenue and lack of clear benefits to taxpayers through improved social 

services has some negative influence on tax compliance.  

 

2.2.7.2 Effects (consequences) of Tax Avoidance and evasion. 

Although the concepts of tax avoidance and tax evasion are different, the purpose 

and net effect of these concepts are exactly the same i.e. the reduction or elimination 

of tax liability resulting into:- 

Government revenue loss leading to non-realization of budget plans and objectives 

for economic and social development; 

 

Non-realization of other non-revenue goals of taxation example inequality in 

taxation, as some law abiding citizens or those with no opportunity to evade tax such 

as employees, bear a disproportional heavier tax burden than others; 

 

Alternative sources of government revenue such as the running of government 

budget deficits is inflationary and foreign loans/grants dependency causes heavy 

foreign debt burden (loan repayment with interest drains foreign reserves) and may 

be politically undesirable. 

 

2.2.7.3 How to Minimize Tax Avoidance and Tax Evasion 

It becomes relatively easier to design effective ways and means of fighting tax 

avoidance and evasion if we know the causes. All efforts should go towards 

minimizing or containing the causes.  
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In the light of the above causes of tax avoidance and evasion the following should be 

undertaken. 

(i.) Keep the marginal tax rates low, bearable and not subject to frequent 

changes.  

(ii.) Promote administrative efficiency by providing better modern tools example 

computers, transport, adequate financial resources and staff motivation (good 

salaries, housing, and promotions).  

(iii.) Carry out technical staff training on accountancy, tax laws, exchange visits 

with other countries, practical business exposure and taxpayer education 

especially for small businessmen to encourage voluntary compliance.  

(iv.) Carry out a major selective prosecution policy and punishment particularly on 

major taxpayers with a view to punish them for deterrence effect. Tax 

officials may be punished for corruption and inefficiency.  

(v.) Avoid multiplicity of taxes by retaining a few major productive taxes only to 

make easier administration and compliance.  

(vi.) Design clear and simple tax laws and avoid ambiguity for better legal 

draftsmanship of the laws.  

(vii.) Judicious and rational expenditure of revenue by the government. If taxpayers 

see that their taxes are well spent, voluntary compliance is likely to improve.  

 

2.2.7.4 Government policy towards tax avoidance and evasion 

On the basis of the above negative implications arising from tax avoidance and 

evasion which are exactly output of improper invoicing, the government policy will 

fight against and discourage both practices of tax avoidance and evasion section 33 

to section 35 of tax avoidance arrangements. Some other provisions against tax 

avoidance and evasion are under sections 98 to 124 of the Income Tax Act 2004. The 

other tax policy tool particularly against tax avoidance is to enact timely amendments 

of pensive of the tax acts wherever it is detected those certain provisions of the law 

allow tax avoidance in a major scale. The timely amendment of the law is in the 

nature of preventive tax maintenance to pre-empt possible avoidance and evasion. 
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2.2.8  Tax exemptions 

Luoga (1995), explained about tax exemptions as the one that make certain groups be 

isolated from taxes and ideologically variety of taxes will be introduced or tax rate be 

raised to compensate the sacrificed taxes. The business person on their ways to 

minimize tax is through tax evasion, tax avoidance and tax planning, academic 

research has showed that there are reasons besides agreed one for attempt by the 

citizens to minimize their tax liability. Tax evasion takes much different form 

depending on the type tax base and the opportunities for evasion. Although most of 

forms include non-reporting (not issuing tax invoice) and under reporting (under 

invoicing) of taxable income, non-payment of tax due, omissions of significant 

information or partial representation of significant facts. 

 

However in 1995, commissioner of income tax argued that, tax evasion, is often 

discussed in conjunction to tax avoidance. The commonest and easiest definitions of 

tax evasion and tax avoidance are that tax evasion is illegal and tax avoidance is legal 

and both minimize tax liability. 

 

Also Lutainulwa (1995), explained about taxpayers habits and practices of not 

paying taxes, he said that '' most taxpayers normally try to avoid paying taxes, by 

doing so they end up with evading paying taxes which is illegal as per requirements 

of the law, thus committing a serious crime, and end up paying fines and penalties 

which is a burden to a businessperson''.  

 

2.3 Empirical Literature review 

Policy forum, (2009) was trying to explain on the Tanzania Budget 2009/2010 with 

respect to Tanzania Government's Revenues collection, where it indicated that 

Government revenues will decline persistently until the end of 2012, the brief 

highlights of some of the challenges the Government will face in light of reduced tax 

revenues in the wake of oncoming global financial crisis but also give vivid insight 

with regard to how much revenues Tanzania loses through uncollected tax and 

mispricing. 
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Where over the past years the Government of Tanzania has focused itself on raising 

revenue from a limited number of sources, and tax adjustment focused on drinks, 

fuel, cigarettes and tobacco products, also Value Added Tax (VAT) and Pay As You 

Earn (PAYE) have been the major focus of taxes. Thus the current general consensus 

among the citizens is that these sectors are already overtaxed and Government cannot 

impose any further taxes in these areas aggravating the already rising costs of living 

and sinking the population into further poverty. Hence the emerging question is from 

where else can the Government raise more revenues? 

 

The Government's Revenue  projections  was that revenue for the year of income 

2009/2010 expected to fall persistently until the end of 2012, according to budget 

guidelines for 2009/2010 domestic revenues had been projected at 17.0 percent of 

GDP in 2009/2010 from 17.7 percent in projection budget of 2008/2009 and  

expected to reach 17.5 percent in 2011/2012, where the foreign assistance projected 

at 8.9 percent of the GDP in 2009/2010 from 9.1 percent in 2008/2009, and further a 

decline of 5.3 percent envisaged in the medium term. The overall resource envelope 

in 2009/2010 projected to decline to 25.9 percent of GDP, which is equivalent to a 

decline of 0.2 percent compared to budget of 2008/2009, this trend persisted and 

reach 22.8 percent in 2011/2012. 

 

Since the Government has committed itself to continued commitment with its policy 

of zero domestic borrowing for budget financing over the MTEF period, this 

therefore implies that the Government has to look to other sources of revenue to 

cushion its dwindling sources. 

 

According to ESRF report(2011) the budget for 2011/2012 submitted by the Minister 

Of Finance (MOF) in June2011, the number of national priorities which have been 

given special attention electricity, water, transport, transportation infrastructure 

(roads, railways, ports, airports, national optic fiber), agriculture, irrigations, job 

creations in private and public sectors. 
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Furthermore, the emphasis also directed at ensuring that the achievements attained 

under education and health sectors are protected as well as improving the quality of 

service delivered. However despite of the good intention the Government has for 

public health but its commitment was not been backed by adequate resources, 

according to the budget framework the sector had been allocated with 1,209.1 billion 

Tanzania shillings that is 8.9 percent of the total budget, but this amount is an 

increment of 0.3 percent compared to tzs. 1,205.9 billion Allocated to previous 

financial year 2010/2011.Policy forum, (2012) 

 

2.4 Why taxpayers issue improper tax invoice 

It is the fact that, traders have habit of issuing wrong invoice in almost every 

transaction pursued they issue improper tax invoice by understating their sales or not 

issuing invoice at all in order to mislead the commissioner to compute taxable 

income, since computation of tax for a business person is determined by different 

factors including nature of business of a trader, expenses incurred and profit earned 

or expected to earn, all these factors inclusively used to determine the taxable income 

that provide tax to be paid by the trader, therefore any mislead of information cause 

wrong taxable income hence lead to low or high tax to be paid. At last traders tend to 

complain that tax officers establish higher tax rates or they ask why Government 

faces deficit budget while it collect revenues. 

 

Having gone through all these challenges of deficit budgeting the Government 

through parliament has improved the tax bases legally by amendment of some parts 

of the Income Tax Act and VAT Act, so as to boost revenues collection, this is 

evidenced by introduction of Electronic Fiscal Devices (EFD) as stipulated in 

Regulation 20 of VAT Act 2010, which requires every registered trader for VAT to 

acquire the EFD machine 

 

EFD is the electronic machine used to issue fiscal receipts, the machine is 

computerized in the TRA system and tax officers can view the operations of 

businessmen in using EFDs while they are at their offices, the EFDs has contributed 

to greater relief to TRA on monitoring of improper issuance of tax invoice hence 



34 

penalize traders who do not use EFDs properly. Overall the introduction of EFDs 

increases revenues collection by TRA to the Government, and efforts made through 

taxpayer's education to register for VAT on voluntary basis has proved success to the 

greatest extent and many traders are still registering for VAT , because a registered 

person is allowed to claim credit against out tax liability for VAT imposed used in 

acquisition of taxable supplies, also any person who is registered for VAT is given a 

registration number called VAT Registration Number ( VRN) as the identity of a 

registered trader and the VRN is required to appear in each transaction pursued by 

this person.  

 

2.5 Analysis of improper issuance of tax invoice 

As per case study Ilala tax region, specifically kariakoo, the problem of under 

invoicing, not issuing receipts and using same receipts for more than one customer 

especially for the Electronic Fiscal Device (EFD) receipts are common challenges 

faced by tax officers at Ilala tax region on their daily activities of enforcing tax 

compliance to taxpayer’s, the TRA at Ilala regional office apply various measures to 

boost regional revenues collection through the following ways;- 

(i.) Normal flow follow up 

At this case the regional revenues target are distributed to each officer with the list of 

taxpayers with all types of taxes and amount to be collected from each type of tax, 

then to make follow to ensure that the target established is achieved by each 

individual officer through a clearly report summary that show targets established to 

each type of tax and the amount of tax collected per each type of tax, and the 

percentage of tax collected to target established which used as one of the 

performance measure for a particular officer. This report is submitted at the end of 

each month. 

 

(ii.) Extra efforts follow up 

These are targets imposed by Regional Manager (RM) so as to increase the efforts of 

tax officers in revenues collection, where the RM may impose any amount by writing 

an internal memo to each officer, example in January 2013 the  RM imposed an extra 

effort of 150million target to each tax officer in examination and auditing sections 
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where officers were required to meet the collection target as per RM directives, this 

is a tough assignment and each officer is required to prepare a weekly report on the 

progress of 150 million collection target, where the reports are submitted every 

Monday until the end of the month which provide a cumulative monthly report 

collection to meet the 150million target. 

 

Having done these two measures they stimulate and foster tax compliance where 

taxpayers increase the rate of paying taxes which they are obliged to pay such as 

corporate tax, personal income tax, VAT, skills and development levy (SDL), 

property tax, pay as you earn (PAYE), withholding tax and others which boost 

revenues collection at Ilala regional office, tax officers employs extended effort to 

ensure that they achieve the target imposed which involves extensive physical 

surveys to traders (Kariakoo, city centre and Buguruni streets through block 

management), taxpayer’s education on importance of tax compliance (paying taxes, 

registering for VAT if eligible, issuing of receipt properly, proper keeping of records, 

preparing financial statements and income statements), surveillance visit and other 

activities. All these actions taken by tax officers to great extent they reduce improper 

issuance of tax invoices thus boost revenues collection. 

 

2.6 Conceptual Framework for the study and data analysis. 

Improper invoicing as a dependent variable is influenced by different independent 

variables such as low level of voluntary tax compliance, taxation system and 

perception of fairness, low quality of public services in return for taxes, lack of rule 

of law and weak jurisdiction, high compliance costs, demographic variables, attitude 

of tax payers, perception of tax crime by the society, good governance, 

accountability, tax morale, capability of tax officers, and inaccessibility of tax payers 

from the tax offices, lack of patriotism to some of the tax payers and tax officers. 

 

2.6.1  Low level of tax (voluntary) compliance 

It is a fact that taxpayer’s willingness to pay tax differs widely across the world; it 

cannot be viewed as simply depending on tax burden. Rather empirical research 

indicates that taxpayers throughout the world pay more taxes than can be explained 
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by even the highest feasible levels of auditing, penalties and risk aversion  Alm etal, 

(2007). 

These high levels of tax compliance result from the tax morale of the society that 

foster self-enforcement of tax compliance. Tax morale is however not easy to 

establish, especially for countries without deep routed culture and habit of paying 

taxes it is difficult to establish tax morale. 

 

2.6.2  Low quality of public services in return for taxes 

In general, citizens expect some kind of services or benefits in return for the taxes the 

paid. If the Government fails to provide basic public goods and services or provide 

them insufficiently, citizens may not be willing to pay taxes; hence tax evasion and 

avoidance will be the consequence  Pachev (2005) and Brautigam et al, (2008) 

 

2.6.3  Taxation system and perception of fairness 

Some studies suggested that presence of higher tax rates to some of the systems 

fosters evasion (improper invoicing), the intuition is that higher tax rates increases 

tax burden and hence lowers the disposable income of the taxpayer ( Chipeta, 2002). 

However the level of tax rate may not be the only factor that influencing peoples 

decision about paying taxes. In fact the structure of the overall tax system has an 

impact also, if for example tax rate on corporate profits is relatively low, but 

individuals are facing high rate on personal income, they may perceive their personal 

tax burden as unfair and choose to declare only part of their income. 

 

Similarly, large companies can often more easily take advantage of tax loopholes, 

thereby contributing to the perceived unfairness of the tax system. Therefore tax rate 

and overall structure of tax system have significant effect on disposition to evade or 

avoid taxes as component of improper invoicing. 

 

2.6.4  Lack of rule of law and weak fiscal jurisdiction 

Strong fiscal court is essential to protect taxpayer's rights and safeguard them from 

arbitrariness. If the legal system do not operate in accordance to the rule of law, 

citizens has to fear arbitrariness, discrimination, unequal attendance in court and 



37 

other inequalities. Lack of rule of law reduces transparency to public action and 

fosters distrust among citizens. As a result citizens may not be willing to finance the 

state through taxes, and decide to evade the liabilities  

 

2.6.5  Competence of tax officers 

 Competent skills are highly required in detecting fraud and identifying illegal 

arrangement by taxpayers who evade tax needs, competent staffs with integrity who 

reduce improper issuance of tax invoices are needed, while incompetence of officer 

may seduce or attract even obedient taxpayers to issue improper invoices. 

 

2.6.6  High compliance costs  

 These are cost that taxpayer has to bear in order to gather necessary information, 

example fill out the tax forms, submission of required documents. In particular Small 

and Medium Sized businesses (SMEs) suffer from high compliance costs leads to 

easy tax losses through improper invoicing, since it will be difficult for tax authority 

to deal such planning due to cost that will be involved and time factor. 

 

2.6.7  Mobility of taxpayers  

It is another factor that accelerates improper invoicing and tax loss, because most of 

businesses are informal and operate in very remote area where by taxpayer address 

and information will not be obtained so to assess income liable to tax.  

 

2.6.8  Demographic variables  

Issues such as gender, level of education, income influences taxpayer’s behavior. 

Direct taxes are evaded by individual with high income, while indirect taxes are not 

entertained by low income earners. 

 

2.6.9  Perception of crime and level of punishment issued 

The crime or offence of not paying taxes to the society bring about tax loss to the 

Government, that the society perceive tax loss as a very minor offence than other 

crimes such theft, and robbery, hence they do not feel guilty morally when they do 

not pay taxes. 
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2.6.10  Schematic diagram of variables influencing improper issuance of tax     

invoices and their relationship 

 

Figure 2.1: Conceptual Framework 

 

 

Source: Designed and compiled by the researcher. 
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2.7 Tax theories and models  

The economists have put forward many theories or principles of taxation at different 

times to guide the state as to how justice or equity in taxation can be achieved.  

The optimal design of a tax system has long fascinated economic theorists and 

flummoxed economic policy makers. Ramsey, (1927) and Mirrlees, (1971) are 

economists pictured out  about optimal tax policy and put forward eight general 

lessons suggested by optimal tax theory as it has developed in recently decades 

which are as follows;- 

(i.) Optimal marginal tax rate schedules depend on the distribution of ability 

(ii.) Optimal marginal tax rate schedule that decline at higher incomes 

(iii.) A flat tax, with universal lump sum transfer, which is close to optimal 

(iv.) The optimal extent of redistribution rises with the wage inequality 

(v.) Taxes should depend with personal characteristics as well as income 

(vi.) Only final goods ought to be taxed, and typically out to be taxed uniformly 

(vii.) Capital income out to be untaxed, at least in expectation 

(viii.) In stochastic, dynamic economies, optimal tax policy requires increased 

sophistication 

 

2.7.1  Standard theory of optimal taxation 

Posits that a tax system should be chosen to maximize a social welfare function 

subject to a set of constraints. The literature on optimal taxation treats the social 

planner as utilitarian that is a social welfare function is based on utilities of 

individuals in the society.  In most general analyses literature uses social welfare 

function which is nonlinear function of utilities, this nonlinearity allows for social 

planner who prefers equal distribution of utility. 

 

In other world there are good reasons why lump-sum taxes are rarely used. Most 

important is that, this tax falls equally on rich and poor, placing a greater relative 

burden on the latter 
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2.7.2  Laffer theory taxation 

Arthur Laffer contributed considerably to the neoclassical taxation theory. He 

demonstrated the relationship between tax rates and tax revenues collected by the 

Governments through curve known as 'Laffer Curve’, established a quantitative 

relationship between progressive taxation and budget revenues. According to Laffer, 

an increase in the tax burden leads to an increase in state revenues only up to a level, 

where they start to decrease. The higher the tax rate, the higher the motivation for tax 

evasion. When the tax rate reaches a certain limit, entrepreneurship incentives are 

suppressed, the motivations for production expansion are reduced, taxable income 

decreases, and as a result, a part of the taxpayers will transfer from the legal to the 

shadow sector of the economy (illegal business with improper issuance of tax 

invoices).  

 

Further, the basic idea behind tax rates and tax revenues is that changes in tax rates 

has two effects on revenues which are the arithmetic effect and economic effect. The 

arithmetic effect is that if tax rates are lowered, tax revenue (per dollar of tax base) 

will be lowered by the amount of decrease in tax rate. The economic effect however 

recognizes the positive impact that lower tax rates have on work, output and 

employment. Raising tax rates has an opposite economic effect by penalizing 

participation in the taxed activities, the arithmetic effect always work in opposite 

direction from the economic effect. 

 

Figure 2.2: Laffer curve is demonstrated As Depicted 
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From the above figure, it suggests that as tax increases from low levels, tax revenue 

collected by the Government also increases. It also show that tax rate increasing after 

certain point (T*,R*),  would cause people not to work as hard or not at all, thereby 

decreasing  tax revenue. Eventually if tax rates reaches 100 percent (the far right of 

the curve), then all people would choose not to work because everything earned 

would go to the Government. 

Government would like to be at the point (T*, R*), because it the point at which 

Government collect maximum amount of tax revenues while people continue to work 

hard. 

 

2.7.3  Ability to pay theory taxation 

It is the most popular and commonly accepted principle of equity or justice in 

taxation, that citizen of the country should pay taxes in accordance with their ability 

to pay. It appears reasonable and taxes should be levied on basis of taxable capacity 

of an individual. For instance if taxable capacity of person X is greater than person 

Y, hence X should pay more tax than person Y. 

 

If taxes are levied on this principle, justice can be achieved, but difficulties do not 

end. The economists are not unanimous as to what they should be exactly measure of 

person's ability to pay, this is due to the following view points;- 

(i.) Ownership of property, some economists are of the opinion that ownership of 

the property is a good measure of one's ability to pay. The idea is out rightly 

rejected on the ground that if a person earns large income but do not spend on 

buying any property, he will then escape taxation. On other hand  another 

person earning income buys a property, he will subject to taxation, then this 

lead to unjustifiable scenario that a person earning large income is exempted 

from taxation and another person earning small income is taxed. 

 

(ii.) Tax on basis of Expenditure, It is also asserted by some economist that ability 

or faculty to pay tax should be judged by expenditures in which a person 

incurs. The greater the expenditures the higher the tax should be charged and 

vice versa. The view point is unsound and unfair in every respect, a person 
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having large family to support has to spend more than a person having small 

family, if expenditure is taken as the test of one's ability to pay, then the 

person who is already burdened with many dependents will have to pay more 

taxes than the one with small family depends, so it is unjustifiable. 

 

(iii.) Income as the basics, most economists are of opinion that income should be 

taken as the basis of measuring one's ability to pay tax. It appears just and fair 

if income of one person is greater than another one, the one with more 

income should be asked to pay more to the Government than the lower 

income earner. That is why in the modern tax system of countries of the 

world, income has accepted as the best test for measuring person's ability to 

pay tax. 

 

2.7.4  Benefit theory of taxation 

According to this theory, the state should levy taxes on individuals according to 

benefit conferred on them. The more the benefits a person derives from the state 

activities, the more he should pay to the Government. Hence the principle has been 

subjected to several criticism on the following grounds;- 

(i.) If the state maintains certain connection between benefit conferred and 

benefits derived, it will be against principle of tax. A tax as universal defined 

as a compulsory contribution made to the public authorities to meet the 

expenses of the Government and provision of general benefit, there is no 

direct quid pro quo in the case of tax. 

(ii.) Most of the expenditures incurred by the state for general benefits to the 

citizens, it is not possible to estimate the benefit enjoyed by a particular 

individual every year, that is utility derived to each individual cannot be 

measured. 

(iii.) In practice the principle or theory of benefit is not applicable, and if it applied 

the poor will have to pay heaviest taxes because they benefit more from the 

services rendered by the state. If more revenues is obtained from poor people 

by way of taxes, it is against the principle of justice. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1  Introduction 

The research methodology is an approach used by a researcher investigates a subject. 

This part of the study examined the methodology that employed for data gathering 

and analysis, including the Research design, area of study, methods of data 

collection, sample size and sampling procedure. The other items of this chapter are 

data collection methods, validation of the instruments, administration of 

questionnaire and finally the methods employed to analyze the data. 

 

3.2  Research Design 

According to David et al (2010) research design is a roadmap used to guide 

implementation of the study. There were different designs available for research 

studies. Hence the need to gain familiarity with different factors attributed to 

improper invoicing in Tanzania. The corporate tax system studied using selected 

companies paying corporate tax and individuals (small and medium) taxpayers, 

which are based in Ilala Tax Region. Due to the sensitivity of the issue under the 

study and inaccessibility of other up country regions levying corporate tax, only 

taxpayers in Ilala tax region has been visited. 

 

During this research, I have used a case study design of TRA in Dar Es Salaam. The 

design was useful to collect all relevant data because the case study provided greater 

opportunity and flexibility in the data collection process, and save the way for 

focused study where a single unit has been intensively studied, and the information 

verified on the spot through interviews, questionnaires and documentation. Hence 

secured accurate information about the topic. 
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3.3  Case study design 

In order to obtain appropriate data and information, the case study is engaged, 

because it is simple and focuses on single areas which allow variety of data 

collection method to be used, Cooper and Schindler (2006). 

 

Perhaps, the case study design gave a room for the researcher to analyze the 

particular unit in detail. It is less costful as compared to silvery and experimental 

design and it is flexible in the use of data collection method. 

 

3.4  Methods of data collection. 

In this study the main source of data were questionnaires, personal interviews and 

documentations. The questionnaire consisted of properly constructed open and close 

ended questions in order to obtain precise answers from the respondents. Expert 

opinion was sought for in order to validate the content and the structure of the 

questionnaire during the pilot study. The sample was obtained using a combination 

of non-probability sampling and probability sampling methods Sample of taxpayers 

for questionnaires, a corporate tax register used.  

 

Where, other sources used to collect data pertaining to factors attributed to improper 

invoicing includes internet, magazines, books and journals were used to gather 

secondary data. Factors for improper invoicing however have not widely discussed 

by researchers and by this reason the data collection through documentation was a 

little bit cumbersome as most of literatures found in internet were not much relevant. 

This research study therefore constituted more of primary data, which made available 

through questionnaires, interviews and some documentation. 

 

3.4.1  Interviews in research. 

Kothari (2004) outlined that interview is the only method for studying abstract and 

intangible personal factors such as attitudes, feelings and reactions that cannot be 

observed. It also permitted a researcher to get a hold of first-hand information, by 

assuming that the best person to narrate any event is the one who has been personally 

involved in it. Also, Cohen et al (2007) explained that an interview allows for 
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adaptability, as there were chances for clarification and elaboration on points raised 

by either side of the interviewer or of the interviewee. In this study, semi-structured 

face-to-face interview were used for collecting data from business traders and tax 

officials concerning the factors for improper invoicing. 

 

3.4.2  Questionnaires in research. 

Kothari (2006), explained about questionnaires as the one which consist of number 

of set of questions typed and printed in a defined order in a form or set of forms. It 

involved both closed end and open ended question giving respondents an opportunity 

to select appropriate answers in line with the opportunity to express answers without 

any limitations in all issues that contributed to improper invoicing. Questionnaires 

were mostly used due to their ability to collect more information from the source.  

 

3.5  Unit of Data Analysis 

Due to time constraints all data collected for the study originated from DSM 

corporate regions to represent other regions. Although a sample of sixty corporate 

taxpayer were chosen for questionnaires and the sample of twenty tax officials were 

randomly selected for the purpose of giving their general view on the factors that 

influence improper invoicing in Tanzania. Hence from the unit of respondents data 

has been analyzed for the study, where the questionnaires administered on the 

business premises, thus ensured that responses in the questionnaires are confidential. 

 

3.6  Data Analysis 

Kothari (2004) explained that data analysis is a process that involves editing, coding, 

classifying and tabulating the collected data.  

 

With respect to this study both qualitative and quantitative data analysis techniques 

has been used. Qualitative data, particularly responses from interviews and open-

ended items of the questionnaires were subjected to content analysis. The loom 

basically involved a thorough and repeated reading of all the written responses of 

each respondent, underlining the main ideas and then extracting the core meaning.  
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Hence the phenomena allowed the exploration of qualitative similarities and 

differences of respondents’ ideas. Results were categorized on the basis of 

similarities and core meaning, whereby each category represented a distinctive way 

of understanding. Quantitative data were derived from different documents as well as 

questionnaires. They were extracted, classified, tallied and computed into 

frequencies and percentages. Hence, systematically were presented in tables and 

graphs. 
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CHAPTER FOUR 

 

DATA PRESENTATION, ANALYSIS AND DISCUSSION 

 

4.1  Introduction  

This chapter presents the results and deliberations of the study. It provides socio-

demographic distinctiveness of respondents; and presents the results of the factors 

influence improper invoicing in Ilala tax region. Since the data collected cut across 

different categories of taxpayers particular small businesses, medium businesses and 

large businesses where among these categories, taxpayers are sub divided into VAT 

registered traders and non VAT registered traders, where the law requires VAT 

registered traders to issue fiscal tax invoices (from EFD machine) only and those 

who are not registered for VAT are required to issue manual tax invoices (from 

receipt books). 

 

4.2  General Characteristics of the Respondents 

The study majored on the behavior of taxpayers in their usual business conduct, the 

study observed that the broad category of traders is between those who have acquired 

and use EFD machine, the other category is those traders who are not yet registered 

for VAT and use normal receipt books to facilitate their transactions. Also according 

to the law a business entity may not registered for VAT because of nature of the 

business an entity is doing as stipulated in the second schedule of VAT Act 1997 

example of exempt supplies are pesticides, fertilizers, health supplies, education 

supplies, veterinary supplies, books and newspaper supplies, financial and insurance 

services, supply of water except bottled or canned, funeral services, agricultural 

implements, tourist services, postal supplies, games of chance, computers and its 

accessories, firefighting equipment and others, any business entity dealing with 

business of mentioned supplies is not eligible for VAT registration. 
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Question 1: Have you registered with VAT? 

 Findings 

Field survey across the study area found that 47.1 percent of the respondents were 

registered for VAT and some of them have already acquired and use EFD machine, 

and some few others are still placing their orders/part payments to acquire the 

machines. Also 52.9 percent of the respondents are not yet registered for VAT. 

 

Table 4.2: General Characteristics of Respondents 

VAT registration status Frequency % 

Registered traders 80 47.1 

Non Registered traders 90 52.9 

Total 170 100 

Source: Research data, 2013 

 

Figure 4.2: General Characteristics of Respondents 

 

Source: Research data, 2013 

Frequency

Registered traders

Non Registered traders
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4.3  Sex and Age of the respondents  

Question 2: What is your age and sex? 

Findings 

Field surveys through the study area found that 52.9 percent of the respondents were 

males and 47.1 percent were females (Table 4.2). This result discovered that males 

engaged more in business than females, and majority of business traders their age 

ranges between 21-50 years old. 

 

 Table 4.3: Sex and Age of the Respondents 

age and 

sex  

less than 20 

years 

between 21-50 

years 

above 50 

years total frequency 

Male 5 64 21 90 52.9 

Female 1 71 8 80 47.1 

Total       170 100 

Source: Research data, 2013 

 

Figure 4.3: Sex and Age of the Respondents 

 

Source: Research data, 2013 
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4.4   Business experience of the respondents  

Question 3: How long have you been in business? 

Findings 

The findings also exhibited that majority of respondents were experienced business 

traders (above 5years) who counted to about 54.7 percent and the young and growing 

businesses (less than 5years) were about 45.3 percent where number of old business 

is greater than the number of new growing business in a ratio of 55:45 percent, since 

because previous years in 1990's to 2005 many business were informal business and 

unevenly distributed within the region thus identifying and transforming them into 

formal business takes time and unfortunately lead to few small number of registered 

businesses, ( figure 4.4) 

 

Working experience characteristics of the respondents provided starting point for 

assessing how experience of respondents influence tax compliance attitude as 

explained by RW McGee (2006) demonstrated that recognition of neglected role of 

ethics in individual behavior, that is individuals do not always behave as the selfish, 

rational, self interested individuals, education is the best weapon to suppress all 

altitudes of improper invoicing because for small businesses many times they do not 

issue tax invoices because they do know that it is a legal requirement, while for 

medium and large business they issue improper invoice sometimes is because they 

do not know impact of their altitude of improper invoicing, RW McGee denotes that 

younger taxpayers (less than 5years working experience) are more willing to take 

risks of issuing improper invoicing that lead to tax loss than experienced taxpayers.  

 

Table 4.4: Business Experience of the Respondents 

Business experience Frequency % 

Less than 5 years 77 54.7 

More than 5 years 93 45.3 

Total 170 100 

Source: Research data, 2013 
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Figure 4.4: Business Experiences of the Respondents 

 

Source: Research data, 2013 

 

4.5  Education level of respondents 

Question 4: What level of education do you have? 

Findings 

At this clause the study was engrossed in ascertaining the education level of 

respondents which was fundamental in order observe how education level influence 

improper invoicing altitude to taxpayers (business person), the table below depict 

field results as follows; 
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Table 4.5: Level of Education 

 Primary education 

level 

Secondary education 

level 

Certificate education 

level 

Registration 

status for VAT 

Frequency % Frequency % Frequency % 

VAT traders 3 23.1 65 72.2 51 76.1 

Non VAT traders 10 76.9 25 27.8 16 23.9 

Total 13 100 90 100 67 100 

Source: Research data, 2013 

 

Figure 4.5: Level of Education 

 

Source: Research data, 2013 

 

The Survey data in Table 4.5, undoubtedly illustrate that the majority of taxpayers 

have secondary education level, where about 72.2 percent are already registered with 
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they are dealing with exempt supplies). 
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Another observation indeed is there was very few business traders with Primary 

education level, out of them about 76.9 percent have not registered for VAT, and 

only 23.1 percent of primary level taxpayers have registered for VAT. 

 

Where taxpayers with certificate education level includes diplomas, degrees, masters 

and professional studies, and 76.1 percent are already registered for VAT , only 23.9 

percent of the certificate level have not registered for VAT. 

 

It is evident that the level of education influences taxpayer's altitude to tax laws and 

regulations, most of taxpayers with education level of at least secondary level 

complies to laws and regulations than those with education level less than secondary 

level, thus a trader who have knowledge about pros of VAT will definitely register 

themselves for VAT than those with primary education will take such a long time to 

understand.   Also proportional of VAT registered traders to non registered traders 

proved that as the level of education increases to a taxpayer the willingness and 

motive to register for VAT increases, this is why at level of certificate the number 

traders with VAT has increased to 76.1 percent.  

 

4.6  Respondents’ tax compliance  

Question 5: Do you issue receipt for each transaction you conduct? 

Findings 

Survey findings about tax compliance on proportional between registered traders 

with VAT who use EFD machine as means to foster their transactions and those who 

are non registered with VAT (those who uses manual receipt book to facilitate their 

transactions) revealed that majority of taxpayers who are registered for VAT issue 

receipts (about 67.96 percent) that is they comply to VAT Act which requires the 

VAT traders to keep proper records. 

 

The respondent's findings also portrayed that large proportion of taxpayers  (about 

85.07 percent) who are not registered for VAT do not issue receipts, Robinson,(2013) 

explained about the impact of discovery of VAT to revenue collection by the 
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Governments, because it simplifies work to tax administrations which focuses only 

on compliance and enforcement.  

 

Furthermore, about 32.04 percent of taxpayers who are not registered issue receipt 

and only 14.93 percent of traders registered for VAT did not issue receipts. Overall 

survey findings from this criteria complement that many taxpayers with EFD 

machine they issue receipts unlike the business traders who have not yet registered 

for VAT (figure 4.4). This implies that majority of VAT traders issue receipts unlike 

those non VAT traders, 

 

Table 4.6: Tax Compliance 

VAT status Traders issue receipts 

Traders do not issue 

receipts Grand total 

  Frequency % Frequency % Frequency % 

VAT traders 70 67.96 10 14.93 80 47.06 

Non VAT traders 33 32.04 57 85.07 90 52.94 

Total 103 100 67 100 170 100 

Source: Research data, 2013 

 

The information pertaining to the above findings can be presented in the figure 

follows;- 
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Figure 4.6: Tax Compliance 

 

Source: Research data, 2013 

 

4.7  Level of tax collection as per offences raised in Ilala tax region 

Question 6: Does punitive measures reduce non compliance behavior? 

Findings: 

At this scenario the researcher planned to evaluate whether there is an improvement 

in compliance through offences being compounded and the punishments given 

towards noncompliant traders.  

 

The study revealed that Tzs 896,900,000 was imposed as fines for non-compliance 

behaviors in the year of income 2011 and Tzs 669,900,000 was imposed as the fine 

imposed for 2010. This shows an increment of 33.95 percent of imposed fines from 

2010 to 2011. Also there was an increase of 22.57 percent of fine imposed between 

the year 2011 to 2012. Hence, total revenue collection per annum increased by 31.48 

percent from 2010 to 2011 and revenue increased by around 15.9 percent from 2011 

to 2012. The mentioned data are depicted in the table below. 
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Table 4.7:   Level of Tax Collection Due to Offences Raised/Non Compliance 

Behavior  

S/N DETAILS YOI 2010 Y01 2011 YOI 2012 

1 Number of offences raised 396 448 629 

2 Number of cases compounded 300 409 598 

3 Fine imposed 669,600,000 896,900,000 1,098,400,000 

4 Amount of fine paid 468,000,000 619,900,000 897,300,000 

5 Revenue collected  Per Annum 228,879,529,844 300,928,329,411 348,871,533,001 

Source: Research data, 2013, from annual Block Management Reports. 

 

4.8   Factors causing improper issuance of tax invoices 

The term improper issuance of tax invoice, covers all habit of traders on under 

invoicing of sales, overstating of expenses, failure to issue receipts for non VAT 

traders and also failure to use EFD machines for VAT registered traders that is they 

use manual receipt book instead of EFD machine. All these practices cause tax loss 

to the Government for both direct and indirect tax in the aspects of VAT and income 

tax (corporate tax and income tax). 

 

The research work required to evaluate factors causing improper issuance of tax 

invoices in Ilala tax region. Fourteen questions were posed and answers hunted to 

provide various information pertaining to causes of improper issuance of tax 

invoices. 

 

4.8.1 Level of education 

Survey finding stripped that level of education was among of the factor associated 

with improper invoicing, because many taxpayers their education level ranges 

between secondary school to primary level, where most of them are ignorant about 

the importance of issuing proper receipts, correct declaration of expenses, the 

importance of being registered for VAT and acquiring EFD machine as per 

requirement of the law. 
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At this level of education, many traders refuse and hide from being registered for 

VAT by fearing that when they get into VAT their business will collapse, and they 

do not know how to use EFD machine, also other traders they believe that when they 

are not issuing receipts they become more rich in their business, thus they entertain 

on non-issuance of tax invoices. But these practices are results of little or no 

knowledge about the importance of issuing proper tax invoice. 

 

4.8.2  High tax rate  

Again survey findings reflected how higher tax rate cause traders to issue improper 

invoicing that is under declaration of sales, issuance of incorrect amount for 

fiscalised tax invoices by traders registered with VAT and issuance of manual tax 

invoices for unregistered traders for VAT, these practices reduces taxable income 

and are results of higher tax rates, thus improper invoicing and the practices applied 

by business person to reduce tax liability are results of higher rates of tax. 

 

The results exposed that majority of VAT registered traders about 62.5 percent often 

issues fiscalised tax invoices, also 25 percent issues fiscal tax invoices for sometimes 

not for each sale they pursue, and only 12.5 percent issues fiscal tax invoices very 

rare, (see table 4.8.2) 

 

Furthermore, for non VAT traders only 16.7 percent of the unregistered traders often 

issues tax invoice, and 22.2 percent rarely issues tax invoices, and the majority of 

traders sometimes issue tax invoices. 

 

The research findings revealed that the practices of non compliance to tax laws 

(improper issuing of tax invoices) are applied by all taxpayers both registered and 

non registered with VAT to reduce tax liability because of higher tax rates, (see table 

4.8.2) 
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Table 4.8.2: Rate of Issuance of Tax Invoice 

Rate of issuance of tax invoices VAT traders Non VAT traders 

  Frequency % Frequency % 

Often 50 62.5 15 16.7 

Sometimes 20 25 55 61.1 

Rarely 10 12.5 20 22.2 

Total 80 100 90 100 

Source: Research data, 2013 

 

4.8.3  Complication of tax laws, systems and procedures 

Review of finding discovered that majority of small businesses about 91.3 percent of 

taxpayers agreed that complication of tax laws, systems and procedures caused them 

not to pay tax voluntary. Moreover about 55 percent of large business traders and 

59.6 percent of medium business traders both commented that they face complication 

during registration, and merely 45 percent of large business traders, 40.4 percent of 

medium business traders and 8.7 percent of small business traders did not agree with 

the statement, perhaps they disagree with the statement because they had enough 

time and knowledge of making follow up.  

 

In particular, for the taxpayers who agreed the statement that complication of 

taxation systems, laws and procedures has made the taxpayer's compliance to be a 

burden and disturbance, hence taxpayers had less (or even no) incentive to comply 

with the laws. For example, there is a high cost of compliance due to the different 

kinds of forms to fill and uncoordinated due dates. If taxpayers do not understand 

how their taxes are calculated and when these should be paid, they will not be 

comfortable in paying them. Taxpayers added that if the law is difficult, the 

procedure for assessment is even more complicated. See table 4.8.3 
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Table 4.8.3:  Complication of Tax Laws, Systems and Procedures 

Statement Large business Medium 

business 

Small business 

Does complication of tax registration and 

procedures caused you not to pay tax, 

when you want to formalize your 

business  

Yes No Yes No Yes No 

55% 45% 59.6% 40.4% 91.3% 8.7% 

Source: Research data, 2013 

 

4.8.4 Scarcity of resources and capacity of tax administrators  

Survey revealed that majority of taxpayers about 52.9 percent taxpayers had views 

that lack of proper taxpayers’ records was one of factor for tax loss through improper 

invoicing. Then, 18.2 percent said that incompetency of some of tax officers was 

again a cause for improper invoicing because the tax officer is the one who is 

responsible to educate the taxpayer and is supposed to have detailed information and 

techniques used by taxpayers in their practices of improper invoicing, hence 

incompetency of tax officer accelerates improper invoicing, others about 11.8 

percent said that shortage of tax officers, and 9.4 percent said that lack of transport 

facilities whereas 7.6 percent under utilization of technological development is 

another reason for improper invoicing since the technology can assist monitoring of 

all traders using the EFD machines upon each sale they make, and enforce the traders 

who have not yet acquired and use EFD machines to use in order to modernize the 

whole process of tax administration through proper use of technology. 

 

At some point in an interview with TRA officers they revealed that limited resources 

and capacity of tax administration was one of the reasons for tax loss through 

improper invoicing. They explained that the Authority is faced by shortage of staffs, 

inaccessible infrastructure or systems, and lack of funding freedom from 

Government. As a result, tax administration becomes powerless to adequately carry 

out its role of enforcement and education/assistance effectively and efficiently, this 

often translates into taxpayer perceptions that there is a low risk of getting caught 

and there are minimal consequences for non-compliance practices. See table 4.8.4 
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Table 4.8.4:  Scarcity of Resources and Capacity of Tax Administration 

Factors Frequency % 

Shortage of enough tax administrators  20 11.8 

Underutilization of technological development 13 7.6 

Incompetency of some TRA officers  31 18.2 

Improper records keeping  90 52.9 

Lack of transport facilities  16 9.4 

Source: Research data, 2013 

 

4.9  Ways towards control and avoidance of improper issuance of tax 

invoices 

 

4.9.1  Widening up of taxpayers registration 

 Different mechanisms that can be used to strengthen taxpayer registration may 

include, the Taxpayer Service and Education Department- this is a special 

department established at National level purposely to address taxpayers complains 

and it constantly encourage  voluntary registration for business TIN and VAT. These 

processes are done by conducting seminars, advertising in News papers, Television, 

and Radio on a regular basis so as to generate massive tax compliance.  

 

Even as the registration of all individuals engaged in business should be pursued 

rigorously, care should be taken not to bully and register taxpayers that do not 

qualify for a given type of tax unless they qualify as per the provisions in the law this 

will help the traders to avoid their under invoicing practices. 

 

4.9.2 Improve access to viable and relevant information to new businesses  

It is a fact that most emerging businesses lack access to viable information, this lead 

to several problems between tax officers example a taxpayer may commence 

business operation without having a business TIN, business license, receipt book or 

without filing provisional tax for the particular year of income. All these are offences 

according to the Income Tax Act (2004) stipulated as failure to keep proper records, 

this offence is charged with a fine of two million, where a particular tax officer may 
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issue this offence to a particular offender/trader, but in actual sense this taxpayer who 

is not aware of  the tax laws and regulations, ad procedures to follow when opening a 

new business, hence cases like this needs only education to taxpayers on the 

procedures and processes to open a new business, also it is suggested that TRA 

should consider starting an on-boarding program for new taxpayers. When taxpayers 

register with the TRA, they should be provided with all the necessary information 

about tax returns and instructions they are supposed to meet their filing and paying 

requirements. The new registration should be educated on their responsibilities as 

taxpayers and what they are expected to do to enhance compliance with tax laws. 

TRA should prepare publish and educate taxpayers about all necessary information, 

forms to be filled when opening new business, documents to be submitted when 

opening new business, laws and regulations to be adhered and complied. 

 

4.9.3 Publication of tax offenders 

As far as big domestic companies and multinational companies both involved in tax 

evasion and tax avoidance through improper invoicing, research has discovered that 

most of multinational companies especially those engaged in mining activities they 

capitalize our weak tax laws such as tax holiday incentives and misrepresentation of 

their financial statements by declaring loss or minimal profits thus pay little or no tax 

to the Government while exporting our minerals to abroad and earning super profits. 

Therefore publishing of these companies which has been proved that they cause tax 

loss through their improper invoicing and most recently transfer pricing is another 

component of transparency that constitutes to the strongest means to control tax 

offences, is clearly the publicity given to prosecution and conviction of individual tax 

offenders the same should be given to these companies. They insisted that not only 

publicity be used to heighten the awareness that the possibility of detection is high 

and hence encourage compliance with tax obligations; it also helps to improve the 

credibility of the tax administrations by showing taxpayers that it can work and will 

actively pursued to those who choose to violate the law. Even company boards will 

realize that publicity, namely ‘naming and shaming’ attacks on alleged tax avoiders 

will spoil their reputations in the views and eyes of important stakeholders, which 

can lead to quick fall of share prices. 
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4.9.4 Prosecution and imprisonment of tax offenders 

For effective and efficient enforcement of tax laws and regulation, and after all 

procedures has been done against tax offender, example if it is giant company within 

the country that has been offence for fraudulent tax evasion which cause substantial 

tax loss to the National economy, thus on processing case to the court, the TRA side 

should be well prepared with detailed evidences to win the case, and all legal 

procedures should be adhered. 

 

An Interview with TRA officials revealed that prosecution and imprisonment of tax 

offenders should be introduced in Tanzania in order to overcome tax loss. Tax 

officials revealed that penalty structures under Tanzanian tax system should be 

‘escalating’ in nature and range from the administrative and criminal prosecution to 

imprisonment for the most serious of cases.  

 

Effective prosecutions are also depend on the judicial system, regrettably, some 

judges do not see violation of tax laws as a serious crime and perpetrators are often 

let off with relaxed penalties or sentences, which further encourages commitment of 

other tax offences. Hence, tax administration should look to form stronger links to 

judges and include education initiatives aimed at that segment to help them recognize 

the detrimental effects weak enforcement can have on violation of tax law.( TRA 

Tax Laws and Procedures,2008) 

 

4.9.5 Strengthen access to information  

Large proportional of responses explained that in order to overcome improper 

issuance of tax invoices, TRA should collaborate with other institutional agencies of 

the Government including working out with third part information, because TRA by 

itself it cannot reach every individual in the country but by joining with other 

institutions like Police forces, Port authority, Tanzania Bureau of Standard and other 

individuals within business environment and outside business environment who have 

a realistic information about any illegal business, any person who do not issue 

correct tax invoices, or anyone who misrepresent expenses, the tax administration 

should have the powers to get information from third parties during the investigation. 
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The tax auditors should have access to the records of anyone who has financial 

dealings with taxpayers and who can provide relevant information on taxpayers' 

income and the accuracy of their tax declarations in the books of accounts and 

records. 

 

These third parties include administrative authorities, physical persons as well as 

moral persons; that is, the administrative services include Prosecution service, the 

registries of tribunals and courts, the subordinate as well as all the public institutions 

that the State holds shares or has governance over (Bruce, 2000). These services 

must provide the authorized tax officer with all information and documents that they 

possess. Obtaining information from other domestic government departments and 

relevant private sector organizations for risk identification and assessment, and data-

matching is recognized as an effective way of discovering tax offence practices. For 

example, external sources of information can improve detection of unreported 

income and assets.  
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CHAPTER FIVE 

 

DISCUSSION OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

 

5.1 Introduction 

This chapter contains the analysis and discussion of the research findings presented 

in the previous chapter. The analysis and discussion is based on the rationale of the 

study, conceptual framework, research tasks and questions as well as the research 

findings. The analysis also draws on the theoretical stances and empirical findings 

presented in the literature review that is Chapter Two. Similarly, the researcher’s 

point of view and comments are given in correlation with the research findings. 

 

5.2  Prevalence of Improper issuance of tax invoices in Ilala Tax region 

 

5.2.1 The capacity of collection of Direct tax in Ilala tax region for 2012 and 

2013   

Research finding discovered that, TRA in Ilala tax region collected 78 percent of all 

expected withholding taxes, followed by corporation taxes of about 76 percent and 

64 percent was employment taxes. 

 

It implies that employment tax was not collected effectively to meet the target. Also 

collection achieved higher revenues from withholding taxes due to the presence of 

many emerging towers/buildings around Kariakoo streets and Posta areas/City centre 

where these buildings are for rental business, hence rental taxes and capital gain tax 

is assessed, collected and accounted from these estates. 

 

Also the presence of many informal businesses and few formal businesses which 

operate in a hidden environment where some taxpayers establish an industry and 

employed many casual labors to carryout business operation in a secret environment 

in order to avoid paying employment taxes, this is common scenario within Ilala tax 

region where the practice applied by Chinese business traders to reduce amount of 

employment taxes to be paid, hence low collection to the Government. 
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5.2.2 High tax rate  

Again survey findings reflected how higher tax rate cause traders to issue improper 

invoicing that is under declaration of sales, issuance of incorrect amount for 

fiscalised tax invoices by traders registered with VAT and issuance of manual tax 

invoices for unregistered traders for VAT, these practices reduces taxable income 

and are results of higher tax rates, thus improper invoicing and the practices applied 

by business person to reduce tax liability are results of higher rates of tax. 

 

The results exposed that majority of VAT registered traders about 62.5 percent often 

issues fiscalised tax invoices, also 25 percent issues fiscal tax invoices for sometimes 

not for each sale they pursue, and only 12.5 percent issues fiscal tax invoices very 

rare. 

 

Furthermore, for non VAT traders only 16.7 percent of the unregistered traders often 

issues tax invoice, and 22.2 percent rarely issues tax invoices, and the majority of 

traders sometimes issue tax invoices. The research findings revealed that the 

practices of non-compliance to tax laws (improper issuing of tax invoices) are 

applied by all taxpayers both registered and non-registered with VAT to reduce tax 

liability because of higher tax rates. 

 

The study with Christie, (2006) explained that tax evasion is positively correlated 

with tax rate itself; however the hypothesis of higher income inequality leads to 

higher tax evasions which cause tax loss. Hence higher tax rates foster 

noncompliance of tax laws that is improper invoicing which benefits taxpayer by 

reducing Government revenues. 

 

5.2.3  Respondents’ tax compliance  

Survey findings about tax compliance on comparative between registered traders 

with VAT who use EFD machine as means to foster their transactions and those who 

are non registered with VAT (those who uses manual receipt book to facilitate their 

transactions) revealed that majority of taxpayers who are registered for VAT issue 
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receipts about 67.96 percent that is they comply to VAT Act which requires the VAT 

traders to keep proper records. 

 

The respondent's findings also portrayed that large proportion of taxpayers  about 

85.07 percent who are not registered for VAT do not issue receipts, Robinson,(2013) 

explained about the impact of discovery of VAT to revenue collection by the 

Governments, because it simplifies work to tax administrations which focuses only 

on compliance and enforcement.  

 

Furthermore, about 32.04 percent of taxpayers who are not registered issue receipt 

and only 14.93 percent of traders registered for VAT did not issue receipts. Overall 

survey findings from these criteria complement that many taxpayers with EFD 

machine they issue receipts unlike the business traders who have not yet registered 

for VAT. This implies that majority of VAT traders issue receipts unlike those non 

VAT traders. TRA are now implementing the extension EFD phase II, where 

massive of taxpayers are supposed to acquire and use EFD machines for their sales 

even if they are not registered with VAT, now the criteria is at least average daily 

sales of tzs.45,000/= , of which in Ilala region almost every trader has to purchase the 

machine. 

 

5.2.4 Factors leading to improper issuance of tax invoices 

The Income Tax Act 2004 provides direction to taxpayers in order to keep proper 

records and it postulated some fines for failure to keep proper records. 

 

The term improper issuance of tax invoice, covers all habit of traders on under 

invoicing of sales, overstating of expenses, failure to issue receipts for non VAT 

traders and also failure to use EFD machines for VAT registered traders that is they 

use manual receipt book instead of EFD machine. All these practices cause tax loss 

to the Government for both direct and indirect tax in the aspects of VAT and income 

tax (corporate tax and income tax). 
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The research work required to evaluate factors causing improper issuance of tax 

invoices in Ilala tax region. Fourteen questions were posed and answers hunted to 

provide various information pertaining to causes of improper issuance of tax 

invoices. 

 

5.2.5 Level of education 

Survey finding exposed that level of education was among of the factor associated 

with improper invoicing, because many taxpayers their education level ranges 

between secondary school to primary level, where most of them are ignorant about 

the importance of issuing proper receipts, correct declaration of expenses, the 

importance of being registered for VAT and acquiring EFD machine as per 

requirement of the law. 

 

At this level of education, many traders refuse and hide from being registered for 

VAT by fearing that when they get into VAT their business will collapse, and they 

do not know how to use EFD machine, also other traders they believe that when they 

are not issuing receipts they become more rich in their business, thus they entertain 

on non-issuance of tax invoices. But these practices are results of little or no 

knowledge about the importance of issuing proper tax invoice. 

  

5.2.6  Problem of tax laws, systems and procedures 

Review of finding discovered that majority of small businesses about 91.3 percent of 

taxpayers agreed that complication of tax laws, systems and procedures caused them 

not to pay tax voluntary. Moreover about 55 percent of large business traders and 

59.6 percent of medium business traders both commented that they face complication 

during registration, and merely 45 percent of large business traders, 40.4 percent of 

medium business traders and 8.7 percent of small business traders did not agree with 

the statement, perhaps they disagree with the statement because they had enough 

time and knowledge of making follow up.  
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In particular, for the taxpayers who agreed the statement that complication of 

taxation systems, laws and procedures has made the taxpayer's compliance to be a 

burden and disturbance, hence taxpayers had less (or even no) incentive to comply 

with the laws. For example, there is a high cost of compliance due to the different 

kinds of forms to fill and uncoordinated due dates. If taxpayers do not understand 

how their taxes are calculated and when these should be paid, they will not be 

comfortable in paying them. Taxpayers added that if the law is difficult, the 

procedure for assessment is even more complicated.  

 

Gordon, (1996) explained that administration of tax covers an enormous and diverse 

number of rules, unlike the substantial laws of taxation, there is no basic principle of 

administration, because tax administration is elucidation of bureaucracy, hence to 

avoid or minimize complexity in administration the institution should develop its 

own values to handle customers, in TRA there are core values that guide each staff. 

 

5.2.7 Scarcity of resources and capacity of tax administrators  

Survey revealed that majority of taxpayers about 52.9 percent taxpayers had views 

that lack of proper taxpayers’ records was one of factor for tax loss through improper 

invoicing. Then, 18.2 percent said that incompetency of some of tax officers was 

again a cause for improper invoicing because the tax officer is the one who is 

responsible to educate the taxpayer and is supposed to have detailed information and 

techniques used by taxpayers in their practices of improper invoicing, hence 

incompetency of tax officer accelerates improper invoicing, others about 11.8 

percent said that shortage of tax officers, and 9.4 percent said that lack of transport 

facilities whereas 7.6 percent under utilization of technological development is 

another reason for improper invoicing since the technology can assist monitoring of 

all traders using the EFD machines upon each sale they make, and enforce the traders 

who have not yet acquired and use EFD machines to use in order to modernize the 

whole process of tax administration through proper use of technology. 

 

 



69 

At some point in an interview with tax officers they revealed that limited resources 

and capacity of tax administration was one of the reasons for tax loss through 

improper invoicing. They explained that the Authority is faced by shortage of staffs, 

inaccessible infrastructure or systems, and lack of funding freedom from 

Government. As a result, tax administration becomes powerless to adequately carry 

out its role of enforcement and education/assistance effectively and efficiently, this 

often translates into taxpayer perceptions that there is a low risk of getting caught 

and there are minimal consequences for non-compliance practices. 

 

5.3  Conclusion and Recommendations of Findings 

 

5.3.1  Conclusion 

This study has focused on the factors that give rise to improper issuance of tax 

invoices in Tanzania. This observable fact affected by several factors, baseline 

knowledge of taxpayers about these factors may lead to improper invoicing. 

Although there was mistaken insight about the role of taxation in any country, may 

depress the taxpayer’s compliance. Therefore the transformation of taxpayer’s 

insights towards proper right thinks towards improper invoicing could be done 

through the factors that are contemplated to reduce improper invoicing. 

 

Heading to the findings and analysis on the data, it can be concluded that there are 

many factors that give rise to improper issuance of tax invoices in Tanzania and Ilala 

tax region in particular. The Government must dedicate its effort in education to 

citizens as an instrument to guide them to best understanding of the tax laws and the 

role of tax to enhance and flourish the society. The level of income must be taken 

into account. Also, the Government must pay more attention to the tax officials, by 

enhance their salaries, and implement sufficient incentive systems. In addition, tax 

rate must be at a reasonable in order to promote voluntary tax compliance which is 

among the visions of TRA. 
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Moreover, the jointly efforts between TRA and other institutional agencies especially 

police forces, and other third parties who assist to provide baseline information for a 

tax officer to start work out with it. Police forces are so far playing a remarkable job 

in monitoring goods which do not have receipts or which they suspect that receipt 

issued has been under invoiced by catching the goods and bring them to a nearby 

TRA office for verification, and if there is any difference observed, in terms of 

improper invoicing immediately the seller of that goods is served with offence and 

fine established. 

 

Those who commit tax offences are probably committing frauds against more than 

one government department or agency.  Hence, the Local authority, the immigration 

Authority, the Police, Tanzania Bureau of Standards, the central bank, Social 

Security Fund, the Army, and many others, need work together. These government 

Agencies should also work together to demonstrate to taxpayers how their money is 

being spent to benefit the population.  If taxpayers cannot see any benefits of paying 

taxes, they will be more inclined to evade their taxation responsibilities.  Similarly, 

effective control and monitoring of corruption across the board is equally important 

in encouraging compliant tax behavior. 

 

Furthermore, the ability to achieve success in combating issuance of improper 

invoices in Tanzania which cause tax loss to the Government are possible and can be 

facilitated by conducive environment which embraces the rule of law, a political 

commitment to public sector reform, a political commitment to eradicate corruption, 

and rational tax policies. A well-functioning tax administration, perceived as treating 

all taxpayers fairly and with respect, and concerned with collecting only the proper 

amount of tax, will go a long way towards achieving the goal of voluntary 

compliance which benefits everyone. 

 

Since tax is a pinch or burden to any person who pays tax, while no one enjoys 

paying taxes, seeing others escaping the tax net while you are attempting to pay your 

fair share is even less appealing. The general public should work hand to hand with 

TRA in order to enable this agency to fulfill its responsibility  of assessing, collecting 
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and accounting for Government revenues through provision of preliminary 

information about tax offenders. 

 

It is a fact that prevention is better than cure; hence greater weight should be 

allocated and prioritized to preventive measures over punitive measures while 

tackling fraudulent activities. This should be the principle of legislation and 

enforcement. Improper invoicing can be curbed by making tax laws less complex and 

leaving less scope for subjective decision.  

 

Heading to an end, the goal of taxpayers is to maximize their financial position 

(wealth); as they achieve such goal they will continue under invoicing of sales and 

other misrepresentation as long as benefits from criminal behavior outweigh the risk 

of detection and punishment.  Application of severe penalties is of no help if at all 

many tax offenders do not get caught.  

 

Lastly but not least is that, Government faces  a huge of vice comprising of tax 

dogging, improper issuance of invoices, misrepresentation in the annual's financial 

statements, transfer pricing by big businesses and uncalled for exemptions. 

Government can raise more revenue internally by blocking the massive losses from 

trade, mispricing, and unnecessary exemptions which have led to declining revenue 

collection and declining social service delivery. This has angered them further 

towards evading taxes, the recently research conducted by REPOA indicates that 

citizens are willing to pay taxes only if they can see an improvement in what their tax 

can do, and citizens will be less likely to pay more taxes if they continue seeing those 

large companies that are eligible to pay large taxes not do so. 

 

5.3. 2 Recommendations  

 

5.3.2.1 Recommendations for Action  

In order for the Government to achieve its policy objectives, and ensures that it 

reduces the over dependence on donor funds. 
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Also basing upon study's conclusion, and due to the technological growth and 

development, the problem of improper issuance of tax invoices is about to be 

minimized to the smallest level or eradicated at all due to compliance monitoring 

done by tax officials in collaboration with third part information and other 

Government agencies, where the Tax administration of Tanzania needs to continually 

review its systems, strategies and procedures to keep pace with the problem of 

violations of tax law.  Hence the study proposed that efforts should be directed in the 

following areas;- 

(i.) Government should strengthen the link between tax payment and service 

delivery, because majority of citizens believe that Government performance 

on allocation of resources is still inefficient and this is a reason for tax low 

morale among the taxpayers, hence TRA efforts on promoting voluntary tax 

compliance fails on enforcement. According to research conducted by 

Research on Policy Alleviation (REPOA report, 2006) majority of 

respondents said that they would be enthusiastic to pay more taxes if public 

services were improved, the bottom line is that tax revenues and service 

benefits have to be reciprocal or interconnected to build trust to tax payers 

and foster voluntary tax compliance which will boost revenues to the 

Government. 

 

(ii.) TRA should improve their enforcement procedures on curbing locally 

mispricing by enacting legislation, demanding transparency and 

accountability by Multinational companies and foreign countries doing 

business with Tanzania. Also the company law in Tanzania should require all 

registered mining and other extractive companies to use the Extractive 

Industries Transparency Initiative (EITI) template in reporting on their annual 

financial operations, the EITI is an international standard that ensures 

transparency around countries' oil, gas and mineral resources. It is developed 

and overseen by a coalition of Governments, companies, civil society, 

investors and international organizations. All these groups are represented in 

the EITI Board, which is supported by EITI secretariat. The EITI standards 

has a robust yet flexible methodology, which countries adopt to address 
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specific issues they are facing, and when implemented the EITI ensures more 

transparency in how country's natural resources are governed, and full 

disclosure of Government revenues from its extractive sector, and hence 

increases revenues. 

 

(iii.) The Government through TRA should formulate a section which will deal 

with transfer pricing pursued by Multinational companies (MNCs), the 

section will enforce international community to stop multinationals from 

engaging in mispricing of exports from poor and developing countries like 

Tanzania, the MNCs at several times involved in issuance of improper 

invoices (under invoicing) so that they can take advantage on tax liability. A 

new accounting standard, country by country reporting would enable tax 

authorities, civil societies and other regulatory agencies to monitor activities 

of the MNCs  located within their jurisdiction, how trade is undertaken as 

well as how much profits MNCs earns and how much taxes they declare as 

the limited entities. 

 

Moreover, Government should review its policies regarding to tax relief and 

exemptions given to investors which contribute to loss of revenues. 

(a) At this point the Government should address the indiscriminate and uncalled 

for tax exemptions and subsidies which are fleecing Government of many 

revenues to finance its operations, the best and recommended option for 

exemption is case by case rather than blanket exemptions to all state 

institutions, donor funded projects, religious organizations, NGOs and private 

investments. The exemption and tax waiver policy for large multinational 

companies and mining companies should be reviewed in order to recover the 

lost taxes and increases revenues 
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Other, recommendations are as follows;- 

(i.) Government should reduce tax rates for local business firms so as to 

encourage the growth and voluntary tax compliance, because many traders 

issue improper invoice to avoid paying legal tax amount which perceived to 

be large amount. 

 

(ii.) TRA should use amnesties. The basic idea of an amnesty is to encourage 

taxpayers to come forward and pay their long-past-due obligations and can be 

used to bring new taxpayers into the tax net 

 

(iii.) Penalty structures under Tanzanian tax system should be ‘escalating’ in 

nature and range from the administrative and criminal prosecution and 

imprisonment for the most serious of cases. 

 

(iv.) The current tax procedure law should be amended to provide for 

establishment of a professional and independent tax tribunal that could hear 

matters of fact and law in relation to the assessment under appeal. 

 

(v.) TRA should adopt an effective mechanism that ensures the updating of a 

taxpayer’s registration information whenever changes occur in the status of 

the taxpayer 

 

(vi.) The Taxpayer Service Department should constantly encourage taxpayers 

register voluntarily. It should do this by conducting seminars, advertising in 

Newspapers, Television, and Radio on a regular basis. 

 

(vii.) TRA should consider starting an on-boarding program for new taxpayers. 

When taxpayers register with the TRA, they should be provided with all the 

necessary information, tax returns and instructions they will need to meet 

their filing and paying requirements.  
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(viii.) TRA should also consider designing utility software that does the calculation 

of taxes and fines for the taxpayer and validates entries. Distribute this 

program free of charge on a CD and through the TRA website. Include a 

checklist to help the taxpayer “get it right the first time˝. 

 

(ix.) Last but not least, TRA should increase enforcement on acquisition of EFD 

machines and compliance of proper use of machines to avoid the problems of 

under invoicing which commonly practiced by business traders with kariakoo 

streets and Ilala at large, thus compliance monitoring of the EFD machines in 

their daily sales reports that is Z reports and X reports should be done 

rigorous to the taxpayer so as to combat the problem of improper issuance of 

tax invoices. 

 

(x.) Lastly, the Government should enforce the suppliers of EFD machines to 

reduce the price of machine in order to boost the rate of acquisition of 

machine among VAT registered traders, and increase the morale of those who 

are not yet registered for VAT to purchase the EFD machine. Also the 

number of supplier of machine are still insufficient to supply EFDs to the 

whole country, recently there are eleven supplier in the country and there are 

more than fifty thousand taxpayers in the country thus they cannot satisfy the 

country demand. 

 

5.3.2.2 Recommendation for further study 

This study was conducted in Ilala tax region in Dar Es Salaam region, therefore the 

coverage was small area. Thus another study is recommended in another area for 

comparative purposes.   

 

 

 

 

 

 



76 

REFERENCES 

 

BOT   Annual report 1997 

 

BOT (1995) ,Economic and Operations Report. 

 

Brown, J.R (2013), Tax Policy and Economy, University of Chicago-USA 

 

Chachage, B (2006), Information Studies Programme, University of Kwazulu 

Natal, Pietermaritzburg, South Africa Journal Vol.8 (3) September; 

South Africa. 

 

Cohen etal (2007), Introduction to Research Methods in Education, Routledge 

 

Cooper and Schindler (2006), Business Research Methods, 7th Edition, McGraw 

Hill International. 

 

Christie, (2006), An Empirical Assessment of Tax laws, Vienna Institute for 

International Economic studies. 

 

David etal (2010), Qualitative Research, 3rd Edition, SAGE Publications Ltd, 

Amazon 

 

Edward etal, (2008), Developing Tax Policy in a complex and changing world, 

University Exeter-Norway 

 

Gordon, R (2011), Laws of Tax Administration and Procedures, Havard University 

 

Kothari, C.R (2004); Research Methodology Methods and Techniques 2nd Edition, 

Wiley Eastern Limited, New Delhi.  

 



77 

Kalabunga, D. (2007), “Effectiveness of taxpayers education programme conducted 

by TRA in promoting voluntary tax compliance”, Vol. 2, No 24, Dar 

es Salaam Tanzania 

 

Luoga,P (1993), Unsolicited Advice on Value Added Tax (VAT). In Journal of 

Institute of Finance Management, Vol 2, No. 1 

 

Lyimo A.J (1977), Income Tax Administration in Tanzania (mainland). The problem 

of Assessment and Collection of Income tax unpublished LLM 

thesis, University of Dar Es Salaam. 

 

McGee, (2006), Journal of Business Ethics, Oxford University 

 

Mponguliana, R.G, (2005), “The Theory and Practice of Taxation in Tanzania”, 

(2nd Ed), Vol. 12, No. 34 Dar es Salaam, Tanzania 

 

Musgrave, P.B&R.A, (1989), Public Finance in Theory and Practice, New York, 

McGraw Hill 

 

Musgrave, R.A & Peacecock, A.T (1958), Classics in the Theory of Public Finance, 

London, McMillan 

 

Nchimbi, M.I (2000), Taxpayers’ perception of whether taxation of Income in 

Tanzania tax system is equitable and fair, Dar es Salaam:Dar es 

Salaam, University of Dar es Salaam. 

 

Pyle, J.D (2008), Tax Evasion and Black Economy, MacMillan, University of  

Califonia. 

 

Ramsey, (1927), A contribution to Theory of Taxation, The Economical Journal, 37. 

no145, London 

 



78 

REPOA, (2006) 

 

Robert etal (2004), Shadow Economies around the World, Discussion paper number 

1043, Institute for study of Labour, United States  

 

Smith, A (2000), An Inquiry into the Nature and Causes of the Wealth of Nations, 

Western Strahan, London 

 

Tanzania Bureau of standards (2005), Effectiveness of taxpayers education 

programme by TRA, Institute of Tax Administration, Dar es Salaam 

 

Tanzania Revenue Authority, (2006) the Income Tax Act, Dar es Salaam Tanzania 

 

TRA, Third Corporate Plan 2008/009-2012/2013 

 

Tanzania Private Sector Foundation, tax reform proposal 2012/2013 

 

VAT General Guide (2010), Tanzania Revenue Authority book, PN No.3 

 

Zuberi, M.A (2012), Pakistan Premier Financial Journal. 

 

 

 

 

 

 

 

 

 

 

 

 



79 

APPENDICES 

 

Questionnaire 

Dear respondents 

The aim of this work is to find out the factors that give rise to improper issuance of 

tax invoices in developing countries. The accomplishment of this study is greatly on 

your hand, with this regards I request for your kind and exhaustive response to the 

available set of questions. 

 

I strongly assure that all information availed will strictly be confidential and dealt 

with for the purpose of this research and there is no intention of doing otherwise. 

 

Part. A:  Does of Improper Issuance of Tax Invoices Reduce Revenue 

Collection? 

1. Have you registered for VAT? (circle the letter of appropriate answer) 

(i.) Yes 

(ii.) No 

 

2. What is your sex? (Circle the letter of appropriate answer) 

(i.) Male 

(ii.) Female 

 

3. How long have you been in business (circle the letter of appropriate answer) 

(i.) Less than 5years 

(ii.) More than 5years 

 

4. What is the level of your education? (Circle the letter of appropriate answer) 

(i.) Primary 

(ii.) Secondary 

(iii.) Certificate 
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5. How old are you? (Circle the letter of appropriate answer) 

(i.) Less than 20 years 

(ii.) between 21 to 50 years 

(iii.) above 50 years 

 

6. Does a punitive measure minimize noncompliance behavior of traders? 

(Circle the letter of appropriate answer) 

(i.) Yes 

(ii.) No 

 

7. Are you aware of taxation? (circle the letter of appropriate answer) 

(i.) Yes 

(ii.) No 

 

8. Have you ever attended taxpayer's seminar? 

(i.) Yes 

(ii.) No 

 

9. Please give your suggestions on what Tanzania Revenue Authority should do 

in order to improve revenue collection to the Government. 

.............................................................................................................................

.............................................................................................................................

.............................................................................................................................

............................................................................................................................. 


